For  Reference 

Do  Not  Take 

Prom  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
|ect  of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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Is  your  IT  system 


-f\  This  is  your  wake-up  call.  Your  business  is  at  the  mercy  of  your  IT  system,  but  Fujitsu  l! 
Q***  developed  solutions  to  help  you  avoid  the  huge  losses  caused  by  system  downtime.  Fujitsu's  hia 
reliable  servers  and  storage  systems  withstand  harsh  conditions  while  providing  back-up  you  can  count* 


With  ETERNUS  SF  software. 

ETERNUS  storage  systems 

comprise  integrated  solutions 

that  you  can  count  on 

around  the  clock. 


With  our  long  history  of  excellence  behind  you,  you  can  rest  easy. 

extensive  knowledge  and  experience  gained  by  Fujitsu  as  a  mainframe 
supercomputer  manufacturer  is  reflected  in  our  enterprise  servers  and  store 
The  mission-critical  PRIMEQUEST  servers  offer  high  reliability  and  availability  \ 
system  mirror  function  to  help  prevent  data  loss,  while  the  ETERNUS  stor 
systems  provide  24/7  access  continuity.  The  ETERNUS  SF  software  fur 
enhances  the  availability  by  providing  double  and  triple  data  backup  function. 

When  you  can't  afford  downtime,  rely  on  Fujitsu.    As  the  third  larges 
services  company  in  the  world,  Fujitsu  never  rests.  In  fact,  we  spent  US! 
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liable  as  you  think? 


on  on  research  and  development  in  FY2006.  It's  our  job  to  provide  rock- 
fd  reliability  by  finding  solutions  to  problems  of  which  you  may  not  yet  be 
are.  For  more  information  visit  our  website. 

IIA^EQIIEST   A  new  standard  for  business-critical  computing  in  Linux  and  Windows. 
I 

!E  R  N  II  S   World-class  storage  systems  for  the  most  demanding  business  environments. 
E  R  N  II  S  S  F  Advanced  software  that  enables  business  continuity  by  simplifying  the  storage  system  and  data  management. 

[sit  us  at  us.fujitsu.com/reliable 


No,  you're  not  dreaming. 
PRIMEQUEST  servers  really 
do  combine  the  economy  of 
open-standard  systems  with 
the  reliability  of  a  mainframe. 

FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


007  Fujitsu  Limited.  All  rights  reserved.  Fujitsu,  the  Fujitsu  logo,  PRIMEQUEST,  ETERNUS  and  ETERNUS  SF  are  trademarks  or  registered  trademarks  of  Fujitsu  Limited  in  United  States  and  other  countries.  Windows  is  a  registered 
k  of  Microsoft  Corporation  in  the  United  States  and.  or  other  countries  Linux  is  a  registered  trademark  of  Linus  Torvalds  in  the  United  States  and  other  countries.  All  other  company/product  names  mentioned  may  be  trademarks  or 
3  trademarks  of  their  respective  holders  and  are  used  for  identification  purposes  only. 


Proof  our  engineers  are  control  freaks. 


The  all-new  2008  Mercury  Sable  with  AdvanceTrac'  electronic  stability  control.* 

A  system  that  constantly  monitors  driving  dynamics,  making  adjustments  to  help  you  stay  on 
course.  And  while  the  new  Sable  is  smart  enough  to  satisfy  an  army  of  obsessive  engineers  and 
earn  a  five-star  crash  safety  rating?* every  detail  was  designed  for  our  most  important  critic-you. 

mercuryvehicles.com 


MERCURY  I   NEW  DOORS  OPENED 


Every  solution  is  unique. 

One-of-a-kind  products,  mass  produced.  It's  an  example  of  how 
some  companies  are  reinventing  themselves  in  an  effort  to  stay 
competitive.  Of  course,  as  they  change,  their  risks  change  too. 
It's  a  style  thing,  but  our  approach  to  helping  customers  with 
highly  specialised  needs  is  to  build  a  collaborative  relationship 
where  we  can  provide  customized  services.  Through  a 
Relationship  Leader  who  serves  as  a  single  point  of  entry,  you 
get  access  to  the  right  mix  of  industry  professionals,  insight  and 
insurance  solutions.  With  all  the  change  going  on,  it's  a  good  fit. 
www.zurichna.com/corporatebusiness 


Because  change  happ 


In  the  United  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states   Some  c<  I 

may  be  written  on  a  non-admitted  basis  through  surplus  lines  brokers  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation. 


SEPTEMBER 3  I  2007 


BusinessWeek 


The  Business  Week 

8  News  You  Need  to  Know 

aim  for  the  markets;  subprime 
leltdown;  China's  raging  bull; 
ASDAQ-LSE  disconnect;  and  more 
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5  Who's  Minding  the  Toy  Store? 

ecalls  of  imports  show  how  far  the 
nderstaffed,  cash-strapped  Consumer 
roducts  Safety  Commission  is  from 
ring  up  to  its  potential 

6  Michael  Eisner  2.0 

sing  his  formidable  Rolodex,  the 
rmer  Disney  honcho  has  reinvented 
self  as  a  New  Media  mogul 

8  Commentary:  'Good  Enough' 

chnology  standards  may  be  imperfect, 
at  that  greases  innovation— and  the 
hole  economy 


tlobal  Business 

Ukraine:  What  Crisis? 

he  country's  diverse  economy  is 
aurishing  despite  a  standoff  between 
to  top  leaders.  And  foreign  investment 
Dntinues  to  flood  in 

2  A  Red  Hot  Big  Blue  in  India 

com  inking  deals  at  breakneck  speed  to 
iding  10,000  employees  to  its  payroll 
i  the  past  year,  IBM  has  outdistanced 
fc  tech  service  rivals 

7  Come  to  Japan . . .  Please 

relatively  cheap  yen  gives  the  nation 
l  opportunity  to  boost  its  lagging 
•urism  industry 

[ORE  GLOBAL  COVERAGE: 

3r  additional  insights  into  European 
id  Asian  business,  please  go  to 
ww.businessweek.com/globalbiz 
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5  Business  Outlook 

m  Cooper  says  the  Fed's  innovative 
sponse  to  the  market's  liquidity  crisis 
mid  avert  the  need  for  lower  rates 


smessWeek  (ISSN  0007-7135)  Issue  number  4048,  published 

Bkly,  except  for  one  week  in  January.  July  and  August,  by  The 
•  i  iGraw-Hill  Companies.  Inc.  Executive.  Editorial.  Circulation,  and 
I  /ertising  Offices:  1221  Avenue  of  the  Americas,  New  York.  NY. 
l<f)20.  Periodicals  postage  paid  at  New  York.  N.Y.  and  at  additional 

Hing  offices.  Canada  Post  Publication  Mail  Agreement  Number 

012501.  Return  undeliverable  Canadian  addresses  to:  DPGM  Ltd.. 

496  Bath  Road.  Mississauga.  ON  L4T  1L2. 

stmaster:  Send  address  changes  to  BusinessWeek.  P.O.  Box  8418, 

JOak,  IA.  51591-1418 


r 


•MJJft 


7&'&At 


*£s£& 


&5& 


^Jffffi  ft  ft  flfa  ft  ft* 


,«. 


.n 


Cover  Story 

30  Not  So  Smart  How  did  the  era  of  easy  money  come 
crashing  to  a  close?  Start  with  layer  upon  layer  of  leverage  and 
gross  miscalculations  about  how  long  loose  credit  could  last 

36  Beyond  Bemanke  Even  the  Fed  chairman  can't  do  much 
about  the  information  gap  behind  investors'  panic 

40  Q&A:  Bruce  WaSSerstein  The  M&A  legend  provides  some 
much  needed  perspective  on  the  current  turmoil 

42  Mad  On  Main  Street  Small  investors  blast  the  powers  that  be 
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44  Delta:  Revenge  is  Sweet 

The  carrier's  CEO  succession 
plan  seemed  assured:  A  trusted 
lieutenant  would  replace  Gerald 
Grinstein.  Instead,  here  comes 
Richard  Anderson,  the  choice 
of  creditor-turned-shareholders 
who  felt  burned  during  Delta's 
bankruptcy  and  weren't  about 
to  be  snubbed  again 
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NOT  BUSINESS  AS  USUAL. 

THE  NEW  BUSINESS  CLASS  FROM  SINGAPORE  AIRLINES. 

DAILY  FROM  SAN  FRANCISCO  TO  SEOUL  AND  SINGAPORE,  FOUR  TIMES  WEEKLY 
FROM  LOS  ANGELES  TO  TAIPEI  AND  SINGAPORE  ON  THE  NEW  BOEING  777-300ER. 
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A  program  presented  by  BusinessWeek  Marketing 


BusinessWeek 


Win  a  VIP 
Pass  to  the 
World 
Business 
Forum 


WORLD  BUSINESS  FORUM 


You'll  receive  an  exclusive  VIP  Pass 
to  the  HSM-organized  World  Business 
Forum,  the  leading  international 
symposium  for  the  business  community. 
Over  two  days,  you'll  discover  the 
latest  trends  that  impact  business  from 
the  local  to  the  global  stage.  Plus, 
you'll  have  the  opportunity  to  connect 
with  other  executives  from  around 
the  world  at  private  lunches  with  Chris 
Anderson  and  Michael  Eisner. 

World  Business  Forum 
October  10-11,  2007 
Radio  City  Music  Hall®, 
New  York  City 


bjSM 


For  more  information 
visit  www.wbfny.com 


TO  ENTER,  VISIT: 

HTTP://BUSINESSWEEK.EPRIZE. 

NET/MICROSOFT 

View  the  2007  Microsoft®  Office 
system  demo  and  experience  how  it 
will  change  the  way  you  work.  Then 
follow  instructions  to  submit  your  entry. 

Made  possible  by 

Microsoft 

OFFICE2007.COM 

It 's  a  new  day.  It's  a  new  office. 

NO  PURCHASE  NECESSARY  A  PURCHASE  WILL  NOT  INCREASE  YOUR 
CHANCES  OF  WINNING  LEGAL  RESIDENTS  OF  THE  48  CONTIGUOUS 
UNITED  STATES  (D  C  )  21  YEARS  AND  OLDER  WITH  INTERNET  ACCESS 
AT  TIME  OF  ENTRY  VOID  WHERE  PROHIBITED  Sweepstakes  ends 
9/1 5/07  For  Official  Rules,  prize  descriptions  and  odds  disclosure,  visil 
http://businessweek.epnze.net/microsoft  Sponsor  The  McGraw-Hill 
Companies,  1221  Avenue  ol  the  Americas,  New  York.  NY  10020 


What's  Hot  This  Week  A 

BusinessWeeLcorr 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com,  where  you  will  also  find  the  online-only  highlights  noted  below 
as  well  as  additional  stories,  interviews,  and  slide  shows. 


Games  Go 
Mainstream 


In  the  future,  your  boss  may  encourage  you  to  play  video  games 
work  (probably  not  World  of  Warcraft,  though).  Companies  fron 
Johnson  &  Johnson  to  Royal  Philips  Electronics  are  starting  to  u: 
online  games  to  recruit  and  train  employees  and  improve  intern; 
communications.  A  BusinessWeek.com  Special  Report:  The  Power  on 
Gaming  chronicles  some  of  the  innovations  behind  a  new  boom  flj 
video  games,  including  efforts  to  meld  gaming  with  social  networking 
We  also  zero  in  on  the  Big  Three  console  makers— Sony,  Microsc 
and  Nintendo— which  are  gearing  up  for  what  promises  to  be  a 
tough  holiday  season.  With  no  new  consoles  to  drive  sales,  they5: 
banking  on  a  few  widely  anticipated  games,  such  as  Halo  3,  to 
pick  up  the  slack.  Finally,  we  assess  an  innovative  marketing  campai 
spearheaded  by  the  makers  of  teen  virtual  world  Habbo,  who 
realized  that  their  rapt  audience  (76  million  avatars  and  countin 
could  provide  valuable  insight  into  real-world  trends.  Go  to 
businessweek.com/go/07/gaming  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL:  BusmessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  How  hurricane  season  hurts  your  pocketbook  I  Preser 
not  restoring,  classic  cars  I  Tips  to  reduce  college  debt  I  Take-out  isn't  just  fast  food  I  Check  your  local 
listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com 
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Providing  innovative  solutions 

to  enable  split-second  decisions 
at  300  kmph  for  Ferrari. That's 


certainty 


TATA 


The  formula  one  racing  car  is  the  most  complex  and  advanced  car  in  the  world,  packing  research 
in  aerodynamics,  engine  technology,  brakes,  tyres  and  modelling.lt  has  more  in  common  with  a 
jet  plane  than  it  does  with  a  high  performance  car. Tata  Consultancy  Services  (TCS)  works  with 
Scuderia  Ferrari  before,  during  and  in-between  races  to  help  their  cars  go  even  faster.  As  one 
of  the  world's  fastest  growing  technology  and  business  solutions  providers,  TCS  ensures 
that  all  mechanical  and  electronic  systems  perform  at  their  optimum  under  levels  of 
extreme  stress.  Managing  pressure  and  troubleshooting  in  a  situation  where  every  little 
advantage  makes  a  huge  difference.  And  of  course,  enabling  Ferrari  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


"Feels  pretty  good  when  you 
can  save  money  doesn't  it?" 


On  all  new  2007  Odyssey  models 
(for  well-qualified  buyers) 


/  V_J  /v  The  2007  Honda  Clearance  is  going  on  now. 

Which  means  it's  the  perfect  time  to  get  a 
great  deal  on  the  multi-useful  Honda  Odyssey. 
It  was  recently  named  "Best  Overall  Van  of 

the  Year"1  by  IntelliChoice?  So  hurry  down  to  your  Honda  dealer 

today,  where  a  little  money  can  go  a  long  way. 

Ends  September  3 


The  2007  Honda  Clearance 


© 


clearance.honda.com 


"  Vvailable  on  approved  credit  through  \merican  Honda  Finance  Corp.,  2.9%  APR  tor  24-36  months  on  all  new  and 
unregistered  2007  I  [onda  Odyssey  models  through  September  4,  2007,  for  welt-qualified  buyers.  Not  all  buyers  wil 
qualify.  Higher  financing  rates  apply  for  buyers  with  lower  credit  ratings.  Example  for  Odyssey  louring  (per  $1,000 
financed  and  for  2.99?  APR):  24  months  financing  at  $42.94/month  or  36  months  financing  at  $29.04/month.  Dealer: 
set  actual  vehicle  sales  price.  See  participating  dealers  for  details.  t2007  IntelliChoice®  Inc.,  www.intellichoice.com 
©2007  American  Honda  Motor  Co.,  Inc. 
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"There  is  nothing  wrong  with 
lending  subprime.  What  is 
wrong  is  doing  it  recklessly." 

-Wilbur  Ross  of  New  York  private  equity  firm 
WL  Ross,  which  specializes  in  distressed  businesses, 
on  the  opportunities  in  the  current  mortgage-lending 
environment,  as  reported  by  The  Financial  Times 
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lie  Prize  in  the  Parking  Lot 


ARRETING 


rHE  FOOTBALL  SEASON  is  gearing 
up,  and  that  means  tailgating 
parties.  Once  as  simple  as 
owing  a  six-pack  in  the  backseat 
the  way  to  the  game,  tailgating 
ast  becoming  an  industry,  with 
jor  manufacturers  eager  to  tap 
a  a  passionate— and  relatively 
uent— demographic, 
or  a  glimpse  of  what  marketers  see, 
k  no  further  than  the  "tailgater  of  the 
ir"  contest  held  each  pro  football 
son  at  the  final  home  game  of  the 
uston  Texans.  Fans  try  to  outdo  one 
)ther  with  everything  from  catered 
als  and  professional  cigar  rollers  to 
|  bands  and  ice  sculptures, 
somewhat  less  elaborate  parking-lot 
ravaganzas  can  be  found  at  almost 
r  stadium  even,  including  college 
nes.  The  number  of  tailgaters  has 
ibled  in  the  past  eight  years, 


according  to  a  2006  NPD  Group/ 
National  Eating  Trends  survey.  The 
American  Tailgaters  Assn.  estimates 
that  50  million  tailgaters  spent  from 
$7  billion  to  $15  billion  in  2006  on  food 
and  equipment.  The  pastime  is  even 
getting  its  own  magazine,  Tailgater,  in 
September,  courtesy  of  the  ATA. 

For  marketers,  the  folks 
throwing  these  parties  are 
pretty  attractive.  According  to 
the  ATA,  some  57%  of  tailgaters 
make  $75,000-plus  annually. 
Some  82%  are  homeowners. 
"[Tailgaters]  spend  money  like 
crazy,"  says  DirecTV  Executive  Vice- 
President  Eric  Shanks.  "You  park  by  the 
same  person  every  week,  and  you  have 
to  have  something  to  show  off." 

Says  H.J.  Heinz  spokesperson  Tracey 
Parsons:  "It's  a  no-brainer.  We  need  to 
be  there."  Heinz  has  been  increasingly 


Tailgaters 
spent  from 
$7  billion  to 
$15  billion 
in  2006 


targeting  the  group  since  it 
dropped  $57  million  (a  nod 
to  the  company's  trademark 
57  varieties)  in  2001  on 
naming  rights  for 
Pittsburgh's  football  stadium, 
where  it  gives  out  free 
samples  in  the  parking  lot.  At 
Sam's  Club  and  other 
warehouse  clubs  this  fall, 
Heinz  will  sell  its  "picnic 
pack"  (ketchup,  mustard, 
relish)  via  a  cardboard 
display  designed  to  look  like 
the  back  of  a  pickup. 

DirecTV  is  newer  to  the 
scene.  In  May  it  launched  a 
$1,499  portable  satellite  TV, 
perfect  for  the  35%  of 
tailgaters  who  never  set  foot 
inside  the  stadium.  It  includes 
adapters  so  the  TV  can  be 
plugged  into  a  car's  electrical 
outiet— which  some 
automakers  thoughtfully  place 
in  the  trunk  of  their  hatchback 
models  (the  2007  Mitsubishi 
Oudander,  for  instance).  Other 
carmakers  want  in  on  the 
moveable  feast,  too.  Last  year, 
Chrysler  began  offering  a  nifty 
option,  for  about  $500,  in  its 
Dodge  Caliber,  Jeep  Patriot,  and  Jeep 
Compass  models:  speakers  in  the  trunk 
liftgate.  With  the  door  up,  the  speakers 
can  swivel  to  point  out  of  the  car. 

Tailgating  has  also  inspired  some 
grassroots  enterprise.  Daniel  Morris  of 
Taylor,  S.C.,  developed  the  Tailgate 
Cargo  Box.  Mounted  on  the 
back  of  the  car,  it  unfolds  into 
two  tables  when  the  party  starts. 
Last  fall,  Coca-Cola  offered  101 
of  them  in  its  MyCoke  Rewards 
program.  Then  there's  the 
propane-fueled  Freedom  Grill, 
which  attaches  to  a  car  for 
transport  and  swings  away  from  it  for 
use.  You  can  find  its  creators  in  their 
office  parking  lot  at  lunch.  "My  truck's 
here,  the  grill's  on  the  back.  We  swing 
it  out  and  fire  it  up,"  says  Scott  Salter, 
one  of  the  inventors.  "We  practice  what 
we  preach."         -Christopher  Megerian 
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HIDE  AND  CHIC 

THE  LAPTOP 

OF LUXURY 

To  commemorate  the 

15th  anniversary  of  the 

ThinkPad  and  to  burnish 

its  brand,  Lenovo  Group, 

the  Chinese-American  PC 

maker,  is  introducing  the 

ThinkPad  Reserve  Edition 

notebook— covered  in  French 

leather  hand-tooled  by 

Japanese  saddlemakers. 

"It's  the  first  computer  that 

smells  good,"  says  Craig 

Merrigan,  Lenovo's  vice- 

president  for  strategy  and 

market  intelligence.  Lenovo 

has  produced  just  5,000 

SWANKY 

Coated  in 

cow— and 

available 

in  a  limited     M 

w 

edition 

I 

units,  which  come  with 

premium  services  like  no- 

wait  24/7  tech  support.  The 

price:  $5,000,  about  twice 

the  cost  of  a  regular  high-end 

ThinkPad.  Early  sales  were 

V3 

by  invitation  only.  But  now 

o 

the  luxe  laptops  are  available 

b! 

atthinkpadreserve.com, 

W 

and  at  a  few  fancy  shops, 

including  RCS  Experience 

§ 

in  Manhattan  and  Colette 

in  Paris. 

Eo 

Given  concerns  about 

<* 

■*  OS 

flaming  laptops,  Lenovo 

1^ 

says,  it  made  sure  that  the 

2  ^ 

leather  wrap  doesn't  trap 

"1 

heat:  Plastic  ducting  that  sits 

2  3 

between  the  computer  and 

11 

the  binding  vents  hot  air  out 

E-  2 
J  o 

J  03 

the  sides.       -Steve  Hamm 

IN  LOCO  PARENTIS 

WHY JOHNNY 
CAN'T  SPEED 

IT  CAN  MEAN  high  anxiety 
for  parents,  handing  the  car 
keys  to  their  youngsters. 
In  2005,  nearly  3,500 
teenagers  died  in  U.S. 
car  accidents,  the  No.  1 
cause  of  teen  deaths, 
according  to  the  National 
Highway  Traffic  Safety 
Administration.  About  30% 
of  those  fatal  crashes  were 
related  to  speeding,  says  the 
NHTSA.  And  the  economic 
impact  of  all  teen-related 
car  crashes  amounted  to 
$40  billion. 

Now  a  few  auto  insurers 
are  offering  parents  a  way  to 
monitor  their  kids'  cruising 
speeds.  In  late  June, 
Seattle's  Safeco  introduced 
Teensurance,  a  $14-99-a- 
month  service  that,  with 
the  help  of  a  GPS-based 


device  installed  under  the 
dashboard,  alerts  parents 
by  e-mail  or  mobile  phone  if 
their  kids  exceed  an  agreed- 
upon  speed  limit.  American 
International  Group  offers 
a  similar  service.  Other 
insurers,  like  Progressive, 
are  testing  monitoring 
devices  of  their  own. 

"Parents  were  asking 
for  help  in  getting  through 
a  big  life  event,"  says  Jim 
Havens,  vice-president  for 
consumer  solutions  at  Safeco, 
which  uses  a  device  made  by 


Seaguard  Electronics  of  Irvin 
Calif.  So  far,  he  says,  there's 
no  plan  to  offer  subscribers 
any  discounts  on  insurance 
premiums. 

In  Orlando,  the  parents 
of  Pat  Williams,  18,  installe 
a  speed  monitor  much  like 
the  one  Safeco  offers  in  the 
teenager's  Acura  TSX  after 
he  was  pulled  over  last 
December  for  doing  92  mpJ 
in  a  45-mph  zone.  "My  firs] 
thought  was  to  find  a  way  1 1 
trick  it,"  Williams  says,  "bil 
couldn't."       -Brian  Burn! 


MEXICAN  FARE? 

TACOS  WITHOUT  BORDERS 


THERE  MUST  BE  a  million  joints  that  sell 
tacos  in  Mexico.  Soon,  there  will  be  one 
more:  In  late  September,  Taco  Bell  will  open 
a  restaurant  in  the  northeastern  city  of 
Monterrey.  De  verdad. 

Although  Glen  Bell's  original  taco  stand 
was  just  a  two-hour  drive  from  the  Mexican 
border,  in  San  Bernardino,  Calif,  Taco  Bell 
grew  into  the  biggest  Mexican-food  chain 
largely  by  selling  chalupas  and  gorditos  to 
twentysomething  Anglos.  Lately,  however, 
the  restaurants  have  been  slipping  in  their 
home  market,  with  second-quarter 
same-store  sales  down  7%.  This 
has  prompted  the  management 
at  its  parent,  Yum!  Brands,  to 
look  outside  the  U.S.  for  higher 
numbers. 

Graham  Allan,  president 
of  Yum  Brands  International, 
says  two  years  of  market 
research  have  convinced 
him  that  Taco  Bell  will 
succeed  south  of  the  Rio 


Grande.  American  brands  have  cachet  amo 
Mexico's  middle  class,  he  says,  adding  that  J 
the  chain's  "Mexican-inspired"  food  is  not 
attempting  to  pass  itself  off  as  local.  "We're] 
not  trying  to  replicate  the  options  consume] 
already  have,"  he  says. 

Yum  has  traveled  this  road  before.  In 
China,  besides  its  1,940  KFC  locations,  it  ha  | 
eight  East  Dawning  outlets.  Their  cuisine? 
Chinese.  -Michael  An  | 


YUM! 

A  coals-to- 
Newcastle 
strategy 
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MEMORY  LANE 

THE HUNK 
OF JUNK 
HALL  OF  FAME 

SOME  2,500  CAR  GEEKS  weighed 
in  last  month  when  Hagerty 
Insurance  Agency,  which 
specializes  in  covering  collector 
cars,  asked  its  policyholders  to 
name  the  worst  car  designs  of 
all  time. 

McKeel  Hagerty,  the 
insurer's  CEO,  ordered  up  the 
survey  after  noticing  that  the 
American  Motors  Pacer— a 
notorious  dud— and  several 
other  "nerd  cars,"  as  he  calls 
them,  were  rising  in  value. 
The  Pacer  made  first  place  in 
the  poor-design  poll.  But  "if 
anyone  thinks  I'm  picking  on 
Pacer  owners,  guess  what,  I  am 
one,"  says  Hagerty,  who  bought 
himself  a  1976  model  three 
years  ago  for  $2,300.  Here,  the 
top  five  worst-design  picks, 
with  some  voter  comments. 

-Christopher  Palmeri 


AMC  PACER  "Six  feet  long, 
eight  feet  wide,  bicycle  tires 
all  around— and  0  to  60  in 
AVz  hours." 


YUGO  (ALL  MODELS) 

"You  couldn't  get  scrap 
metal  money  even  if  it  was 
running." 

"A  car  that  fell  apart  while 
you  drove." 

FORD  PINTO 

"My  neighbor  had  a  vanity 
plate  that  read  IXPLODE." 

"Junk  from  the  day  they 
built  it." 


PONTIACAZTEK 

"There  must  have  been 
a  front-end  design  team 
and  a  rear-end  design 
team,  and  the  two  never 
spoke." 

CHEVROLET  VEGA 

"The  beginning  of  the 
downfall  of  the  world's 
greatest  automaker." 

Data  Hagerty  Insurance 
policyholder  poll.  July.  2007 


MOBILE  MUSIC 

A  LOVE  SONG'S  RINGING  SUCCESS 


A  JAPANESE  pop  group  called  GReeeeN, 
an  anonymous  quartet  of  dental  students 
signed  to  Universal  Music  Japan,  has 

recorded  the  first  song  ever  to  rack  up  1 
million  downloads  to  cell  phones  over 
mobile  networks. 

Part  of  the  credit  for  GReeeeN's  success 
with  Aiuta  (Love  Song)  goes  to  Japan's 
mobile  carriers,  which  spent  billions 
building  high-speed  3G  networks  capable  of 
downloading  entire  songs  at  high  speeds. 

In  Japan  about  90%  of  all  music 
downloads  travel  over  mobile  networks. 
It  can  take  as  little  as  15  to  20  seconds 
to  capture  a  song  using  the  highest 
speed  system,  HSDPA,  or  High-Speed 
Downlink  Packet  Access.  As  early  as  2004, 
Japanese  carriers  began  offering  full-song 
downloads— a  more  recent  development  in 
the  U.S.  (where  to  download  music,  Apple 
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iPhone  users  must  still  connect  the  phone  to  a 
PC  much  the  same  way  they  do  with  an  iPod). 

Downloads  of  Aiuta  cost  about  $2.70 
each.  Add  to  that  sales  from  ringtones  and 
ring  video,  and  Universal  has  sold  more 
than  3  million  copies  digitally— and 
about  250,000  CD  singles.  Kazuhiko 
Koike,  COO  of  Universal's  Japan 
unit,  says  that  the  company  was 
confident  about  Aiutd's  universal 
appeal  "the  moment  we  first 
heard  it."  The  sentimental 
song,  released  in  May,  is  the 
third  single  by  GReeeeN, 
whose  members  say 
they  won't  reveal  their 
identities  until  they 
pass  their  exams 
next  year. 

-Ian  Rowley 
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hings  to  do  while  you're  atfve: 


LIFE 
TAKES 

VISA 


Z    Have  the  kagerou  yaki  at  Megu 

13    Sample  chocolates  by  Jean-Paul  Hevin 


Z  Shop  La  Boquer 

Zl.  Reserve  table  61  at  Ecco 

Z  Bring  your  favorite  bottle  to  Josie  Restaurant  on  a  Mo 

Z  Visit  the  Boxwood  cafe  during  elver  season 

Z  Be  seen  upstairs  at  RepasfL^ 

Z  Eat  chocolate  cake  in  Vienna's  Demel 


Z    Do  lunch-at  Le  Grand  Vefo^r  *J>'-^ 

Z    Feast  on  lobster  on  NantucketFsland 

~-  -~>  ■ 

.  /**■ 
Z    Sample  Coco500's  fried  greeri  beans  '•%_ 

Z  Amuse  your  bouche  with  Le  Bernardin's  shrimp 

Z  Try  Country's  Parker  House  rolls    "'. 

Z  Have  duck  at  La  Tour  D'Argent 

Z  People-watch  from  a  window  table  at  Cut 

3  Tip  the. counterman  at  Katz's  Deli 

J  Start  with  the  insalata  del  campo  at  Delfina 

"Z  Fawn  over  the  cheese  cart  at  the  Inn  alsLrttle  Washington 

3  Get  up  early  and  go  to  a  Provence  market 

the  first  to  rate  the  Hippest  restaurant  on  Zagi 


Vhatever's  on  your  list  of  things  to  do  in  life,  do  it  better  with  Visa  Signature. 
Vith  complimentary  access  to  Zagat  Survey  s  restaurant  ratings  and  reviews, 
t  puts  you  somewhere  regular  rewards  cards  can 't:  in  the  know. 


VISA  /  IGNATURE 


■^f/(/fA»7^'f///lff 


We-       oo/m  -  M/oo.-n  i 


Presenting  Visa's  line  of  luxury  rewards 
cards.  Benefits  beyond  rewards.  Dozens 
of  card  choices.  Visa.com/signature. 

ZAGATSURVEY. 

©2007  Visa  U.S.A.  Inc. 
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BALLET  RUSE 

HOW  REPETTO  TIPTOED  BACK 


HILLARY  CLINTON  wears 

them.  So  does  Sarah  Jessica 
Parker.  Ballet-style  flat 
shoes  "have  become  a  basic 
staple  in  every  chic  girl's 
wardrobe,"  says  Sally  Ross,  a 
vice-president  at  New  York's 
Bergdorf  Goodman. 

The  ubiquitous  flats  have 
also  helped  a  venerable  Paris 
shoemaker,  Repetto,  get 
back  on  its  feet.  Established 
in  1947,  Repetto,  the  No.l 
supplier  of  pointe  shoes  to 
French  ballerinas,  has  for 
years  been  a  purveyor  of 
quality  women's  shoes.  But 
after  founder  Rose  Repetto 
died  in  1984,  the  company 
stumbled,  with  a  series  of 
owners  failing  to  revive  it. 

Choreographing  its 
comeback  today  is  Jean- 
Marc  Gaucher,  a  former 
head  of  Reebok's  French 
operations  who  bought 
Repetto  in  1999,  when  it 
was  selling  comfortable 


shoes  popular  with  seniors. 
A  few  years  later,  guiding 
Repetto  through  bankruptcy 
proceedings,  Gaucher  looked 
in  a  trendier  direction, 
eventually  clicking  with  a 
fashion  turn  toward  leggings 
and  skinny  jeans  in  2004— 
and  with  the  ballet  flats 
accompanying  them  on  the 
runway.  He  asked  designers 
like  Issey  Miyake  and  Yohji 
Yamamoto  to  create  dozens 
of  styles,  focusing  sales  on 
stores  like  Bergdorf  s  and 
London's  Harvey  Nichols, 
where  Repetto  flats  go  for 
$180  to  $400  a  pair.  The 
goal,  he  says:  to  take  what 
Repetto  knew— the  imagery 
of  dance— and  "introduce  it 
into  the  luxury  sector." 

By  2005,  Repetto's 
revenues  had  grown  to 
$13.7  million.  Last  year  they 
were  $23.4  million,  with 
half  coming  from  sales  of 
ballerina  flats.  (The  company 


doesn't  release  profit  figures.) 
Gaucher's  jump  into  ballet 
flats  was  key  to  the  "huge 
growth,"  says  Marshal 
Cohen,  chief  industrial 
analyst  at  NPD  Group,  which 
put  the  2006  market  for 
ballerina  flats  in  the  U.S. 
alone  at  $59  million. 
Now,  as  Cohen  and 
others  predict  that  the  trend 


may  slow  this  fall,  Repetto 
is  adding  products  like 
handbags.  And  it  still  make: 
professional  ballet  shoes. 
At  $70  to  $100  a  pair,  they 
aren't  moneymakers.  But  K\ 
want  to  have  a  strong  branc 
for  dancers,"  says  Gaucher. 
"That  is  what  our  image  is 
built  upon." 

-  Cassidy  Flanag 


SHEDDING  LIGHT 

WHERE  THE  WALLS 
HAVE  EARS 

WHERE  DO  IDEAS  come  from?  To  find 
out,  Japanese  high-tech  conglomerate 
NEC  began  snooping  on  researchers 
in  July  at  its  new  Computers  & 
Communications  Innovation 
Research  Lab,  near  the  city  of 
Nara.  The  aim:  to  track  how 
innovations  occur. 

The  lab  is  wired  with  microphones, 
cameras,  and  location  sensors  that 
track  researchers'  chip-embedded 
ID  badges.  The  potential  innovators 
are  recorded  as  they  look  at  books, 
draw  on  whiteboards,  and  talk  with 
colleagues.  Their  online  searches 
are  tracked,  and  if  they  have  a  stray 
thought  in  the  hall  and  want  to  share 
it,  they  can  speak  into  wall  panels  that 
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record  on  command.  NEC  says  privacy 
is  protected,  as  only  senior  lab  officials 
have  access  to  all  these  data. 

Lab  chief  Keiji  Yamada  says  he  wan 
to  bring  "scientists  from  a  range  of 
specialties"  to  Nara.  To  lure  talent,  NI  [  ^ 
is  discussing  collaboration  with  2i 
companies,  universities,  and  thin] 
tanks.  NEC  won't  say  how  much 
it  invested  in  the  facility,  and  it 
hasn't  announced  concrete  projec 
But  the  lab's  mission  is  to  spend 
30  years  focusing  on  innovations 
in  computer  networking 
technologies.  Will  NEC's  appro; 
pay  off?  Only  if  it  creates  an 
ecosystem  of  partnerships,  says 
Joel  West,  associate  professor 
of  organization  and  management  at 
San  Jose  State  College  of  Business- 
something  many  Japanese  companies 
haven't  been  willing  to  do.     -Kenji  F 
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To  suggest  the  subprime 
business  of  big  builders  is 
a  root  cause  or  the  current 
housing  crisis  is  ludicrous." 

-Brian  Catalde 

President 

National  Association  of  Home  Builders 

Washington 
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OF  THE  BUILDER 


BUILDERS'  ROLE 

IN  THE  HOUSING  CRISIS 

YOU  DID  A  FINE  JOB  in  pointing  out  one 
element  out  of  many  that  have  together 
contributed  to  the  systematic  failure  of 
the  mortgage  industry  ("Bonfire  of  the 
builders,"  Cover  Story,  Aug.  13).  But 
while  homebuilders  may  have  been  irra- 
tional in  inflating  the  demand  within  the 
mortgage  business,  buyers  like  you  and 
me  are  much  to  blame.  As  humans  we 
have  a  herd  mentality,  and  much  of  the 
irrational  buying  behavior  stems  from 
our  eagerness  to  follow  what  others  do. 
While  reputable  magazines  such  as  yours 
may  shed  light  on  the  current  fiasco,  one 
should  not  forget  the  pattern  of  buying 
and  selling  that  is  a  simple  yet  scary 
manifestation  of  that  herd  behavior. 

-Srinivas  Balla 
Arlington,  Va. 

IN  YOUR  ARTICLE  you  note  how  high 
the  builders'  "capture  rates"  have  been 
during  the  bubble  years  (the  capture 
rate  being  the  percentage  of  home  sales 
financed  by  the  builders  themselves). 
Perhaps  a  big  part  of  the  reason  for  this 
is  the  incentives  that  builders  dangled  in 
front  of  purchasers  if,  and  only  if,  they 


used  the  builders'  mortgage  compai 
for  their  financing.  "Free"  appliance  u  j 
grades,  closing-cost  assistance,  etc.,  we  j 
available  if  the  purchasers  didn't  shul 
and  place  their  mortgage  with  othl 
lenders,  even  if  those  lenders  providf 
lower-cost  financing. 

Perhaps  the  regulators  need  to  det<' 
mine  whether  this  practice  should 
allowed  to  go  on.  If  purchasers  are  tcij 
they  cannot  take  advantage  of  $10,0n 
worth  of  upgrades  if  they  seek  a  mc| 
competitive  mortgage  deal,  then  we  ha] 
effectively  negated  the  benefits  of  frl 
competition  and  opened  the  door  to  t| 
types  of  abuse  cited  in  this  article. 

-Victor  Steiil 
Millburn,  }\ 

YOUR  SERIES  of  housing  articles  pi 
vides  about  as  much  insight  into  t 
state  of  the  current  market  downti 
as  you  would  expect  to  read  in  a  che 
tabloid  purchased  at  the  grocery  sttf 
checkout  counter. 

The  downturn  was  not  trigger 
by  builders  overestimating  househn 
formation  rates.  Housing  demand  < 
clined  because  housing  prices  rose 
a  record  pace  during  the  boom  yet 


PRESIDENT:  Keith  Fox 

SR.  VP,  OPERATIONS:  Gary  B.  Hopkins 

SR.  VP,  PUBLISHER,  NORTH  AMERICA:  Geoffrey  A  Dodge 

SR.  VP  &  GENERAL  MANAGER.  BUSINESSWEEK.COM:  Roger  W  Neal 

VP.  WORLDWIDE  CIRCULATION:  Linda  E.  Brennan 

VP.  ADVERTISING  BUSINESS  &  PRODUCTION:  Linda  F.  Carvalho 

VP,  SALES  DEVELOPMENT:  Kimberly  L.  Styler 


SR.  DIRECTOR  OF  FINANCE:  Brian  S.  Dvoretz 

VPS,  SALES:  Beth  Gregg  (Midwest/West  reg.).  Louis  Tosto  ([astern  region) 

U.S.  REGIONAL  SALES  DIRECTOR:  Rik  Gales  (New  fork  dnd  Intl.) 

VP.  INTERNATIONAL  MANAGING  DIRECTOR:  Michael  Toedman 

VP,  INTERNATIONAL  SALES  DIRECTOR:  Jonathan  Foster  Kenny 

ASIA  MANAGING  DIRECTOR:  Christina  Lee 


PRESIDENT.  INFORMATION  4  MEDIA,  THE  McGRAW-HILL  COMPANIES:  Glenn  S.  Goldberg 


The  McGraw-Hill  Companies 


BusinessWeek 

SEPTEMBER  3.  2007  (ISSN  0007-7135) 


4048 


Published  weekly,  except  for  one  week  in  January.  July  and  August  by  The 
McGraw-Hill  Companies.  Inc.  FOUNDER:  James  H,  McGraw  (1860-1948). 
EXECUTIVE.  EDITORIAL,  CIRCULATION,  AND  ADVERTISING  OFFICES: 

The  McGraw-Hill  Companies  Building,   1221  Avenue  of  the  Americas, 

New  York.  N.Y  10020  Telephone:  212-512-2000  Telex:  Domestic  127039; 

Intl.  2360127039.  For  single  copy  sales  call  1-800-298-9867  or  email: 

busweek(o>nrmsinc.com.  Subscriber  Services:   1-800-635-1200  or  http:// 

www.businessweek.com/custserv/manage.htm. 

POSTMASTER:  Send  address  changes  to  BusinessWeek.  P.O.  Box  8418. 

Red  Oak.  IA  51591-1418  Periodicals  postage  paid  at  New  York.  N.Y,  and 

at  additional  mailing  offices.  Canada  Post  Publication  Mail  Agreement 

Number  40012501. 

Registered  lor  GST  as  The  McGraw-Hill  Companies,  Inc  GST  #R123075673. 

Copyright  2007  by  The  McGraw-Hill  Companies,  Inc.  All  rights  reserved. 


ram 


Title  registered  in  U.S.  Patent  Office.  European  Circulation  Office.  Mc 
Hill  House.  Shoppenhangers  Road,  Maidenhead,  Berks  SL6  2QL.  En 
Telephone:  +44  (0)  1628  502900;  Fax  +44  (0)  1628  630545. 
OFFICERS  OF  THE  MCGRAW-HILL  COMPANIES,  INC.:  Harold  W.  M 
III,  Chairman,  President,  and  Chief  Executive  Officer;  Kenneth  M. 
Executive  Vice  President  and  General  Counsel;  Robert  J.  Bahash,  Exe 
Vice  President  and  Chief  Financial  Officer;  John  C.Weisenseel.  Seme 
President,  Treasury  Operations. 

PHOTOCOPY  PERMISSION:  Where  necessary,  permission  is  granted 
copyright  owner  for  those  registered  with  the  Copyright  Clearance  l 
(CCC),  222  Rosewood  Drive.  Danvers.  MA  01923.  to  photocopy  any 
herein  for  the  flat  fee  of  $2.00  per  copy  of  each  article.  Send  payn 
the  CCC  Copying  for  other  than  personal  or  internal  reference  use  v. 
express  permission  of  The  McGraw-Hill  Companies,  Inc.  is  proh 
Address  requests  for  customized  bulk  reprints  to  BusinessWeek  Re 
1221  Avenue  of  the  Americas.  New  York.  NY  10020  or  call  212-51! 
ISSN  0007-7135/00/S3.95 

PRINTED  IN  THE 


issan's  VQ  engine  has  been  named  one  of  Ward's 
10  Best  Engines"  for  the  13th  year  in  a  row:  The 

axima's  255-hp  V6  engine  delivers  awesome  power,  torque 
id  brilliant  throttle-response  in  any  speed  range.  Cementing 
i  place  in  the  winners'  circle  yet  again.  To  learn  more,  visit 
issanUSA.com. 
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drive   c  2007  Nissan  North  America,  Inc. 


ReadersReport 


until  they  became  unaffordable  to  pro- 
spective buyers— even  at  the  low  inter- 
est rates  that  helped  precipitate  the 
record  surge  in  demand  and  prices. 
An  influx  of  investors  and  speculators 
made  the  price  situation  worse,  as  did  a 
sharp  rise  in  the  cost  of  land  and  major 
building  materials.  The  resulting  af- 
fordability  squeeze  brought  the  market 
back  down  to  earth,  increasing  inven- 
tories of  unsold  homes  and  flushing 
out  get-rich-quick  buyers  when  they 
realized  that  they  would  be  unable  to 
flip  their  properties,  adding  further  to 
the  inventory  overhang. 

While  it  is  always  troubling  to  see  ris- 
ing foreclosures,  and  there  was  clearly 
a  decline  in  underwriting  standards, 
subprime  loans  are  a  small  share  of 
the  overall  market,  and  the  pendulum 
appears  to  have  already  swung  back  to 
tighter  lending  standards.  To  suggest 
the  subprime  business  of  big  builders  is 
a  root  cause  of  the  current  housing  crisis 
is  ludicrous  and  shows  a  serious  lack  of 
understanding  of  the  housing  industry. 

As  for  your  anecdotal  accounts  of 
homeowners  suing  their  builders  for 
sewage  backups  and  other  defects,  there 
were  more  than  4.6  million  new-home 


sales  in  the  past  four  years,  and  it  would 
have  been  infinitely  easier  for  your  re- 
porter to  have  found  satisfied  customers. 
You  can  say  that  every  chipped  tile  is  ir- 
ritating in  areas  where  home  values  have 
been  declining,  but  with  the  exception 
of  sales  made  late  in  the  upturn,  those 
buyers  overall  accumulated  handsome 
amounts  of  equity  that  will  far  surpass 
any  price  declines  by  the  time  the  market 
bottoms  out  and  starts  heading  back  to 
full  health. 

At  best,  this  is  sloppy  reporting.  At 
worst,  you  have  hurt  the  reputation  of 
your  magazine  by  pandering  to  an  audi- 
ence you  assume  is  interested  in  finding 
cheap  thrills  on  a  subject  that  deserves 
far  greater  sobriety. 

-Brian  Catalde 

President 

National  Association  of  Home  Builders 

Washington 

WE'VE  SEEN  INCREASING  problems 
with  people  using  the  builders'  lenders 
for  the  last  couple  of  years.  It  seems  to 
be  fairly  common  for  homebuyers  to  be 
told  they  must  use  the  builder's  lender, 
even  though  that's  a  clear  violation  of  the 
Real  Estate  Settlement  Procedures  Act. 


CORRECTIONS  &  CLARIFICATIONS 

"Bonfire  of  the  builders"  (Cover  Story, 
Aug.  13)  should  have  said  that  the  North 
Carolina  Attorney  General's  office  is 
currently  monitoring  the  federal  criminal 
investigation  of  Beazer  Homes  but  has  not 
initiated  its  own  investigation. 


Lack  of  accountability  for  builders  has 
grown  exponentially.  They've  become 
emboldened  to  get  away  with  more  and 
more.  This  housing  crunch  might  just 
expose  what  has  been  going  on,  and  it's 
about  time. 

-  Cindy  Schnackel 

National  Secretary 

Homeowners  Against  Deficient  Dwellings 

Norman,  Okla. 


IF 


YOU  CAN  ALWAYS  REJECT 
A  BROKER'S  ADVICE 

THERE  IS  AN  ANCIENT  CONCEPT  thai 
holds  people  responsible  for  their  own 
actions  ("Want  to  take  on  your  bro 
ker?"  Personal  Finance,  Aug.  13).  Buyer:: 
elected  to  go  along  with  falsifying  thei 
mortgage  loan  applications.  Regardles, 
of  what  the  lender  told  them,  it  wa: 


their  prerogative  to  reject  the  bad  advice. 
Instead,  they  jumped  into  the  financial 
quagmire  which,  being  adults  of  sound 
mind,  they  elected  to  do. 

-Cynthia  Rowshan 
Farmville,  N.C. 

STAYING  ON  TOP 

OF  AIRPLANE  MAINTENANCE 

"DANGER  IN  THE  REPAIR  SHOP"  (Glob- 
al Business,  July  30)  shows  an  appalling 
misunderstanding  of  aviation  safety  in 
the  U.S.  The  Federal  Aviation  Adminis- 
tration agrees  that  we  need  to  stay  on  top 
of  maintenance  oversight  to  maintain 
the  highest  levels  of  safety— and  that  is 
exactly  what  we  do. 

The  FAA  and  the  airlines  continually 
monitor  the  quality  of  maintenance  at 
foreign  repair  stations,  and  we  both  follow 
through  to  correct  any  problems  discov- 
ered. Other  U.S.  government  agencies  such 
as  the  Defense  Dept.  and  foreign  regulatory 
authorities  may  also  conduct  audits. 

The  FAA  investigates  reports  of  parts 
that  may  not  meet  regulatory  require- 
ments. Many  do,  in  fact,  meet  require- 
ments. However,  for  those  cases  where 
'they  do  not  and  possible  criminal  activity 
is  involved,  we  fully  cooperate  with  law 


enforcement.  In  addition,  U.S.  air  carri- 
ers and  other  operators  have  procedures 
in  place  to  segregate  these  parts,  and  no- 
where near  520,000  "counterfeit  parts" 
are  ever  installed  on  aircraft. 

The  outstanding  safety  record  of  U.S. 
aviation  results  in  part  from  the  dedica- 
tion of  the  airlines  and  the  FAA  to  creating 
a  culture  of  safety.  That  includes  mainte- 
nance, wherever  the  work  is  done. 

-Nicholas  A.  Sabatini 

Associate  Administrator  for 

Aviation  Safety 

Federal  Aviation  Administration 

Washington 

WORKPLACE  STRESS 
AND  SUICIDE 

THANK  YOU  for  "Dispatches  from  the 
war  on  stress"  (Workplace,  Aug.  6).  In 
many  states,  suicide  is  the  second  lead- 
ing cause  of  death  among  young  adults. 
In  1998,  our  son,  Keith  Loehr,  started  a 
job  in  new-product  development  after  re- 
ceiving his  MBA.  The  stress  from  this  job, 
along  with  the  lack  of  support  from  his 
company,  were  major  factors  in  his  deci- 
sion to  end  his  life  seven  months  later. 
The  impact  of  his  death  was  enormous. 
Counting  our  family,  Keith's  co-workers, 


his  friends,  our  friends,  and  my  employ- 
ees, Keith's  suicide  hurt  hundreds  of 
people.  The  collective  negative  impact  on 
morale  and  productivity  was  enormous. 
One  thing  you  did  not  suggest  is  for 
companies  to  consider  a  confidential  em- 
ployee assistance  program.  If  Keith  had 
had  access  to  a  counselor,  he  might  have 
been  more  willing  to  discuss  his  difficul- 
ties and  how  he  was  feeling. 

-Dick  Loehr 
Kittery,  Me. 
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It  is  one  in  every  eight  patents  and  $24  billion 
invested  in  research  each  year.  It  is  chemistry. 
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BY  JAY  GREENE 


■ 


A  Sneak  Preview  of  WiMAX 


If  you're  fortysomething  or  older,  like  me,  you  probably  remember  the 
thrill  of  getting  your  first  home  dial-up  connection  to  the  Net.  Then  came 
broadband,  which  was  pure  magic.  And  then  Wi-Fi,  which  delivered  fast 
Web  access  throughout  the  home,  as  well  as  in  cafes  and  airport  lounges. 
Now  I'm  completely  spoiled.  I  want  my  Internet  wherever  I  happen  to  be. 


An  emerging  technology 
called  WiMAX  aims  to  indulge 
that  craving.  It  will  eventually 
provide  Web  browsing  speeds 
many  times  faster  than  Wi-Fi  and 
a  gigantic  range  that  will  keep 
you  permanendy  connected  to  the 
Net— at  home,  in  your  car,  in  a  city 
park,  or  on  the  beach.  The  new 
WiMAX  standard  won't  be  ready  for 
prime  time  until  early  next  year.  But 
you  can  get  a  taste  of  what's  coming 
if  you  sign  up  with  Clearwire,  a 
Bellevue  (Wash.)  startup  from 
Craig  McCaw  that's  available  in 

43  markets  including  Seattle,  where  I  live.  This  WiMAX-lite 
service  is  disappointing  in  some  ways.  But  Clearwire  will  start 
upgrading  subscribers  to  the  real  thing  next  year,  and  it  is  also 
planning  to  roll  out  a  nationwide  WiMAX  network  in  a  joint 
venture  with  Sprint  Nextel.  If  it  addresses  a  few  early  glitches, 
it's  bound  to  have  tremendous  appeal. 

TO  USE  CLEARWIRE'S  CURRENT  SERVICE  (ranging  from  $30  to 
$50  a  month),  you  just  set  up  a  nine-inch-high  modem  and  plug 
it  into  the  Ethernet  jack  on  your  PC.  This  one  box  is  all  you  need 
for  full  Net  access— say  goodbye  to  DSL  or  cable-modem  charges 
and  wires— and  it  will  work  anywhere  in  the  city,  as  long  as  you 
have  a  power  outlet  for  the  modem.  No  more  searching  for  a  Wi- 
Fi  hotspot:  The  signals  are  everywhere. 

Well,  almost  everywhere.  In  this  proto-WiMAX  system, 
there  are  dark  spots,  and  my  home  at  the  bottom  of  a  gully, 
surrounded  by  hills,  trees,  and  other  houses,  happens  to  be  in 
one.  A  row  of  five  lights  on  top  of  the  modem  indicates  signal 
strength,  and  the  best  I've  ever  gotten  at  home  is  two  out  of 
five.  Two  lights  turns  out  to  be  fine  for  e-mailing  and  other 
basic  tasks.  But  video  and  graphics-rich  Web  sites  are  sluggish, 
so  check  with  Clearwire  before  making  a  commitment. 

Things  picked  up  when  I  tested  the  technology  at  work  on  the 
19th  floor  of  a  Seattle  office  building.  I  got  five  lights  out  of  five, 
and  the  experience  was  just  like  surfing  the  Web  on  my  high- 
speed cable  connection  at  home.  Out  of  the  dark  zone,  Clearwire 
was  fast  enough  for  me  to  catch  episodes  of  the  British  car  show 


Top  Gear  on  YouTube  and  listen 
to  a  buddy's  guitar  music  on 
MySpace.  And  I  had  no  probler 
using  Clearwire's  voice-over- 
Internet  phone  service,  which 
carries  an  additional  monthly 
charge.  There  has  been  some 
subscriber  grumbling  about 
Clearwire's  restricting  network 
speed  for  heavy  users  during 
peak  hours,  but  I  haven't  had 
that  problem. 

The  next  step  was  to  take 
Clearwire  around  town.  This  is 
a  bit  of  a  nuisance  because  you 
Tryi  o  n*1  Tl  p  have  to  lug  the  modem  with 

you  and  find  a  power  outlet— oi 
purchase  a  separate  car  adapte; 
and  a  12-oz.  battery  pack. 

I  didn't  bother  with  that. 
Instead,  I  took  my  gear  to  a  nea 
Starbucks,  plugged  it  in,  and 
enjoyed  surfing  the  Web  withou 
having  to  pay  the  usual  Wi-Fi  fe 
I  did  have  to  tweak  the  settings 
on  my  laptop  to  turn  off  the 
radio  that  receives  wireless  signals  so  it  would  default  to  th 
Clearwire  service— but  that's  pot  a  big  deal.  And  in  the  nex 
few  months,  Clearwire  will  sell  a  card  that  slips  into  a  laptc 
to  receive  its  signal,  so  you  won't  need  to  tote  the  modem. 
Clearwire  isn't  all  it  can  be,  especially  if  you  live  in  a  dar 
zone.  But  for  folks  who  want  to  get  out  from  under  their  ca 
or  telephone  company,  it  offers  a  dependable  alternative  tl 
will  get  much  better  when  real  WiMAX  finally  arrives.  ■ 

Steve  Wildstrom  is  on  vacat 
E-mail:  tech&you@businessweek. 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to  technology&you 
businessweek.com/go/techmaven. 

PODCAST:  To  hear  a  podcast  on  the  latest  Tech  &  You  column, 
go  to  businessweek.com/search/podcasting.htm. 
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UPGRADE  YOUR 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCIN 


Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 


MediaCentric 


BY  BURT  HELM 


Which  Ads  Don't  Get  Skipped* 

What  if  I  told  you  that  the  least-fast-forwarded  commercial  on  TV  isn't  for 
any  major  brand  but  for  a  company  called  CORT  Furniture  Rentals?  And 
what  if  I  added  that  those  spots  aren't  much  more  than  a  string  of  CORT 
salespeople  delivering  trite  slogans  like:  "It's  not  about  the  furniture,  it's 
about  lives"?  That's  the  most  recent  result  of  an  ongoing  study  by  digital 


WHAT  TV  VIEWERS 
WATCH  Bowflex, 
Dominican 
beaches,  and 
furniture  rentals 


video  recorder-maker  TiVo 
Inc.  Called  TiVo  Stopl  |  Watch, 
it  examines  the  commercial- 
viewing  habits  of  some  20,000 
TiVo-equipped  households, 
including  which  ad  campaigns 
are  fast-forwarded  by  the  lowest 
percentage  of  viewers.  So  far, 
heavyweights  such  as  Publicis- 
owned  media  agency  Starcom 
and  ad  holding  company 
Interpublic  Group  have 
subscribed  to  the  data  feed. 

What  has  marketers 
scratching  their  heads  is  that  so 
many  of  the  winning  campaigns  are  direct 
ads,  like  CORT's.  Ask  execs  at  some  top-flight 
creative  agencies  (who  are  responsible  for 
some  big-budget,  glitzy  Super  Bowl  ads),  and 
they'll  launch  into  the  type  of  spin  used  by 
oil  companies  when  they  say  more  study  is 
needed  on  global  warming.  (One  exec  asked 
me:  "Do  we  know  that  this  accounts  for 
when  people  fast-forward  but  then  rewind  to 
watch  the  ad?")  Here's  the  question  I'm  left 
with:  Does  this  mean  that  TV  ads  of  the  future  should  be  less 
creative  and  more  about  the  hard  sell  than  ever  before? 

IF  THERE'S  ONE  LESSON  from  TiVo  Stopl  (Watch,  it's  that 
relevancy  outweighs  creativity  in  TV  commercials— by  a 
lot.  The  ads  on  the  "least-fast-forwarded"  list  aren't  funny, 
they  aren't  touching,  and  they  aren't  clever.  And  they  don't 
have  big  budgets.  The  top  three  overall  in  June  (the  latest 
month  for  which  data  are  available)  were  CORT  Furniture, 
Dominican  Republic  Tourism,  and  Hooters  Restaurant. 
Several  throw  800-numbers  at  you  at  the  end. 

But  all  of  these  ads  are  well-tailored  to  their  audiences. 
For  example,  during  prime-time  broadcast  TV  in  June,  the 
No.  1  least-fast- forwarded  campaign  was  for  home-gym 
brand  Bowflex.  Bowflex  placed  prime-time  ads  exclusively  on 
I  i  )fessional  wrestling  on  the  C W  Television  Network— just 
'and  of  show  that  might  lead  a  viewer  to  reevaluate  his 
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or  her  own  musculature  and  check  out  a  home  gym. 
Leaders  on  the  overall  least-fast-forwarded  list,  which 
included  all  advertisers  that  ran  at  least  20  spots 
during  any  time  on  any  channel,  were  often  those  that 
advertised  during  daytime  on  cable,  where  shows  have 
smaller,  niche  audiences,  and  it's  easier  to  deduce  view; 
interests,  according  to  TiVo. 

Smart  media  planning,  not 
creative  ads,  seems  to  be  key. 
These  advertisers  put  the  product  I  lr 
—whether  it's  a  desk,  a  Dominica .  e 
beach,  or,  ahem,  the  good  food  at 
Hooters— front  and  center  in  the 
most  straightforward  way. 

Outside  of  TiVo,  there  are  other 
trends  that  will  only  exacerbate 
the  divide  on  television.  Digital 
delivery  of  TV  signals  will  allow  advertisers 
to  segment  by  household,  enabling  them  to 
target  niches  even  on  hit  shows  like  House  a  J  I 
Grey's  Anatomy.  Prices  for  30-second  spots 
will  soon  be  tied  to  individual  commercial 
ratings,  compounding  the  need  to  maximiz'    pj' 
the  number  of  viewers  for  each  ad.  And 
chief  marketing  officers  are  under  the  gun 
to  demonstrate  sales  results  more  than  ever.  (If  s  why  the 
eminently  measurable  junk-mail  business  is  growing  strong 
Creativity  in  advertising  won't  go  away.  Opportunities  t< 
entertain  and  engage  customers  are  fast  proliferating— fro 
online  micro-sites  to  viral  videos  to  brand  integrations  wit 
TV  shows,  where  entertainment  value  is  paramount.  In  the 
media,  content  must  generate  word-of-mouth  all  by  itself. 
Not  so  with  TV  ads.  And  if  TiVo  owners  are  any  guide, 
it  seems  that  just  reaching  an  interested  audience  and 
putting  the  product  right  out  there  sets  you  leagues  aheac 
no  matter  how  banal  or  bludgeoning  your  spot  is.  So  if  yo 
have  only  30  seconds,  why  not  skip  the  soft  seduction  anc 
just  sell,  sell,  sell?  ■ 
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See  the  least-fast-forwarded  ads  on  Burt  Helm's  media  and  brand 
blog,  businessweek.com/brandnewday.  Jon  Fine  is  on  vacation. 
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iawy  Moves  That 
Should  Soothe  the  Markets 

he  Fed's  quick  and  innovative  response  may  avert  the  need  to  cut  rates 
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U.S.  ECONOMY 


In  investing,  a  little  fear  is  a  good  thing.  But  too 
uch  of  it  can  bring  a  financial  market  to  its  knees.  When  investors 
>gan  to  shun  the  debt  of  perfectly  sound  companies  in  the  commercial- 
iper  market  on  Aug.  16,  the  Federal  Reserve  basically  said:  "Enough 
ready!"  The  next  day  it  announced  new  and  innovative  steps  to  restore 


jidity  to  an  arid  financial  system  that  was  too  dry  to 
iction  properly. 

iVith  fear  and  uncertainly  usurping  reason  and 
idamentals,  the  Fed  gave  banks  an  historically  wide 
tude  to  borrow  directly  from  the  central  bank,  in  an 
)rt  to  shore  up  credit  availability  and  preempt  the  kind 
inancial  panic  that  could  kill  off  economic  growth  in 
U.S.  and  damage  a  healthy  global  economy.  On  Aug. 
t  took  an  additional  step  to  provide  more  liquidity  by 
ting  a  key  rate  that  big  bond  houses  pay  to  borrow 
\  asury  securities. 

The  question  now:  Will  the  strategy  work?  Or  will  the 
1  have  to  pull  out  its  big  gun  and  cut  its  target  rate 
all  borrowing  throughout  the  economy?  Investors 
betting  heavily  that  the  policymakers'  recent  actions 
^shadow  a  broader  easing.  Right  now,  the  futures 
rkets  expect  the  Fed  to  cut  its  target  rate  for  federal 
ds— those  that  banks  borrow  overnight  from  each 
er— to  about  4.5%  by  yearend,  from  5.25%  now.  As  of 
5. 22,  the  markets  saw  no  chance  policymakers  will 
/e  the  rate  unchanged  at  its  Sept.  18  meeting  (chart). 

fSPITE  THOSE  ODDS,  however,  a  rate  cut  is  still 
sure  bet.  What  is  happening— so  far— is  a  liquidity 
sis,  not  an  economy  crisis.  Fear  and  uncertainty  have 
jhtened  demand  for  cash,  and  there's  not  enough  of 
)  go  around.  Clearly,  with  events  still  so  unsettled, 
first  sort  of  crisis  could  easily  morph  into  the  second, 
if  the  Fed's  latest  temporary  moves  are  successful  at 
igating  the  liquidity  and  credit  problems,  there  will  be 
heed  for  a  broader  easing  in  policy,  and  the  economy 
most  likely  escape  with  only  small  scratches. 
lased  on  the  Fed's  statements  as  late  as  its  Aug. 
eeting,  policymakers  will  not  hastily  abandon 
*  ir  belief  that  future  inflation  is  their  "predominant 
0  icy  concern."  Even  if  the  Fed  shifts  its  stance  to  say 
w  eak  economy  is  now  its  chief  worry,  that  doesn't 
Dmatically  imply  a  rate  cut,  just  as  its  recent  inflation 
cern  didn't  presage  an  immediate  rate  hike.  The 
cymakers'  statement  accompanying  the  Fed's  Aug. 
ction  said:  "The  downside  risks  to  growth  have 
•eased  appreciably,"  suggesting  the  Fed  now  sees  the 


balance  of  risks  between  inflation  and  recession  as 
more  even. 

The  Fed's  focus  right  now  is  on  the  financial  markets. 
A  fix  targeted  there  removes  the  threat  to  the  economy. 
The  recent  moves  may  well  hit  the  bulls-eye,  though  they 
will  not  work  overnight  as  institutions  adjust  to  the  new 
procedures. 

THE  AUG.  17  ACTION  is  unique  and  extends  well 

beyond  a  typical  cut  in  the  discount  rate,  which  makes 

it  cheaper  for  banks  to  borrow  emergency  funds  from 

the  central  bank.  In  addition  to  slashing  that  rate,  from 

6.25%  to  5.75%,  the  Fed  also  extended  the  term  of  these 

loans,  from  the  traditional  overnight  period  to  30  days, 

and  that  term  is  renewable  by  the  borrower.  The  Fed  is 

also  accepting  a  broad  range  of  types  of  collateral— even 

certain  subprime 
WHAT  THE  MARKETS 
EXPECT  FROM  THE  FED 

,  PERCENT 


PROBABILITY  OF  FED  FUNDS  ; 
.TARGET RATE  AFTER  SEPT.  18: 
I  POLICY  MEETING  BASED  ON 

FUTURES  CONTRACTS  — —I 


4.75%         5.00%         5.25% 
Data:  Bloomberg  Financial  Markets 


mortgage  loans.  And  all 
banks  have  been  given 
the  green  light  to  use  the 
discount  window.  The 
Fed  has  communicated 
to  banks  that  no  stigma 
will  be  attached  to  strong 
banks  that  borrow  from 
the  Fed,  an  activity  that 
during  normal  times 
has  been  associated  only 
with  distressed  banks  in 
weak  financial  condition. 
A  number  of  hedge  funds  and  mortgage  lenders  could 
be  key  beneficiaries  of  the  Fed's  strategy,  if  not  directly, 
then  indirecdy:  Given  the  ability  to  borrow  from  the  Fed 
stigma-free,  banks  may  be  more  willing  and  able  to  fund 
some  of  these  liquidity-challenged  institutions,  which 
could  relieve  stress  on  the  overall  financial  system. 

Based  on  the  Fed's  latest  survey  of  senior  loan  officers, 
banks  were  more  than  willing  to  lend  to  their  corporate 
customers,  at  least  based  on  responses  through  July  26. 
The  data  showed  only  a  slight  rise  in  the  percentage  of 
banks  tightening  their  lending  standards  for  commercial 
and  industrial  loans,  from  3.7%  in  the  April  survey  to 
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7.5%.  Those  are  very  low  levels  by  historical  standards.  In 
household  lending,  banks  had  already  strongly  tightened 
their  standards  for  subprime  mortgages  in  the  April 
survey,  but  they  raised  the  bar  much  less  for  prime  loans. 
And  the  latest  sampling  showed  no  additional  squeeze. 

WHAT'S  BEEN  LOST  in  the  financial  panic  of  recent 
weeks  is  that  the  economy  headed  into  the  third  quarter 
under  a  rising  head  of  steam.  Consumer  spending  is 
perking  up  after  a  second-quarter  slowdown.  Capital 
spending  by  businesses  is  also  gaining  strength. 
Manufacturing  activity  is  chugging  along  at  a  good  clip, 
powered  in  large  part  by  strong  demand  for  exports.  The 
latest  reports  imply  that  the  economy  grew  better  than 
4%  in  the  second  quarter,  far  stronger  than  the  3.4%  pace 
the  government  first  estimated. 

The  events  in  the  credit  markets  to  date  are  sure  to 
take  a  nip  out  of  growth  in  the  second  half.  However, 
barring  the  kind  of  systemic  financial  meltdown  the 
Fed  is  now  trying  to  prevent,  the  biggest  hit  will  be  to 
housing,  where  the  credit  constraint  is  concentrated. 
Because  there's  less  mortgage  money,  homes  sales  and 
housing  starts  will  be  weaker,  and  inventories  will  rise 
further,  putting  more  downward  pressure  on  prices.  The 
new  downturn  in  homebuilding  is  already  showing  up. 
July  housing  starts  dropped  21%,  measured  at  an  annual 
rate,  below  the  second-quarter's  average  (chart).  Starts 
last  quarter  had  actually  stabilized. 

The  spillover  of  credit  woes  to  other  sectors  should 
be  much  smaller.  Consumer  and  business  confidence 
are  sure  to  get  hammered,  but  the  supports  under  both 


HOUSING  TAKES  A 
TURN  FOR  THE  WORSE 

PERCENT  CHANGE  FROM  PRIOR 
QUARTER.  ANNUAL  RATE 


sectors  will  not  erode  nearly  as  much.  The  July  advance 
in  retail  sales  means  consumer  buying  began  the  third 
quarter  on  a  solid  note,  and  the  government  revised  ret 
outlays  in  May  and  June  appreciably  higher.  Householc 
balance  sheets  are  at  risk  from  falling  stock  prices  and 
home  values,  but  the  drop  in  gas  prices  since  May  will 

boost  buying  power,  ar 
incomes  are  supported 
by  strong  job  markets. 
As  for  businesses,  th 
are  coming  off  a  health 
gain  in  second- quartei 
profits:  more  than  8% 
firms  in  the  Standard  £  | 
Poor's  500-stock  inde>  | 
Inventories  are  trim, 
and  overseas  demand 
booming.  Exports  in  IV  J 
and  June  posted  the  b( 
two -month  gain  in  mcl 
than  three  years.  Also,  capital-goods  production  has  le 
the  strong  gains  in  manufacturing  output  through Juh 
suggesting  companies  are  expanding  their  operations. 
Of  course,  all  these  solid  fundamentals  could  crumq 
under  the  impact  of  some  new  and  powerful  wave  of 
financial-market  distress.  In  that  case,  the  Fed  will  hav  | 
no  choice  but  to  slash  interest  rates  broadly.  However, 
the  central  bank  has  reacted  quickly  and  innovatively 
the  current  problems.  That,  plus  the  underlying  health] 
of  the  U.S.  and  global  economies,  should  eventually  eg 
investors'  fears  and  help  the  markets  return  to  normall 


•JULY  LEVEL 
Data:  U.S.  Census  Bureau.  Global  Insight  Inc. 


CONSUMER  PRICES 


Inflation  Takes  a  Backseat-For  Now 


THE  FEDERAL  RESERVE  has  put  its 

inflation  concerns  on  the  back  burner 
as  it  focuses  on  the  financial  markets 
and  the  potential  risks  they  pose  to 
economic  growth.  But  price  pressures 
are  still  running  a  little  hotter  than 
the  Fed  would  like  and  may  continue 
to  do  so  if  the  economy  doesn't  get 
burned  by  the  financial  tumult. 

On  Aug.  17  the  Federal  Reserve 
adjusted  its  views 
on  the  economy 
by  stating  that 
worsening  financial 
conditions  raised  the 
risk  of  weaker  growth 
"appreciably."  By  also 
making  no  mention 
of  inflation  in  its 
statement,  the  Fed 
pushed  what  had  been 
its  top  concern  into 
the  background— at 
least  for  now. 


INFLATION  PRESSURES 
HANGING  AROUND 
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THREE  MONTH  PERCENT  CHANGE. 
ANNUAL  RATE 

CONSUMER  PRICE  INDEX 
LESS  FOOD  AND  ENERGY 
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Data:  Buieau  ol  Labor  Statistics.  Global  Insight  Inc. 


Nevertheless,  July  inflation  data 
showed  little  evidence  of  further 
cooling.  Minus  food  and  energy, 
prices  grew  at  an  annualized  pace 
of  2.5%  in  the  latest  three  months 
through  July.  That's  up  from  just 
1.6%  in  May. 

As  long  as  financial  problems 
plaguing  Wall  Street  don't  cause 
consumers  and  businesses  to  panic, 
inflation  may  remain 
higher  than  Fed 
Chairman  Ben 
Bernanke  would  like. 
"It's  more  likely  than 
not  that  we'll  see  core 
inflation  continue  to 
run  above  2%"  says 
jPMorgan  Chase 
economist  Bruce 
Kasman. 

There  are  a  few 
reasons  why  price 
pressures  may  not 
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abate.  The  cost  of  goods  outside  o 
food  and  energy  may  be  starting  t 
climb  now  that  companies  are  no 
longer  clearing  their  warehouses 
of  excess  inventories,  and  a  weakt 
dollar  makes  imported  items  mor 
expensive.  Behind  the  scenes,  a  ti 
labor  market,  higher  labor  costs, ; 
a  slower  trend  in  productivity  gro 
could  limit  how  much  inflation  et 
says  Kasman. 

What's  more,  any  lowering  of 
the  Fed's  target  interest  rate  in  th 
coming  months  in  an  effort  to  off 
potential  damage  to  the  economy 
from  the  financial  markets  could 
"put  more  inflation  pressures  int< 
the  system,"  says  economist  Julia 
Coronado  at  Barclays  Capital.  If  t 
Fed  can  swiftly  guide  the  financij 
markets  out  of  rough  waters,  infl 
could  soon  be  the  Fed's  top  concc 
once  again.  ■ 

-By  James  Me 
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Zach  Johnson.  2007  Masters  champion. 


Transamerica  companies  offer  insurance,  investment,  and 
retirement  strategies  to  help  make  your  dreams  a  reality. 
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BALM  FOR  THE  MARKETS 

During  his  years  in  academia,  Fed  Chairman  Ben  Bernanke  was  a  fervent  believer  that  during 
market  panics,  the  central  bank's  role  was  to  dump  as  much  liquidity  as  needed  to  stabilize 
the  system— even  though  critics  howled  that  such  moves  only  enabled  more  risk-taking.  Well, 
he  hasn't  opened  the  floodgates  yet,  but  on  Aug.  17  he  cut  the  rate  at  which  the  Fed  lends 
directly  to  banks,  from  6.25%  to  5-75%.  (On  Aug.  22  four  large  banks,  including  Citigroup  and 
JPMorgan  Chase,  tapped  the  Fed's  lending  window  for  $500  million  each  on  behalf  of  clients.) 
While  Bernanke's  move  helped  stabilize  the  markets— the  S&P  500  rose  3%  in  the  four 
trading  sessions  after  the  Fed  action— many  pros  doubt  it'll  be  enough.  With  mortgage 
lenders  continuing  to  fail  in  droves,  and  demand  in  some  credit  markets  still  dried  up, 
many  economists  figure  Bernanke  will  slash  the  federal  funds  rate— the  benchmark  by 
which  many  variable-rate  loans  are  set— by  its  next  scheduled  meeting  in  September. 
See  "Savvy  moves  that  should  soothe  the  market,"  page  25,  and  "Ifs  out  of  Bernanke's 
reach,"  page  36 


Subprime  Fallout 

As  the  markets  rocked  and 
rolled,  mortgage  companies 
took  various  actions  to  stay 
afloat.  On  Aug.  20  jumbo 
mortgage  specialist  Thornburg 
sold  off  more  than  $20  billion 
in  bonds  at  a  discount  to  raise 
cash.  Countrywide  accepted  a 
$2  billion  investment  from 
Bank  of  America.  Capital  One 
on  Aug.  20  said  it'll  close  its 
Greenpoint  mortgage  unit,  and 
Lehman  Brothers  on  Aug.  22 


shuttered  BNC  Mortgage,  laying 
off  1,200.  And  Accredited  Home 
Lenders  on  Aug.  22  became 
the  latest  to  stop  taking  loan 
applications  and  will  jettison 
half  its  staff. 

1*KHHI»  "Mortgages:  Smaller 
banks  smell  blood" 
businessweek.com/go/tbw 


China's  Raging  Bull 

What,  them  worry?  Despite 
market  turmoil  in  the  rest  of 


the  world,  on  Aug.  22 
Chinese  stock  hounds  sent 
the  CSI 300  index  blasting 
through  the  all-important  5000 
level,  shrugging  off  a  0.18- 
percentage-point  rate  hike  by 
the  People's  Bank  the  previous 
day.  The  index  is  up  147%  this 
year.  The  rate  move  came  after 
another  bid  to  deflate  the  stock 
bubble:  On  Aug.  20,  Beijing 
unveiled  a  landmark  decision 
to  allow  Chinese  citizens  to 
invest  in  Hong  Kong  stocks. 


That's  seen  as  an  attempt  to 
siphon  off  some  liquidity. 
EMU*  "No  stopping  Chinese 
stocks" 
bnsinessweek.com/go/tbw 
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Oh,  Never  Mind  the  LSE 

Throwing  in  the  towel  after 
his  17-month  fight  to  buy 
the  London  Stock  Exchange, 
NASDAQ  CEO  Robert  Greifeld 

announced  plans  to  dump  hi; 
31%  stake.  Greifeld  on  Aug. 
21  said  he'd  like  to  pay  down 
NASDAQ's  $1  billion  debt  anc 
focus  on  plans  to  buy  OMX,  trujioi 
Swedish  exchange  operator 
that  is  also  being  pursued  by 
Borse  Dubai,  nasdaq  could 
log  a  gain  of  about  15%  on  it;  fy 
LSE  shares,  now  worth  nearl 
$1.6  billion.  Meanwhile,  The 
Wall  Street  Journal  reported 
on  Aug.  22  that  online  broke  4fe 
TD  Ameritrade  and  E*Trade  arm  {.l 
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talking  merger. 


Captain  Anderson 
Delta  Air  Lines'  new  CEO  has 

finally  boarded.  On  Aug.  21, 
four  months  after  the  Atlant 
earner  flew  out  of  bankrupts 
it  picked  ex-Northwest  Airline 
CEO  Richard  Anderson,  52,  to 
succeed  the  retiring  Gerald 
Grinstein.  Anderson's  ties  to 
Northwest  fueled  merger  ta] 
but  he  told  BusinessWeek: 
"Delta  has  a  strong  position 
the  industry  and  will  remaii 
control  of  its  own  destiny." 
See  "A  surprising  new  pilot  fi 
Delta,"  page  44 
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High-Definition  Chaos 

The  high-def  wars  rage  on. 
Paramount  and  DreamWorks 
Pictures  on  Aug.  20  added 
a  surprise  plot  twist  to  HD- 
DVD's  battle  with  Blu-ray  for 
domination.  The  two  studic 
which  had  been  releasing  o 
both  formats,  now  will  sell 
only  HD-DVDs.  The  news  is 
a  blow  to  Sony-backed  Blu- 
ray  and  could  further  sap 
consumer  interest  in  both, 


If. 
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nee  buyers  will  get  only  half 
'Hollywood's  blockbusters  in 
loosing  one  format. 
JDIII*  "DVD  wars:  Not  over 

misinessweek.com/go/tbw 


A  spokeswoman  says  Toys 
'R'  Us  has  beefed  up  its  own 
testing  and  "will  hold  Hamco 
accountable." 


ying  Again  in  Korea 
)uld  HSBC  finally  grab  a 
tuth  Korean  bank?  After 
•ing  outbid  twice,  the  London 
ant  said  on  Aug.  20  it  was 
talks  to  buy  a  51%  stake  in 
rea  Exchange  Bank,  Korea's 
cth-largest  lender,  from 
yout  firm  Lone  Star.  HSBC 
:es  hurdles  this  time  as 
HI.  Lone  Star  has  run  into 
oblems  cashing  out  because 

i$>rean  prosecutors  accuse  it 
colluding  with  bureaucrats 
buy  the  bank  on  the  cheap 

ii  2003.  Lone  Star  denies  any 

i  rongdoing. 


Calling  All  Gull-Wing  Fans 

The  stainless  steel  DeLorean 
sports  car  traveled  through 
time  in  the  Back  to  the  Future 
movies.  Now  the  DeLorean 
will  be  reborn  25  years  after 
its  death.  In  late  2008,  Stephen 
Wynne,  an  entrepreneur 
in  Humble,  Tex.,  who  has 
been  restoring  DeLoreans 
for  years,  will  start  selling 
new  ones  hand-built  using 
a  combination  of  leftover 
original  parts  and  new  ones. 
Starting  price:  $57,500.  Time 
machine  not  included. 


ally  Dirty  Bibs 

tstigust  hasn't  been  much  fun 
I;  Toyland.  After  two  Mattel 
:alls  earlier  in  the  month, 
/s  'R'  Us  and  sister  company 
e;  bies  'R'  Us  announced  on 
11  kg.  17  that  they  were  yanking 
t  another  lead-tainted 
oduct:  vinyl  baby  bibs.  The 
)s  were  made  in  China 
Hamco,  a  subsidiary  of 
uisiana-based  Crown  Crafts. 


YouTube's  Latest  Offering 

The  YouTube  multiplex  has  a 
new  feature:  ads.  On  Aug.  21, 
Google  announced  plans  to 
insert  sponsored  messages 
into  thousands  of  YouTube 
videos  provided  by  its  content 
partners.  Previously  the  site 
had  served  ads  only  in  fixed 
spots  on  its  Web  pages  and 
in  special  brand-sponsored 
channels. 

EMU*  "Now  playing  on 
YouTube:  Ads" 
businessweek.com/go/tbw 


N  MEMORIAM:  LEONA  HELMSLEY 

ie^he  may  have  been  the  perfect  icon  of  the  Me  Decade,  outshining 
ither  sterling  candidates  such  as  Michael  Milken,  Ivan  Boesky,  or 
ven  the  fictional  Gordon  Gekko  of  "Greed  is  good"  fame.  Hotel 
nd  real  estate  magnate  Leona  Helmsley  died  on  Aug.  20  at 
7,  unleashing  a  torrent  of  headlines  featuring  the  phrase 
Queen  of  Mean,"  referring  to  her  treatment  of  employees, 
lelmsley  began  her  climb  to  superriches  and  notoriety  as  a 
iii|Iew  York  apartment  broker.  She  married  real  estate  mogul 
iarry  Helmsley  in  1972  after  he  divorced  his  wife  of  33  years. 
■jifn  1980  he  named  her  head  of  the  Helmsley  hotel  operations, 
nd  she  began  to  appear  in  a  highly  successful  series  of  ads  for 
he  hotels  that  proclaimed  "the  queen's"  high  standards.  The 
ads  made  her  famous,  but  in  1989  she  was 
convicted  of  evading  federal  income 
taxes  for  fraudulently  listing  luxury 
items  as  business  expenses.  During 
the  trial,  a  former  maid  quoted  her 
as  saying:  "Only  the  little  people  pay 
taxes."  After  18  months  in  jail,  she 
remained  as  irascible  as  ever  and 
tangled  in  lawsuits.  Her 
holdings  are  worth  an  estimated 
$2.5  billion. 


he  hotels  that  proclain 
^^^^^^^     ad. 


w      %^  remained  as 

>oi        ^^  ^H     was  °ften  tai 

I    ^^^k  ^  holdings ; 


LEONA  HELMSLEY 
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In  an  era  of  easy  money,  the  pros 
forgot  that  the  party  can't  last  forever 

BY  ROBEN  FARZAD,  MATTHEW  GOLDSTEIN, 
DAVID  HENRY  &  CHRISTOPHER  PALMERI 


CHECK 


THE  BOASTING  AND  BLUSTER  THAT  MARKED  THE  JUST-ENDED 
era  of  easy  money  varied  depending  on  the  speaker  and  his  stake  in  the  boom.  But  the 
underlying  message  was  consistent:  This  time  it's  different.  When  it  came  to  the  hazards 
associated  with  borrowing,  the  old  rules  no  longer  applied. 
The  titans  of  home  loans  announced  they  had  perfected  software  that  could  spit  out  interest  rates  and  fee 
structures  for  even  the  least  reliable  of  borrowers.  The  algorithms,  they  claimed,  couldn't  fail.  With  similar 
bravado,  buyout  firms  bid  up  private  equity  deals,  arguing  that  investors  had  an  insatiable  appetite  for  the 
increasingly  risky  and  mammoth  loans  used  to  fund  them.  "I  don't  think  it's  a  bubble,"  David  M.  Rubenstein 
of  Carlyle  Group  told  the  Financial  Times  in  an  interview  last  December. "  I  think  really  what's  happening  now 
is  that  people  are  beginning  to  use  a  different  investment  technique,  and  this  investment  technique,  private 
equity,  adds  real  value." 

Hedge  funds  were  all  too  happy  to  enable  the  leverage  arms  race.  They,  too,  borrowed  to  the  max  so  they 
could  gorge  on  the  debt  that  financed  the  housing  and  buyout  booms.  "The  consumer  has  to  be  an  idiot  to 
take  on  those  loans,"  John  Devaney,  chief  executive  of  United  Capital  Asset  Management,  said  in  May,  refer- 
ring to  dicey  adjustable-rate  mortgages.  But  since  there  were  plenty  of  "idiots"  out  there,  and  legions  of  lend- 
ers eager  to  serve  them,  Devaney  and  other  hedge  fund  managers  eagerly  devoured  the  securities  confected 
by  investment  banks  from  batches  of  dubious  home  loans.  This  securitization,  the  argument  went,  would 
spread  the  risk  far  beyond  banks  and  mortgage  companies.  In  March,  Devaney  bragged  that  mortgage- 
backed  securities  were  one  of  his  "best-performing  investments." 

It  didn't  work  out  that  way.  In  June,  Devaney's  Horizon  funds  booked  a  loss  of  more  than  30%,  ac- 
cording to  Hedge  Fund  Alert.  Shortly  after,  United  Capital  suspended  redemption  requests  by  investors 
trying  to  pull  out.  Devaney  did  not  return  calls  for  comment. 
These  troubles  came  amid  similar  havoc  at  other  hedge  funds 
and  bankruptcy  filings  by  scores  of  mortgage  lenders.  On  Aug.  22, 
Lehman  Brothers  Inc.  shuttered  its  subprime  mortgage  group. 
Dozens  of  high-profile  buyouts  have  stalled  as  the  credit  market 
has  seized  up.  And  during  the  past  month,  the  value  of  U.S.  stocks 
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has  plummeted  by  more  than  $2.2 
trillion,  or  10.5%,  according  to  Trim- 
Tabs  Investment  Research. 

Making  sense  of  this  mess  is 
daunting.  One  good  place  to  start: 
the  ways  various  financial  players 
indulged  in  layer  upon  layer  of 
leverage,  much  of  it  far  from  trans- 
parent. Mortgage  lenders  threw  out 
common  sense  underwriting  stan- 
dards. Wall  Street  sliced  and  diced 
the  loans,  creating  the  illusion  that 
risk  somehow  disappeared  in  the 
process.  Hedge  funds  then  mul- 
tiplied the  leverage  by  borrowing 
copiously  to  buy  securities  based  on 
the  rearranged  mortgages.  In  their 
version  of  the  game,  private  equity 
firms  used  loads  of  debt  to  launch  unprecedented  buyouts. 

What  some  of  the  smartest  guys  in  each  of  these  fields 
seemed  to  forget  is  that  new  paradigms  can  crumble  sud- 
denly. Many  miscalculated  how  long  the  period  of  easy 
credit  would  persist. 

Some  are  now  backpedaling.  Home  lenders  are  tightening 
standards,  once  again  demanding  that  buyers  be  able  to  af- 
ford downpayments.  Banks  are  cutting  credit  to  some  hedge 
funds,  forcing  managers  to  sell  some  of  their  stocks,  bonds, 
and  other  securities.  But  some  financial  players  who  vastly 
underestimated  the  implications  of  the  leverage  they  employed 
aren't  exiting  entirely.  Moreover,  we  don't  yet  know  the  full 
extent  of  the  complex  borrowing  arrangements  on  which  the 
recent  boom  was  built.  "There's  embedded  leverage  all  over 


We're  able 
to  project 
what  the  repayment 
risk  is  with  a  given 
credit  score  and  equity 
position.  We've  made 
it  less  risky." 

A  Countrywide  executive 

two  years  ago  on 

underwriting  advances 


the  place,  and  no  one  knows  how  fa 
it  goes  in  the  system,"  says  Michae  I 
Greenberger,  a  former  director  at  th 
Commodity  Futures  Trading  Commis 
sion  who  teaches  law  at  the  Universit 
of  Marlyand.  "There's  billions  an 
billions  of  dollars  racing  around  th  jh 
economy  that  no  one  can  track." 

Bruce  Wasserstein,  a  veteran  arch 
tect  of  mergers  and  acquisitions  wh 
heads  the  investment  bank  Lazarc 
warns:  "Financial  institutions  sprea 
the  risk  to  people  who  weren't  quil 
sure  what  they  were  getting.  Otr 
ers  thought  they  had  outsmarted  th 
market  and  added  leverage  to  mat 
it  interesting."  He  expects  "lots  moi  « 
embarrassment  in  unforeseen  place 

where  some  people  tried  to  spike  their  returns  with  this  pap< 

without  regard  to  risk"  (page  40). 
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MORTGAGE  FINANCE:  'A  SECRET  SAUCE' 

MORTGAGE  LENDERS  in  recent  years  claimed  they  had  perfecte  L 
the  science  of  underwriting.  Armed  with  huge  consumer  dat  fa 
bases,  they  mined  thousands  of  variables,  such  as  late  payment  j]f 
credit  scores,  and  bankruptcies.  Some,  like  Countrywide  Financi  i  ft 
Corp.,  the  nation's  largest  home  lender,  developed  proprietary  sy  j^ 
terns.  Others  relied  on  software  they  purchased  and  tweaked.  "II  m|i 
like  having  a  secret  sauce;  everyone  had  their  own  best  formulas'  ^ 
says  Edward  N.  Jones,  CEO  of  Austin  (Tex.)-based  ARC  System  |C 
which  sold  technology  to  HSBC,  First  Franklin  (now  owned  i  |  ^ 
Merrill  Lynch  &  Co.)  and  many  of  their  rivals.  i  ^ 


A  HISTORY  OF  HUBRIS 


BY  ELIZABETH  WOYKE 

As  with  the  current 
subprimesaga, 
past  upheavals  in  the 
financial 
markets 
typically  have 
been  preceded 
by  talk  of  new 
paradigms,  perfect 
models,  and  fail-safe 
strategies-a  "this  time 
it's  different"  attitude. 
Here's  a  look  at  the 
egos  and  excess  that 
ruled  in  recent  boom 
periods  and  the 
inevitable  fallout. 


32  I  BusinessWeek  I  September  3.  2007 


1980s 

Junk-bond  king  Michael  Milken  of  Drexel 
Burnham  Lambert,  who  champions  the 
high-yield  corporate  debt  market  and  later 
pleads  guilty  to  fraud,  argues  that  the 
higher  rates  would  more  than  offset  any 
potential  risk  in  the  product. 


Lincoln's  Charles 
Keating 

1989 

After  defaults  unexpectedly 
soar,  the  $200  billion  junk- 
bond  market  collapses, 
exacerbating  the  savings 
and  loan  crisis.  Lincoln 
S&L  fails. 


NOV.  2 
1987 


It  was  the  assumptions  and  guidelines  that  lenders  used  in 
leploying  the  technology  that  frequently  led  to  trouble,  notes 
ndustry  veteran  Jones.  "It's  garbage  in,  garbage  out,"  he 
ays.  Mortgage  companies  argued  their  algorithms  provided 
ear-perfect  precision.  "We  have  a  wealth  of  information  we 
idn't  have  before,"  Joe  Anderson,  then  a  senior  Countrywide 
xecutive,  said  in  a  2005  interview  with  BusinessWeek.  "We 
nderstand  the  data  and  can  price  that  risk." 

But  in  fact,  says  Jones,  "there  wasn't  enough  historical 
erformance"  related  to  exotic  adjustable-rate  loans  to  allow 
Dr  reasonable  predictions.  Lenders  "are  seeing  the  results  of 
ot  having  that  info  now."  In  many  cases,  lenders  and  brokers 
ropped  any  pretense  of  seriously  applying  underwriting  stan- 
ards  as  they  doled  out  loans  without  proof  of  borrowers'  in- 
iDme  or  assets.  First  Franklin  says  it  resisted  making  a  lot  of  the 
nwise  loans  that  its  rivals  did.  Countrywide,  which  on  Aug.  22 
ot  a  $2  billion  equity  investment  from  Bank  of  America,  and 
itSBC  declined  to  comment. 

The  Street  meanwhile  helped 
ower  the  home-lending  binge 
y  bundling  the  loans  into  se- 
jrities  sold  to  big  investors, 
inovations  like  collateralized 
febt  obligations  (CDOs)  provid- 
i  lenders  with  another  potent 
ption  for  selling  off  mortgages, 
hese  complicated  investment 
ools  filled  up  with  mortgage- 
backed  securities.  CDO  manag- 
es claimed  they  could  diffuse 
le  danger  by  spreading  the  risk 
j  a  broader  array  of  investors. 


A  July  foreclosu 
in  Decatur.  Gi 

-♦ 

'  |^ 

So  the  mortgage  business  swiftly  expanded  to  record  volume 
of  more  than  $3  trillion  in  2005,  but  all  the  Wall  Street  money 
only  made  lenders  more  reckless.  The  fallout  has  been  painful: 
Droves  of  buyers  who  couldn't  afford  their  loans  going  into  fore- 
closure, home  prices  falling  nationwide,  and  fears  of  recession  if 
consumer  spending  dries  up.  Still  reeling,  the  mortgage  indus- 
try has  swung  back  toward  convention.  Downpayments  are  in; 
adjustable-rate  loans,  out.  But  with  $750  billion  of  adjustable 
mortgages  due  to  reset  through  June,  2008,  most  likely  at  higher 
rates,  more  defaults  and  foreclosures  are  coming. 

PRIVATE  EQUITY:  'A  GOLDEN  AGE' 

AS  RECENTLY  AS  APRIL,  buyout  legend  Henry  Kravis  pro- 
claimed a  "golden  age"  of  private  equity.  Perhaps  he  should  have 
called  it  a  golden  age  of  CLOs— collataralized  loan  obligations. 

Like  mortgage  lenders,  the  giants  of  private  equity  have 
relied  on  complicated  investment  pools  to  fund  their  binge. 

CLOs  are  cousins  of  collateral- 
ized debt  obligations.  Manag- 
ers of  the  investment  pools 
buy  groups  of  risky,  junk-rated 
loans  from  banks  that  have 
financed  buyouts  by  Kravis 
and  his  competitors.  The  CLOs 
package  the  loans,  then  divide 
them  into  risk  levels.  While 
the  individual  loans  carry  low 

MAYl 
2007 


LENDER  FORECLOSURE 


HOME  AUCTION.' 


easy  money, 
the  subprime 
market  reaches 
$600  billion 
a  year,  and 
leveraged 
buyouts  hit 
$525  billion. 


PRESENT* 

The  mortgage  flu  spreads, 
infecting  the  credit  markets  and 
much  of  Wall  Street. 

Data:  Bloomberg  Financial  Markets. 
BusinessWeek.  Dealogic,  Inside  Mortgage  Finance 
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It  wasn't  supposed  to 
happen:  The  problems  in 
the  $600  billion  subprime 
market,  a  relatively  small 
corner  of  the  overall 
$3  trillion  mortgage 
business,  should  have 
been  isolated-or  so  some 
of  the  smartest  minds 
thought.  But  as  it  turns  out, 
toxic  mortgages  had  far 
greater  reach,  infecting 
other  layers  of  finance. 
-By  Matthew  Goldstein 
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HOUSING 

A  surge  in  mortgage 
defaults  by  homeowners 
with  shaky  credit 
histories  threatens  the 
rest  of  the  industry.  Home 
prices  are  dropping 
nationwide,  and  dozens 
of  mortgage  lenders  have 
gone  bust. 

RATING  AGENCIES' 

Standard  &  Poor's  (which,  like 
BusinessWeek,  is  owned  by  McGraw-Hill 
Cos.)  and  Moody's  Investors  Service 
are  taking  heat  from  critics,  who 
contend  they  weren't  quick  enough 
to  downgrade  the  risky  investments 
backed  by  subprime  mortgages. 


MAIN  STREET 


Consumers  have  gorged  heavily 
on  credit,  serially  refinancing 
mortgages  to  fund  other  purchases. 
With  house  prices  falling, 
consumer  spending  could  slip. 
Meanwhile  investors  are  also 
taking  a  hit. 


HEDGE  FUNDS 

The  list  of  casualties  is 
growing,  going  beyond 
funds  like  two  run  by 
Bear  Stearns  that  bought 
bonds  backed  by  pools 
of  subprime  mortgages. 
Highly  leveraged  funds 
also  got  squeezed  during 
the  market  sell-off  when 
investors  indiscriminatel 
sold  assets  to  raise  cash. 

PRIVATE  EQUITY 

In  the  wake  of  the 
subprime  fallout,  investo 
have  become  more  risk- 
averse.  That's  caused  a 
broader  credit  crunch, 
hurting  loans  that  buyou 
firms  rely  on  to  fund 
their  transactions.  Banks 
now  have  a  $300  billion 
backlog  of  deals. 


INVESTMENT 
BANKS 

With  investors  worried 
about  a  dip  in  bond 
underwriting  work  and 
trading,  brokerage  stock  I 
have  been  pounded.  Th< 
AM  EX  Broker-Dealer 
Index  has  dropped  16% 
since  June  1. 


COMMERCIAL  PAPER 

The  $1.2  trillion  asset-backed 
commercial  paper  market,  a  source  of 
short-term  funding  for  financial  firms, 
hedge  funds,  and  mortgage  lenders, 
is  freezing  up.  Investors  are  wary  of 
financing  like  this  that  relies  on  home 
loans  as  collateral. 


credit  ratings,  three-fourths  of  the  securities  marketed  by  CLOs 
magically  boast  AAA  marks.  (That's  because  some  investors  give 
up  extra  yield  in  exchange  for  better  protection  against  losses.) 

The  financial  alchemy  has  allowed  private  equity  firms  to 
attract  a  whole  new  base  of  investors,  including  pension  funds 
and  insurance  companies  that  never  would  have  bought  those 
risky  loans  outright.  U.S.  CLOs  raised  $100  billion  in  2006, 
quadruple  the  amount  two  years  earlier. 

Buyout  firms  have  generally  fronted  30%  of  the  equity  in 
recent  deals,  vs.  just  15%  two  decades  ago.  But  that  doesn't 
mean  firms  have  been  more  cautious.  Steeled  by  the  seemingly 
insatiable  demand  for  CLOs,  they  became  bolder  and  bolder  in 
the  deals  they  pursued.  After  Kohlberg  Kravis  Roberts  &  Co.  and 
Texas  Pacific  Group's  $44  billion  bid  for  Texas  energy  giant  TXU 
in  February,  analysts  began  putting  odds  on  imagined  future 
megabillion-dollar  targets  like  Home  Depot  Inc. 

As  private  equity  firms  bid  up  the  prices  for  ever-larger  LBOs, 
the  transactions  began  getting  riskier.  A  key  measure  of  leverage, 


a  company's  total  debt  divided  by  operating  earnings,  skyrockel 
from  4-7  in  2004  to  7.0  in  the  second  quarter  of  2007,  accordi 
to  Standard  &  Poor's  LCD.  Meanwhile,  the  ability  of  compan 
to  cover  the  interest  payments  of  that  debt  dropped  sharply;  1 
ratio  of  profits  to  interest  fell  from  3.4  to  1.8  in  that  period. 

At  the  same  time,  loan  terms  got  looser.  For  example,  in  the  b 
outs  of  Freescale  Semiconductor  and  retailer  Claire's  Stores,  L 
firms  peddled  bonds  that  allowed  the  companies  to  postpone  ini 
est  payments  until  the  bonds  matured— a  previously  unhearc 
feature.  Such  stipulations  applied  to  10%  of  all  junk  bonds  sole 
2007,  vs.  virtually  none  18  months  earlier,  according  to  Lehma) 

The  red-hot  demand  for  even  the  junkiest  of  loans  allov 
many  firms  to  delude  themselves  into  thinking  they  could  e 
lessly  pursue  deals.  In  the  three  months  through  July  31,  ft 
announced  $254  billion  in  buyouts,  as  much  as  in  2004  and  2( 
combined,  according  to  Thomson  Financial.  One  credit  cm 
later,  the  market  for  LBO  financing  has  evaporated.  Invesi 
won't  buy  the  loans  at  current  prices,  leaving  banks  on  the  h 
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Is  14.4  million  miles  of  road  testing  excessive? 
That  depends  on  what  kind  of  car  you're  building. 


INTRODUCING  THE  ALL-NEW  2008  C-CLASS. 

Why  did  we  drive  it  the  equivalent  of  600  times  around  legendary  reputation  for  safety.  The  braking  system,  complete 

the  world?  Why  did  we  force  it  with  perforated  front  rotors,*  is  capable  of  stopping  the  car 

to  endure  the  snowstorms  of  from  a  speed  of  80  mph  in  just  four  seconds.**  The  door 

Scandinavia,  the  dust  storms  hinges  can  hold  the  weight  of  a  200-lb  man.  The  windshield 

of  Namibia  and  every  torturous  wipers  were  designed  to  wash  away  heavy  rain  at  autobahn 

climate  in  between?  And  why  speeds.  And  the  suspension  was  tested  for  stability  at  130 

did  we  subject  the  new  C-Class  mph,  ensuring  the  utmost  in  confidence  and  control, 

to  so  many  miles  on  the  earth's  most  unforgiving  and  Inside,  the  passenger  cabin  is  as  scientific  as  it  is 

punishing  roads?  The  answer  is  simple:   because  we  beautiful.  Seats  were  not  merely  built  for  comfort,  but  were 

promised  you  a  Mercedes-Benz.  economically  contoured  and  cushioned  to  make  even  the 

After  seven  years  of  unremitting  testing,  we  bring  you  longest  journeys  relaxing  for  the  body.  And  the  dashboard 

the  2008  C-Class.  From  its  very  core,  with  over  70%  of  the  is  the  very  first  in  a  Mercedes-Benz  to  meet  standards  in 

body  built  with  high-strength  steel,  it  is  a  tribute  to  our  helping  drivers  keep  their  attention  on  the  road. 


THE  C-CLASS.  Nothing  is  too  excessive  when  you're  building  a  car  like  this.  Starting  at  $31, 975* 
Unlike  any  other.   — 


Mercedes-Benz 


MBUSA.com 


8 1  C300  shown  with  optional  18"  AMG  5-twin-spoke  wheels.  "Only  available  in  C-Class  Sport  Sedans.  "Skid  pad  test  results.  Actual  braking  distances  vary  depending  on  surface  tire  conditions  and  brake 
tenance  system.  *"MSRP  for  a  2008  C300  includes  transp.  charge.  Excludes  all  options,  taxes,  title,  regis,  and  dealer  prep.  For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com. 
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for  $300  billion  in  loans  to  buyout  artists. 
So  far,  no  big  deals  have  collapsed. 
The  hope  is  that  the  credit  environment 
will  improve  in  the  fall,  and  stalled  deals 
will  move  through  the  LBO  pipeline.  But 
there  may  be  more  pain  ahead. 

HEDGE  FUNDS:  STEALTH  DEBT 

HEDGE  FUNDS  helped  power  the  mort- 
gage and  buyout  booms  by  hungrily  con- 
suming securitized  subprime  debt  and 
loans  used  to  fund  buyouts.  By  borrowing 
much  of  the  money  they  invest,  in  some 
transactions  up  to  90%,  hedge  funds  add 
another  potentially  dangerous  layer  of 
indebtedness  to  already  highly  leveraged 
markets.  Because  hedge  fund  disclosure  is 
limited,  huge  pockets  of  leverage  are  bare- 
ly visible.  This  stealth  debt  helped  cause 
the  problems  in  the  subprime  market  to 
spread  far  beyond  the  housing  sector. 

One  example:  the  hundreds  of  bil- 
lions of  dollars  in  so-called  repurchase 
lines  of  credit,  or  repo  loans,  that  Wall 
Street  banks  have  lent  to  hedge  funds. 
Disclosure  of  these  esoteric  agreements  is 
murky  at  best,  so  their  precise  value  can't 
be  quantified.  Another  tool  that  pumps 
up  leverage  by  untold  billions  is  the  total 
return  swap.  These  arrangements  allow  a 
hedge  fund  to  capture  the  gains  of  a  secu- 
rity without  having  to  buy  it  outright  and 
with  only  limited  collateral. 

For  some  funds,  extreme  leverage 
became  an  acute  problem  when  the 
mortgage  crunch  caused  banks  to  doubt 
the  value  of  the  subprime  bonds  and 
CDOs  the  funds  held.  Banks  pulled  their 
lines  of  credit,  forcing  funds  to  come  up 
with  the  full  value  of  those  assets.  That 
caused  dire  consequences  because,  in 
some  instances,  the  funds  paid  as  little 
as  10<t  on  the  dollar  and  now  had  to 
come  up  with  the  remaining  90$.  Many 
funds,  including  ones  from  Goldman, 
Sachs  &  Co.  and  Renaissance  Technolo- 
gies, were  forced  to  sell  better-perform- 
ing bonds,  stocks,  and  commodities  to 
pay  back  nervous  bankers. 

Falling  stock  and  commodity  prices 
hurt  others  that  weren't  even  exposed  to 
the  housing  market.  Ordinary  investors 
saw  their  portfolios  shrink  suddenly  as 
the  Dow  Jones  industrial  average  lost 
1,000  points  only  a  month  after  hitting 
14,000  for  the  first  time  in  July. 

For  now,  the  unwinding  and  selling 
has  slowed.  Most  hedge  funds  suffered 
double-digit  losses  during  the  first  part 
of  August,  although  some  are  already 
back  buying  CDOs  and  CLOs  at  sharp 
discounts  and  with  large  amounts  of 
leverage.  How  much?  No  one  really 
knows.  ■ 
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IT'S  OUT  OF 

BERN  ANKE'S  REACH 

There's  little  the  Fed  can  do  about  the 
information  gap  behind  investors'  panic 


BY  PETER  COY 


REALITY 
CHECK 


IF  BEN  S.  BERNANKE 
were  a  Broadway 
playwright,  the  next 
day's  headline  in  Va- 
riety might  have  been  "Fed  Chief  Lays 
An  Egg."  By  cutting  the  largely  symbolic 
discount  rate  on  Aug.  17,  the  Federal 
Reserve  hoped  to  calm  nerves  and  re- 
turn borrowing  conditions  to  normal. 
Instead,  conditions  got  worse.  Terrified 
to  hold  anything  but  ultrasafe  securi- 


SKITTISH 

The  Fed's  moves  haven't  kept  corporate 
borrowing  costs  from  soaring 
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ties,  investors  stopped  buying  IOUs  frc 
corporations  and  poured  their  mori 
into  Treasuries.  A  reliable  measure 
panic— the  difference  in  yields  betwe 
safe  and  less-safe  securities— wider 
to  the  biggest  gap  in  more  than  10  yea  i 
Five  days  later,  markets  remained 
verely  impaired. 

Why  didn't  Chairman  Bernank 
script  play  as  well  as  many  hoped, 
least  in  the  early  going?  Simply  p 
the  Federal  Reserve  did  not— and  c; 
not— fix  the  problem  at  the  root  of 
market  crisis.  That  problem  is  a  lacl 
crucial  information. 

Lenders  know  there  are  billions 
dollars  of  weak  assets  out  there,  sucr 
securities  backed  by  foolish  or  frau 
lent  mortgages.  What  they  don't  kn 
is  who  holds  those  weak  assets, 
when  borrowers  come  to  them  of 
ing  suspect  securities  as  collateral  f( 
loan,  the  safest  thing  to  say  is  no.  W 
everyone  says  no  at  once,  the  resul 
a  credit  crunch  that,  if  unabated,  cc 
cause  a  recession. 

Bernanke,  who  initially  undert 
mated  the  spillover  from  the  subpr 
lending  debacle,  is  coping  with  the 
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Suspension  that  can  adjust  to  changing  road  conditions  in  a  fraction 
of  a  second,  yet  still  remain  solid  at  130  mph.  How  Mercedes. 


INTRODUCING  THE  ALL-NEW  2008  C-CLASS. 


Why  did  we  spend  seven  years  creating  an  alto- 
gether groundbreaking  suspension 
technology  for  the  new  C-Class? 
The  answer  is  simple:  we  promised 
you  a  Mercedes-Benz. 

From  the  first  turn,  you'll  know 
there  is  something  completely  distinctive  about  this 
car's  ability  to  read  the  road.  Its  handling  is  crisp  and 
confident  on  the  most  harrowing  of  corners,  firmly 
planted  at  highway  speeds,  yet  surprisingly  luxurious 
on  rough  surfaces. 

The  reason?  The  suspension  automatically  responds 
to  the  amount  of  undulation  at  each  wheel  and  uses 


this  information  to  adjust  stiffness.  It  is  a  process  that 
occurs  at  lightning  speed,  without  interruption,  and 
delivers  a  driving  experience  that  is  simply  visceral. 

The  cars'  dexterous  handling  is  complemented  by  a 
pair  of  V-6  engines,  which  deliver  rocket-like  torque, 
even  at  low  rpm,  through  the  category's  only  7-speed 
automatic  transmission.  Power  is  smooth,  efficient 
and  responsive.  And  purists  will  be  glad  to  know  that 
a  short-throw,  6-speed  manual  is  also  available* 

Put  a  C-Class  to  the  test  for  yourself  and  you'll  see 
what  we  mean.  As  for  the  130  mph  part,  unless  you 
live  near  the  autobahn  or  a  racetrack,  you'll  have  to 
take  our  word  for  it. 


THE  C-CLASS.  The  marvels  of  Mercedes-Benz  engineering  at  every  turn.  Starting  at  $31,975* 
Unlike  any  other. 


Mercedes-Benz 


MBUSA.com 


I C300  shown  with  optional  18"  AMG  5-twin-spoke  wheels  and  optional  Panorama  Roof.  -C300  Sport  only.  "MSRP  for  a  2008  C300  includes  transp.  charge.  Excludes  all  options,  ta xes  title,  regis  and  dealer  prep. 

For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com. 


News   Insights 


major  crisis  of  modern  finance.  The  world 
has  changed  dramatically  since  the  last 
global  crisis  a  decade  ago.  In  times  past, 
banks  mostly  held  loans  on  their  own 
books,  so  it  was  easy  to  tell  which  banks 
were  sitting  on  bad  debts,  shut  those 
down,  and  tide  over  the  others.  Today  the 
Fed's  job  is  harder  because  most  loans 
are  packaged  and  sold.  So  credit  creation, 
the  lifeblood  of  the  economy,  depends  on 
a  chain  of  investors  around  the  world. 
The  further  out  on  the  chain  you  are,  the 
less  you  know  about  the  assets  underpin- 
ning the  securities. 

Things  blew  up  when  investors  sud- 
denly decided  they  would  no  longer  buy 
assets  they  didn't  understand.  "There 
was  an  abrupt  recognition  of  extreme 
uncertainty  about  the  valuation  of  col- 
lateral," says  Peter  R.  Fisher,  a  managing 
director  of  the  investment  firm  Black- 
Rock  Inc.,  who  as  a  New  York  Fed  official 
was  instrumental  in  coordinating  the 
private  sector  rescue  of  the  hedge  fund 
Long-Term  Capital  Management  during 
the  1998  financial  crisis. 

This  year's  calamity  is  21st  century 
finance's  version  of  a  bank  run.  In  the 
1930s,  banks  closed  because  they  sud- 
denly lost  their  sources  of  funds— name- 
ly, short-term  deposits.  This  time  it's 
mortgage  lenders  and  other  players  who 
are  in  danger  of  failing  because  they're 
losing  their  sources  of  funds,  which  in 
this  case  are  instruments  such  as  short- 
term  IOUs  that  are  sold  to  money-mar- 
ket mutual  funds.  These  IOUs,  most  of 
them  known  as  asset-backed  commercial 
paper,  are  typically  rated  AAA  because 
they're  backed  up  by  plenty  of  collateral. 

Trouble  is,  the  traditional  buyers  of 
these  IOUs  have  gone  on  strike.  Why? 
Incomplete  information.  Buyers  don't 
know  whether  the  assets  backing 
the  paper  are  worth  what  the  issu- 
ers say.  A  portion  of  those  assets  are 
iffy  subprime  mortgages.  Typically, 
the  rates  that  issuers  have  to  pay 
on  their  30-day  asset-backed  com- 
mercial paper  are  rock  steady.  But 
they  started  shooting  higher  after 
the  Fed  declined  to  cut  interest 
rates  at  its  Aug.  7  meeting.  As  of 
Aug.  22  their  yield  was  up  nearly 
a  percentage  point,  making  the 
paper  prohibitively  expensive  for 
many  borrowers.  s^ 

History  shows  that  panicky  runs 
can  end  when  information  improves. 
A  bank  run  in  Chicago  in  June,  1932, 
ended  on  July  1  when  banks  simply 


put  out  their  monthly  financial  reports, 
revealing  which  were  in  bad  shape  and 
which  were  fully  solvent,  according  to 
Joseph  R.  Mason,  a  professor  at  Drexel 
University's  LeBow  College  of  Business. 
Today,  says  Mason,  markets  would  func- 
tion better  if  banks,  hedge  funds,  and 
others  disclosed  more  about  their  hold- 
ings, either  voluntarily  or  under  pressure 
from  the  Fed.  "Bernanke  could  knock 
some  heads  together,"  Mason  says. 

There's  no  sign  the  Fed  chairman  is 
doing  a  Three  Stooges  number.  What 
he's  doing  is  buying  time  until  the  mar- 
ket works  out  its  own  problems.  With 
his  options  limited,  he  is  trying  to  build 
confidence  by  letting  banks  know  they 
can  borrow  directly  from  what's  known 
as  its  discount  window.  (To  make  the 


The  troubles 

in  the 
subprime  sector  seem 
unlikely  to  seriously 
spill  over  to  the  broader 
economy  or  the 
financial  system." 

Fed  Chairman  Ben  Bernanke 

at  the  International  Monetary 

Conference,  June  5, 2007 
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option  more  desirable,  the  Fed  cut  th 
discount  rate  by  half  a  percent,  to  5.759 
and  extended  the  term  to  30  days  froi 
overnight.)  The  idea  isn't  that  banl 
necessarily  will  rush  to  borrow  at  th 
discount  window,  though  four  big  banl 
set  an  example  by  taking  out  loans  c 
Aug.  22.  Instead,  the  Fed  is  signalir 
it's  willing  to  lend  liberally  to  banks  th; 
have  many  kinds  of  collateral,  includir 
mortgage-backed  securities.  Once  ban! 
realize  that  those  types  of  collateral  ce 
get  them  loans  from  the  Fed,  they'll  1 
more  willing  to  accept  such  collateral  f 
loans  they  themselves  make.  In  theoi 
that  should  loosen  up  lending.  But  i 
clear  now  that  the  process  will  ta 
some  time. 

Fed  officials  expect  the  first  marke 
to  return  to  normal  will  be  those  whe 
loan  information  is  already  reasonat 
solid.  One  example:  financing  for  le 
eraged  buyouts,  where  the  repayme 
of  loans  depends  on  the  fairly  predi 
able  cash  flows  of  the  companies  I 
ing  bought.  Jumbo  mortgages— the 
for  $417,000  or  more,  which  aren't  ( 
gible  to  be  purchased  by  Fannie  M 
or  Freddie  Mac— should  also  becoi 
more  available  because  default  rai 
on  them  are  relatively  low  and  predii 
able.  Jumbo  rates  have  already  retreaii 
slightly.  Subprime  mortgage  lendii 
where  the  trouble  started,  will  probai 
take  the  longest  to  recover.  The  probl 
there  is  rampant  fraud  by  borrowers  a 
lenders  alike. 

Fed  officials  hope  to  see  clear  impro 
ment  in  market  functioning  by  the  mi 
meeting  of  the  rate-setting  Federal  Oj| 
Market  Committee  on  Sept.  18.  If  they 
they  might  not  go  through  with  a  wic 
anticipated  cut  of  the  federal  funds  ri 
the  rate  at  which  banks  lend  resei 
to  one  another.  On  the  other  hanc 
things  get  even  worse,  the  Fed  r: 
not  wait  until  Sept.  18  to  trim  1 
rate.  By  flooding  the  economy  1 
money,  the  Fed  would  bail  out  g 
and  bad  actors  alike— helping 
revive  the  economy  but  also  enci 
aging  lenders  to  make  the  s; 
ill-advised  loans  next  time. 

The  lending  mistakes  of  the  ] 
several  years  were  too  serious  t 
fixed  by  a  quick  rewrite  at  the  ] 
The  best  the  chairman  can  do  is 
the  economy  over  until  lenders 
out  their  mistakes  and  gather  the 
cial  information  they  negle 
the  first  time.  ■ 
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Designed  to  keep  eyes  on  the  road,  hands  on  the  wheel 
and  boredom  in  the  rearview  mirror. 


INTRODUCING  THE  ALL-NEW  2008  C-CLASS. 


Why  did  we  devote  so  much  research  to  the  placement 

of  every  switch  and 
every  dial?  Why  did 
we  study  the  driver's 
seat  position  and 
sightlines  so  exhaus- 
tively, and  create  a 
control  panel  that  is  as  intuitive  as  it  is  beautiful? 
We  promised  you  a  Mercedes-Benz.  That's  why. 

Like  the  most  advanced  racing  machines,  this  vehicle 
was  perfected  at  autobahn  speeds  where  every  fraction  of 
a  second  counts.  From  the  driver's  seat,  controls  can  be 
accessed  with  little  more  than  a  glance  and  a  turn  of 


the  wrist.  The  car's  COMAND  system  places  30  gigabytes 
of  technology  right  at  your  fingertips,  and  allows  you  to 
scroll  through  over  130  channels  including  69  channels  of 
100%  commercial-free  music,  plus  sports,  news,  talk  and 
entertainment,  on  your  SIRIUS®*  Satellite  Radio.**  You  can 
also  access  Bluetooth*  and  adjust  a  myriad  of  comfort 
settings,  including  the  car's  cabin  temperature  and  lighting, 
from  the  central  controller. 
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'EXPECT  LOTS 

MORE  EMBARRASSMENT' 

Master  dealmaker  Bruce  Wasserstein  provides  some 
much  needed  perspective  on  the  current  turmoil 


reauty 

CHECK 


BRUCE  WASSERSTEIN  IS  NO  STRANGER  to  the  gyra- 
tions of  Wall  Street.  Over  three  decades,  the  for- 
mer co-head  of  mergers  and  acquisitions  at  First 
Boston  and  current  CEO  of  Lazard  has  helped  broker  more 
than  $250  billion  in  deals.  National  Correspondent  Anthony 
Bianco  asked  Wasserstein  about  the  latest  market  meltdown. 


You've  seen  plenty  of  turmoil  on  Wall 
Street.  What  distinguishes  this  round? 

Of  course,  it  started  with  problems  in  the 
subprime  [mortgage]  market.  To  protect 
themselves  from  that  exposure,  banks 
pulled  back  from  risky  assets  of  other 
sorts.  Lenders  are  waiting  for  existing 
loans  to  wash  through  the  system  and 
for  credit  spreads  and  asset  prices  to 
recalibrate.   Panic  followed— an  undif- 
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ferentiated,  very  unsophisticated  panic 
that  persists. 

What  do  you  see  as  the  underlying  causes 
of  this  market  convulsion? 

Part  of  it  is  related  to  the  lack  of  trans- 
parency in  many  of  these  assets.  The 
regulators  and  rating  agencies  also 
allowed  piling  risk  upon  risk.  Fi- 
nancial   institutions    spread    the    risk 


un 


to  people  who  weren't  qui 
sure  what  they  were  gettin 
Others  thought  they  had  oi 
smarted  the  market  and  add< 
leverage  to  make  it  interests 
But  as  my  chief  financial  offic, 
says,  risk  is  sometimes  risky. 

Are  we  through  the  worst  of  it 

Many  assets  still  are  not  yet  fu 
marked  to  market.  That's  becat 
for  some  of  these  securities,  th< 
is  no  market.  We  would  expc 
lots  more  embarrassment 
unforeseen  places,  where  sow 
people  tried  to  spike  their  retui 
with  this  paper  without  regj 
to  risk. 


What    consequences    do    ), 
envision  as  losses  are  taken? 

In  the  financial  institutions  m 
ket,  you  will  see  consolidati 
There  are  firms  that  don't  ha\ 
strong  core  business  that  basii 
ly  got  their  profits  during  the  1 
market  by  being  principal  i 
takers  in  debt.  Those  days  are  over.  Tr 
will  be  a  lot  of  pain  and  a  lot  of  finger-po 
ing,  but  I  don't  think  the  financial  sysi 
has  suffered  a  fundamental  wounding. 

Is  the  meltdown  threatening  the  econon 

If  you  look  at  the  big  industries,  this 
nothing  to  do  with  health  care  or  ft 
It's  got  nothing  to  do,  for  the  most  p 
with  utilities,  or  energy,  or  resour 
or  technology.  The  stock  market 
drifted  down,  but  it's  still  at  a  reason; 
strong  level  because  the  world  econi 
is  reasonably  strong.  Obviously  there 
storm,  but  this  is  not  Katrina. 

Do  you  think  the  Fed  was  wise  to  lowei 
discount  rate? 

It's  a  rough  tool,  but  the  Fed  felt  a  9 
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dence  booster  was  necessary.  The  prob- 
lem wasn't  the  discount  rate.  The  issue 
was  that  the  banks  called  in  loans,  and 
it  caused  traders  to  dump  positions. 
With  illiquidity  and  margin  calls,  the 
market  became  volatile  and  irrational, 
fueled  by  computerized  trading  and 
hedges  that  didn't  work.  Globally,  there 
is  still  a  lot  of  liquidity.  Big  companies, 
the  investment  arms  of  international 
government  agencies,  and  large  banks 
still  have  capital. 

What  is  the  outlook  for  mergers  and 
acquisitions? 

For  strategic  buyers,  there  are  real  op- 
portunities as  asset  prices  decline  and 
there  is  less  aggressive  competition  from 
LBO  firms,  although  some  boards  will  be 
frozen  and  want  to  wait. 

In  private  equity,  it  is  more  difficult 
to  do  super-large  deals,  but  all  the  talk 
about  the  end  of  private  equity  is  just 
silly.  These  people  are  not  going  to  say 
to  their  investors:  "Here's  your  mon- 
ey back,"  and  there  should  be  some 
good  buys.  In  addition,  the  strategic 
imperatives  to  merge  remain  strong, 
and  there  are  powerful  new  sources 
of  capital  in  the  Middle  East,  Russia, 
India,  and  Brazil. 

Are  there  lessons  to  be  learned? 

One  is  some  modesty  for  all  concerned: 
the  rating  agencies,  the  banks,  asset 
managers.  And  certainly  the  masters 
of  the  debt  universe  and  the  PhDs  with 
their  black  boxes  turned  out  to  be  fal- 
lible. You  can  look  at  this  as  a  shake- 
down cruise  of  our  modern  financial 
system.  There  are  a  lot  of  loose  bolts 
here  and  there.  That's  O.K.,  if  they  are 
tightened.  A  return  to  common  sense 
is  overdue.  We  need  a  dramatic  retool- 
ing of  risk  management  and  portfolio 
selection.  The  regulatory  techniques 
and  the  rating  agency  approaches  also 
need  a  revamp. 

Will  government  likely  legislate  reform? 

I  hope  the  market  participants  are  savvy 
enough  to  do  it  on  their  own.  There 
is  a  lot  of  political  fallout  to  come. 
Many  homeowners  financed  them- 
selves off  the  assumption  that  house 
prices  would  rise.  Variable  rates  on 
mortgages  are  higher  and,  for  many, 
mortgages  are  unavailable.  Therefore 
housing  prices  have  fallen,  wiping 
out  savings  and  costing  people  their 
homes.  It's  a  populist  issue.  A  real 
legitimate  question  for  Hillary,  Obama, 
or  even  Mitt  Romney  to  raise  is:  Who  is 
responsible  for  this  scenario.?  ■ 
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MARKET  TURMOIL 

MAIN 
STREET 
IS  FED  UP 

A  wide  swath  of  small 
investors  feels  duped 

BY  STEVE  HAMM 


CHECK 


WHEN  I  CALLED  my 
87-year-old  father  in 
Wichita  a  few  days 
back  to  commiserate 
about  the  recent  financial  turmoil,  I  had 
no  clue  what  I  was  in  for. "  How  about  that 
crazy  market?"  was  my  opening  gambit. 
"It's  terrible,"  he  said  bitterly.  "I  think  we 
need  a  revolution  in  this  country." 

A  revolution?  This  was  my  father, 
a  lifelong  Republican  until  he  quit  a 
couple  of  years  ago  over  Iraq  and  global 
warming.  He  had  never  staked  out  a  po- 
sition to  my  left.  "All  these  excesses,  the 
hedge  funds,  private  equity,  and  these 
CEOs  who  pay  themselves  incredible 
salaries— the  greed  is  outrageous,"  he 
said.  "And  we  all  pay  the  price." 

The  problems  on  Wall  Street  are  mak- 
ing folks  on  Main  Street  plenty  an- 
gry—even those  who  haven't  bought 
a  new  home  or  refinanced  a  mortgage 
in  recent  years.  Regular  investors  feel 
as  if  they,  too,  are  victims  of  the  preda- 
tory lenders  and  gluttonous  financiers 
whose  actions  are  wreaking  havoc  on 
the  markets.  It  doesn't  help  matters  that 
the  recent  moves  by  the  Federal  Re- 
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serve  will  largely  benefit  bij 
institutions  such  as  Coun ! 
trywide  Financial  Corp.,  th 
nation's  largest  mortgag 
lender.  "I've  been  watchin: 
my  401(k)  and  wondering  i 
I'll  have  anything  left,"  la 
ments  Lisa  Moon,  a  49-yeai 
old  paralegal  in  Middletowi 
Conn.  Says  Craig  Dalrympli 
a  37-year-old  salesman  froi 
Northbrook,  111.:  "Peopl 
are  losing  their  homes,  sa^ 
ings,  retirements,  and  we'i 
seeing  worldwide  financi; 
chaos  because  mortgage  br< 
kers  can  make  empty  pron 
ises,  lie,  cheat,  and  steal  witi 
out  penalty." 

Those  sentiments  are  echoed  II 
some  in  Congress,  where  politicians  a 
pounding  the  table  for  the  little  gi 
Representative  Barney  Frank  (D-Masf 
recently  said  he'll  hold  hearings  abo 
the  role  of  the  rating  agencies  in  tit 
subprime  mess. 

BLAME  ALL AROUND 

YET  JUST  AS  in  the  dot-com  bubble  an 
other  booms,  the  Joneses  haven't  be 
innocent  bystanders.  Consumers  all 
gorged  on  cheap  credit.  Buyers  eager 
signed  on  the  dotted  line  for  hous 
they  knew,  or  should  have  known,  tb 
couldn't    afford.    Owners    mortgag 
themselves  to  the  hilt  to  pay  for  a  nr 
car  or  to  remodel  the  kitchen.  The  p 
sonal-savings  rate  has  fallen  from 
average  of  9.1%  in  the  1980s  to  1.: 
during  this  decade.  Meanwhile,  averc 
household  debt  now  equals  personal 
come;  it  was  60%  of  income,  on  avera 
two  decades  ago.  "I  blame  the  lendi 
industry,  but  I  also  blame  people  w 
bit  off  more  than  they  could  che1 
says  Rita  Arens,  a  33-year-old  freelai 
writer  in  Lee's  Summit,  Mo. 

Still,  some  people  are  digging  throi 
the  wreckage  and  finding  opportunit 
Arens  arid  her  husband  bought  a  fc 
bedroom  house  out  of  foreclosure 
June.  The  sell-off  in  stocks  is  attr; 
ing  bargain  hunters.  And  401(k)  im 
tors  may  yet  find  relief.  After  all, 
major  indexes  are  up  for  the  year,  i 
it's  possible  that  six  months  from  r 
the  subprime  saga  may  turn  out  tc 
merely  a  short-term  disruption  of 
market's  rise.  "Excesses  are  America] 
says  Richard  Laermer,  45,  a  New  \ 
City  marketing  consultant.  Of  cou 
Laermer  can  afford  to  be  blase.  He  .• 
much  of  his  stock  a  few  weeks  before 
market  turned.  ■ 
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AIRLINES 


A  SURPRISING 

NEW  PILOT  FOR  DELTA 

In  naming  outsider  Anderson,  the  board 
makes  it  clear  who's  calling  the  shots 


BY  DEAN  FOUST 

HEN  US  AIR- 
ways  Group 
shocked  Delta 
Air  Lines  with 
a  hostile  bid 
last  year  just 
as  the  Atlanta- 
based  carrier  was  working  its  way  out 
of  bankruptcy,  Delta's  creditors  were 
giddy.  The  bid  offered  a  25%  pre- 
mium above  where  Delta's  debt  was 
trading,  giving  most  of  those  credi- 
tors a  chance  to  recoup  a  big  chunk 
of  their  losses. 

But  Delta  CEO  Gerald  Grinstein 
dug  in  against  US  Airways  and  cut 
many  creditors  out  of  the  vote  on  the 
bid,  infuriating  many  of  those  stake- 
holders. Eventually,  Delta  did  emerge 
from  bankruptcy  with  its  indepen- 
dence, but  in  return  for  the  creditors' 
approval  of  his  exit  plan,  Grinstein  al- 
lowed them  control  of  the  board.  Now 
they've  taken  their  revenge.  On  Aug. 
21  the  Delta  board  named  a  com- 
pany outsider,  ex-Northwest  Airlines 
CEO  Richard  H.  Anderson,  to  head 
Delta,  bypassing  the  two  internal 
candidates  Grinstein  had  championed.  "I 
think  Jerry  [Grinstein]  didn't  anticipate 
that  he'd  lose  control  of  the  new  board," 
says  an  Adanta  executive  who  is  a  friend 
of  the  retiring  chief. 

Anderson's  appointment  clearly  sig- 
nals that  those  creditors-turned-share- 
holders are  calling  the  shots  at  the  third- 
largest  U.S.  carrier.  It  raises  speculation 
that,  with  an  outsider  in  the  cockpit, 
Delta  may  in  time  be  open  to  a  merger, 
if  not  with  Northwest,  then  with  United 
Airlines  or  Continental  Airlines.  Delta 
management  "really  did  give  creditors 
the  middle  finger  when  they  turned  down 
US  Airways'  bid,  and  I  think  there  was 
some  residual  resentment  among  the 

44  I  BusinessWeek  I  September  3,  2007 


announced.  "I  asked  him  point-blanl 
about  that,  and  he  reassured  me  he  isn' 
here  to  facilitate  a  merger  with  North 
west,"  says  Lee  Moak,  chairman  of  tin 
executive  committee  of  the  union. 

Anderson  says  he  wants  to  build  oi 
the  progress  that  Grinstein  &  Co.  mad 
in  the  bankruptcy.  Thanks  to  Chapter  1] 
Delta  now  boasts  the  strongest  balanc 
sheet  of  any  major  carrier,  and  its  aggres 
sive  push  into  profitable  internatiom 
markets  such  as  Venice  and  Buchares 
helped  the  airline  turn  a  $1.8  billion  pro) 
it  in  the  second  quarter,  vs.  a  $2.2  billio 
loss  in  the  same  period  last  year.  "Delf 
has  a  strong  position  in  the  industry  an 
will  remain  in  control  of  its  own  destiny 
says  Anderson,  who  built  a  solid  industi 
reputation  at  Northwest,  slashin 
costs  while  maintaining  the  airline 
grip  on  the  Heartland. 


'ASK  RICHARD' 
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SOLID  REPUTATION  Former 
Northwest  chief  Anderson 
(above)  beat  out  Grinstein's 
handpicked  candidates 

creditors,"  says  Roger  E. 
King,  a  senior  analyst  at 
CreditSights  Ltd.,  an  insti- 
tutional research  firm  in 
New  York.  "Merging  Delta  with  another 
airline  could  take  out  a  lot  of  capacity 
and  make  the  combined  airline  much 
more  profitable." 

Anderson,  52,  says  he  didn't  take  the 
job  to  package  Delta  for  a  sale— a  pledge 
he  made  during  a  meeting  with  Delta's 
pilots'  union  hours  before  his  hiring  was 


STILL,  HE'LL  ENJOY  no  honeymoc 
at  Delta.  Anderson  needs  to  win  ov 
a  workforce  built  on  the  notion 
the  "Delta  family,"  one  that  vivid 
remembers  that  its  only  other  ot 
sider  CEO,  Leo  Mullin,  was  a  bu: 
At  Northwest,  Anderson  did  earnr* 
reputation  for  being  attuned  to  til 
needs  of  his  ground  troops.  Wb 
Northwest  was  looking  to  pare  co:>' 
as  traffic  plunged  following  the  20 
terrorist  attacks,  Anderson  back, 
an  employee  proposal  to  let  2,41, 
flight  attendants  who  volunteered 
take  leaves  retain  their  medical  bi 
efits.  He  also  put  an  "Ask  Richar 
button  on  Northwest' s  internal  U 
site  that  let  workers  e-mail  him  w 
questions.  "He  actually  came  ( 

and  listened  to  empL|i[|] 
ees,"   says  Kevin  Grif 
a  27-year  Northwest  flij 
attendant.  "I  think  [Del  fUl 
got  a  better  deal.  If  |  iffj 
could  trade  [CEOs,  we 
do  it  in  a  heartbeat." 

Rallying  workers  is  o 
half  the  battle.  On  the  0{ 
ations  side,  Anderson  m 
make  a  decision  initia 
by  previous  managem 
on  whether  to  sell  or  s 
off  regional  feeder  car 
Comair.  And  with  the  pilots'  contract    I 
to  expire  at  the  end  of  2009,  Andei    / 
must  soon  start  talks  with  pilots  i 
feel  they  bore  the  brunt  of  the  pay  i 
management  insisted  were  necessar 
get  Delta  out  of  the  red.  At  least  Andei 
knows  the  board  has  his  back.  ■ 

-With  Justin  Bachman  in  New 
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MORE  PAPER  TIGER 
rHAN  WATCHDOG? 

j 

lie  consumer  product  safety  agency  is 
Sverwhelmed  and  underfunded 


FROM  POTENTIALLY  DANGEROUS  TOYS  TO  LEAD- 
laced  baby  bibs,  recent  recalls  have  raised  worries 
about  goods  imported  from  lightly  regulated  Chinese 
factories.  The  episode  has  also  focused  attention  on 
the  tiny  federal  agency  that  ought  to  be  preventing 
ich  mishaps.  The  Consumer  Product  Safety  Commission 
charged  with  protecting  buyers  from  injury  and  death 
om  some  15,000  kinds  of  products.  Yet  while  the  CPSC  has 
iver  been  more  vital,  through  much  of  its  33 -year  history  the 
Jency  has  been  chronically  understaffed  and  underfunded, 
verseeing  400  recalls  a  year,  most  at  companies'  requests, 
e  CPSC's  compliance  team  has  less  time  to  initiate  its  own 
vestigations,  which  tend  to  reveal  the  most  serious  risks. 


aranteeing  the  safety  of  a  rising  flow 

imported  goods  is  so  difficult,  some 
s  iders  regard  the  CPSC  as  more  of  a  pa- 
o "  tiger  than  a  public  protector.  Here's 
i  at  ails  the  agency  and  what  might  be 

le  about  it. 
i 

alw  powerful  is  the  CPSC? 
le  t  nearly  as  strong  as  it  could  be.  You 

uld  think  an  agency  with  such  an  im- 
i  tant  role  would  be  a  high  priority  for 


Washington.  Yet  its  budget  is 
just  $62  million,  one-seventh 
the  size  of  the  Food  &  Drug 
Administration's    fund 
ing  for  food  safety  alone. 
The  CPSC  also  operates 
under  rules  that  pro- 

FLYINGOFFTHE 
SHELF  Batman  had 
loose  magnets 


hibit  staff  from  publicizing  information 
about  product  complaints  until  the  manu- 
facturer O.K.'s  the  release.  Besides  hand- 
ing over  a  lot  of  control  to  companies,  this 
process  routinely  delays  public  disclosure 
of  hazards,  say  critics. 

Has  the  agency  lost  power  under  the 
Bush  Administration? 

By  most  accounts,  yes.  Not  that  previous 
Administrations  poured  money  into  the 
CPSC,  but  its  funding  has  increased  by 
just  2.8%,  in  real  terms,  under  Bush.  The 
agency,  which  is  normally  overseen  by 
three  commissioners,  has  operated  with 
just  two  (one  Democrat,  one  Republican) 
and  no  permanent  chairman  since  last 
summer.  Congress  has  granted  special, 
temporary  permission  to  let  the  two  com- 
missioners operate  as  a  quorum.  Nor  has  it 
helped  that  the  White  House  put  forward 
a  former  lobbyist  for  the  manufacturing 
industry,  the  very  group  CPSC  is  meant  to 
oversee,  as  a  nominee  to  chair  the  agency 
earlier  this  year.  Michael  Baroody  eventu- 
ally withdrew  his  nomination.  But  not 
before  angering  already  put-upon  staff. 

So  what's  it  like  working  at  the  CPSC? 

Growing  workload  and  shrinking  resources 
have  left  many  disheartened.  From  a  peak 
of  nearly  1,000  in  1980,  CPSC's  head  count 
has  fallen  to  400.  Many  highly  experienced 
staff  have  taken  buyouts  recendy.  With 
goods  entering  the  U.S.  through  326  sea- 
ports, airports,  and  land  crossings,  the  task 
of  monitoring  the  flow  can  seem  all  but  in- 
surmountable. "Morale  is  a  problem,"  says 
Peter  Winch,  an  organizer  for  the  American 
Federation  of  Government  Employees.  De- 
spite cutbacks,  says  Acting  CPSC  Chairman 
Nancy  A  Nord, "  [the  staff]  is  committed  to 
the  mission  of  the  agency." 

What  can  be  done  to  help  the  agency? 

In  a  word,  money.  If  s  been  17  years 
since  Congress  thoroughly  reviewed  the 
CPSC's  resources  and  needs,  says  Nord. 
That  is,  until  the  recent  scares.  Senator 
Richard  J.  Durbin  (D-Ill.)  has  proposed 
a  bill  to  hike  funding  to  $100  million  by 
fiscal  2012.  It  would  also  slash  the  time 
companies  have  to  respond  to  CPSC 
charges,  and  boost  civil  penalties 
and  fines  for  retailers  convicted  of 
selling  recalled  goods.  If  the  re- 
call headlines  continue  and 
public  outrage  rises,  pres- 
sure on  Congress  could 
mean  the  bill  has  a 
real  shot.    ■ 

-By  Tom  Lowry 

and  Lorraine 

Woellert 
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MICHAEL  EISNER  2.0 
WILL  SEE  YOU  NOW 

The  former  Disney  chief  has  reinvented 
himself  as  a  New  Media  mogul 


BY  RONALD  GROVER 

IT  DIDN'T  TAKE  KATH- 
leen  Grace  long  to  realize 
that  Michael  Eisner  had 
become  a  New  Media  mo- 
gul. In  Los  Angeles  with 
her  business  partner  last 
spring  to  pitch  an  online 
series  to  the  former  Walt  Disney 
Co.  chief  executive,  Grace  was 
surprised  when  Eisner  whipped 
out  a  notebook  filled  with  sug- 
gestions to  improve  an  exist- 
ing sitcom  that  the  duo  were 
already  showing  online.  Within 
weeks,  Grace's  Dinosaur  Diora- 
ma Productions  Inc.  had  signed 
with  Eisner's  five-month  old  Vu- 
guru  studio  to  produce  The  All- 
For-Nots,  an  online  series  cen- 
tered around  musicians  on  tour. 
"It's  kind  of  like  The  Monkees" 
says  Grace.  "I  think  that  struck 
a  chord  with  Michael." 

Can  a  65-year-old  former  Old 
Media  lion  recast  himself  as  an 
online  power  player?  He  can  if 
he's  got  40  years  of  entertain- 
ment contacts,  collected  more 
than  $1  billion  from  cashed-in 
Disney  options,  and,  most  im- 
portant, still  has  the  hunger 
to  prove  wrong  the  critics  who 
hounded  him  out  of  his  job  in 
2005.  It  didn't  take  long  for  Eis- 
ner to  back  a  bona  fide  Internet 
hit:  the  teen  angst  drama  Prom 
Queen.  Premiering  last  April,  the 
Web  series  is  made  up  of  80,  two-minute- 
long  episodes  that  Eisner  loaded  with  ad- 
vertisements and  product  placements. 

Eisner's  still  smallish  media  empire 
could  grow  sizably  on  Aug.  30.  That's 
when  shareholders  of  baseball  card 
maker  Topps  Co.  are  scheduled  to  vote 
on  a  $385  million  takeover  bid  Eisner 
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Who  Needs  Mickey? 

Eisner's  latest  media  play  has  already  generated 
some  early  hits-and  stirred  controversy 

PROMQUEEN.TV  The  moody  Web  drama  was  a  critical 
success  and  scored  key  product  placements 

VE0H.COM  With  investment  and  a  board  seat,  Eisner  hopes 
to  build  a  YouTube-like  success 

TOPPS  His  bid  for  the  fabled  baseball  card  company  riled 
shareholders  and  prompted  a  nasty  lawsuit 


is  making  with  private  equity  firm 
Madison  Dearborn  Partners.  It's  hardly 
a  slam  dunk:  Even  though  rival  bidder 
Upper  Deck  Co.  has  dropped  out,  some 
dissident  shareholders  continue  a  stop- 
Eisner  campaign,  claiming  that  he  is 
underpaying  for  the  company.  If  Eisner 
prevails,  he'd  have  access  not  only  to 


baseball  cards  and  stats,  but  also  trad  I 
ing  cards  and  stickers  for  other  Topp 
titles  such  as  Star  Wars,  The  Lord  c\ 
the  Rings,  and  Teenage  Mutant  Ninj 
Turtles. 

RUNNING  LEAN 

EISNER  HASN'T  been  talking  about  h: 
plans  for  Topps.  But  it  would  join 
hodgepodge  of  properties  that  Eisner  hi 
bought,  including  Team  Baby  Entertah 
ment,  which  makes  sports  videos  for  to( 
dlers.  Content  from  both  Team  Baby  an 
Topps  are  likely  fodder  for  online  shov 
that  Eisner's  Vuguru  studio  could  mak 
And  those  shows  could  eventually  fir 
their  way  to  Veoh.com,  a  fast-growir 
video  site  in  which  Eisner  hi 
invested.  Does  this  start  to  loc 
a  little  like  Disney,  with  a  studi 
kiddie  videos,  and  Veoh  standii 
in  for  ABC?  "He's  taking  what  1 
experienced  and  bringing  it  in 
the  21st  century,"  says  Dmit 
Shapiro,  Veoh's  founder. 

Of  course,  no  one  would  evl 
confuse  Eisner's  operations  t| 
day  with  Disney  in  size  ail 
glitz.  Eisner  operates  with  few] 
than  a  dozen  executives  fronf 
two-story  Beverly  Hills  buildi  i] 
that  houses  a  Coffee  Bean  she 
Famously  tightfisted,  Eisrij 
was  drawn  by  the  low  cost 
entry  to  the  Internet  busineJ 
He  paid  only  $200,000  for  t 
rights  to  Prom  Queen,  says  o| 
of  its  creators,  Ryan  Wise. 

It  would  be  hard  for  ail 
one  in  New  Media  to  mai 
Eisner's  Rolodex,  but  his  bv 
ness  contacts  also  became! 
hot-button  issue  in  the  bid 
Topps.    Dissident    shareho  I 
ers  have  claimed— accusatic 
that   a   Delaware  judge   la 
rejected— that  the  card  cc 
pany  didn't  get  the  best  d 
because  Eisner  negotiated  w 
>board  member  Steve  Gre 
berg,  who  started  the  Cla.1 
Sports  Network  that  Disnij 
ESPN  bought  in  1997. 

Even  if  the  Topps  deal  g  I 
south  for  Eisner,  he  could 
end  up  a  winner:  according 
filings,  he  stands  to  get  a  chunk  c 
$12  million  breakup  fee.  That  kinc 
savvy  could  very  well  be  why  people 
want  to  hear  what  Eisner  has  to  say 
why  he  is  drawing  six- figure  fees  on 
lecture  circuit.  One  recent  topic:  "L< 
ership:  Success  by  Failing  and  O 
Paradoxes."    ■ 
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bday,  work  won't  be 
a  four-letter  word. 
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COMMENTARY 


BY  STEPHEN  BAKER 


Why  'Good  Enough5  Is  Good  Enough 

Imperfect  technology  greases  innovation-and  the  whole  marketplace 


SAY  YOU  HAVE  A  CRUCIAL  CON- 
ference  call  in  an  hour  and  your 
phone  goes  dead.  What  do  you 
do?  A  generation  ago,  this  wasn't 
much  of  an  issue,  at  least  in  the 
U.S.  Phones  in  the  days  of  the  Bell  mo- 
nopoly were  engineered  to  be  "mission 
critical."  You  picked  up  one  of  those  heavy 
receivers  back  then,  and  the  dial  tone  was 
as  prompt  and  reliable  as  water  from  the 
tap.  It  worked. 

Yet  these  days,  even  as  we  pack  global  multimedia  in  our 
pockets,  phone  service  sometimes  seems  to  march  backward. 
Andy  Beal  was  one  of  220  million  subscribers  to  Skype,  the 
cut-rate  Internet  telephony  service  owned  by  eBay,  who  saw 
the  service  go  dark  on  Aug.  16.  A  software  glitch  kept  it  down 
for  the  next  two  days.  Founder  of  the  Raleigh  (N.C.)  Internet 
marketing  consultancy  Marketing  Pilgrim,  Beal  learned  that 
Skype  was  out  an  hour  before  clients  were  to  call  him  from 
Holland.  He  had  to  message  them  in  a  hurry,  telling  them  to 
call  his  tenuous  backup:  the  cell  phone.  "It  was  embarrass- 
ing," he  says.  But  at  least  the  cell  phone  worked— which  isn't 
always  the  case. 

Are  communications  getting  worse?  Not  by  a  long  shot. 
We're  surrounded  by  miraculous  machines  and  services,  most 
of  them  calibrated  to  a  level  software  engineers  have  long  called 
"good  enough."  In  the  right 
circumstances,  good  enough 
is  great  for  the  entire  economy. 
A  marketplace  that's  not  hung 
up  on  fail-safe  standards  is 
open  to  risk  and  innovation, 
and  drives  down  prices.  Ever 
since  the  dawn  of  the  PC— the 
archetype  for  a  good- enough 
machine— inventors  have  been 
freer  than  ever  to  piece  togeth- 
er and  launch  their  visions. 
Some  are  brilliant,  some  are 
half-baked,  many  are  a  blend 
of  the  two.  A  precious  few  are 
up  and  running  99.999%  of 
the  time— Bell's  old  standard. 
But  they  cost  far  less  to  build. 

The   rise   of  good-enough 


Fail-safe 
standards 
are  traded 
off  for  risk, 
ingenuity, 
and  econom 


technology  raises  different  questions  for  do-it-yourselfe 
and  major  corporations  alike.  If  s  no  longer  whether  we  ce 
afford  a  technology,  but  more  often  whether  we  can  affoi 
the  disruption  if  and  when  it  fails.  Is  it  critical?  Do  we  ha 
backup  in  place?  Many  of  us  face  this  question  every  time  \ 
venture  from  our  office  with  a  cell  phone.  We  don't  have  "oi 
machine  that  works  all  the  time,"  says  Dave  Morgan,  cha: 
man  of  Tacoda  Inc.,  a  New  York 
advertising  company.  "We  have 
lots  of  alternatives  that  work  most 
of  the  time." 

The  upside  of  this  sloppy  status 
quo  is  enormous.  Consider  Andy 
Beal.  He  pays  Skype  about  $60 
a  year,  plus  a  couple  cents  for 
foreign  calls.  This  gives  him  glob- 
al telephony  wherever  he  wan- 
ders with  his  laptop.  He  calls  the 
service  "seamless."  He  recently 
switched  most  of  his  office  work- 
including  e-mail,  contacts,  and 

calendar— to  free  Web  services.  This,  of  course,  entails  risk, 
late  July,  an  electrical  outage  in  San  Francisco  brought  so 
of  the  biggest  sites,  from  Craigslist  to  Second  Life,  crashi 
down  for  12  hours. 

Beal's  data  reside  on  Google.  The  search  giant  is  in  facti 
example  of  a  major  corporation  that,  like  so  many  small 
bets  its  business  on  good-enough  technology.  Google's  d 
centers,  the  heart  of  the  company's  operations,  consist  of  h 
dreds  of  thousands  of  commodity  computers  wired  into  a  \ 

global  network.  These  cc 
puters  are  little  more  relis 
than  yours  or  mine.  Many 
and  are  replaced  every  W( 
It  could  be  that  one  of  ti 
at  this  very  minute  is  if' 
ing  its  dying  blinks— and  I 
ing  down  Andy  Beal's  con 
data  with  it.  But  if  Googl 
working  as  designed,  it  li 
customers  to  another  cop 
those  files  or  Web  pages  stc 
elsewhere  on  the  netw 
Every  computer  has  a  lej 
of  backups.  Success,  in 
good-enough  economy,  mi 
racing  ahead  even  as  the 
chines  supporting  us  spi 
and  break.  ■ 
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Servers, 

Applications, 

Floor  space. 

Man-hours, 

Power, 

Storage... 


Introducing 
that  finally 


Schneider 
tt  Electric 


the  revolutionary  enterprise  architecture 
pays  you  back. 

Legacy  systems  work  fine  for  brute-force  cooling  the  entire  room,  but  skyrocketing 
energy  costs  make  them  fiscally  irresponsible  and  their  fundamentally  oversized 
design  makes  them  incapable  of  meeting  today's  high-density  challenges. 
Even  worse,  power  and  cooling  waste  may  actually  prevent  you  from  purchasing 
much-needed  new  IT  equipment.  Simple  problem,  simple  solution.  Cut  your  power 
and  cooling  costs  and  use  the  savings  to  buy  the  IT  equipment  you  need. 

According  to  Gartner  Research,  50%  of  all  data  centers  built  before  2002  will 
be  obsolete  by  2008  because  of  insufficient  power  and  cooling  capabilities. 
Power  and/or  cooling  issues  are  now  the  single  largest  problem  facing  data 
center  managers 

There's  only  so  much  power  and  money  to  go  around 

Your  service  panel  limits  the  amount  of  power  available.  Your  budget  limits  the 
amount  of  money.  You  have  to  stretch  every  bit  of  both  as  far  as  you  can. 
What  you  need  is  the  APC-MGE  Efficient  Enterprise™. 

The  APC-MGE  solution  offers  modular  scalability  so  that  you  pay  only  for  what  you 
use,  capacity  management  so  that  you  know  where  to  put  your  next  server;  and 
dedicated  in-row  and  heat-containment  systems  that  improve  cooling  and  thermal 
predictability.  An  Efficient  Enterprise  earns  you  money  through  the  pre-planned 
elimination  of  waste.  For  example,  simply  by  switching  from  room-  to  row-oriented 
cooling,  you  will  save,  on  average,  35%  of  your  electrical  costs. 

Our  system  reimburses  you 

Whether  you're  building  a  new  data  center  or  analyzing  the  efficiency  of  existing 
systems,  your  first  step  is  knowing  where  you  stand.  Take  the  online  Enterprise 
Efficiency  Audit  to  see  how  you  can  reap  the  benefits  of  a  smart,  integrated, 
efficient  system:  more  power,  more  control,  more  profits. 


The  Efficient  Enterprise™  makes  cooling  predictable  and  reduces 
operational  expenses  by. . 


® 


I )  Employing  close-coupled  cooling.  Our  innovative 
Inflow™  architecture  allows  a  more  efficient,  targeted 
cooling  by  shortening  the  distance  between  heat  generation 
and  heat  removal. 


© 


2)  Containing  the  heat  Our  Hot  Aisle  Containment  System 
reduces  hot  spots  by  preventing  hot  exhaust  air  from  mixing 
with  cool  air  in  the  room 


® 


3)  Managing  capacity.  Intelligent,  integrated  capacity 
management  software  gives  you  real-time  data  on  your 
power  and  cooling  demands 

4)  Utilizing  right-sized  components.  Right-sized  "pay  as 
you  grow"  components  mean  no  more  wasting  power  with 
oversized  legacy  systems. 


® 


Legendary  Reliability18 


How  efficient  is  your  enterprise  system?  See  exactly  where  you  stand 
—  take  our  online  Enterprise  Efficiency  Audit  today! 

Visit  www.apc.com/promo  Key  Code  x305x  •  Call  888.289.APCC  x9164  •  Fax  401.788.2797 

©200"/  American  Power  Conversion  Corporation  and  MGE  UPS  Systems,  Inc  All  rights  reserved.  All  APC  trademarks  are  property  of  APC-MGE. 
e-mail  esupport@apc  com  •  13?  Fairgrounds  Road,  West  Kingston,  Rl  02892  USA  EE2A7EF-US 
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EASTERN  EUROPE 


UKRAINE: 
WHAT  CRISIS? 

Despite  political  turmoil,  economic 
growth  is  roaring 


BY  JASON  BUSH 

TROLL  AROUND  DOWN- 
town  Kiev  these  days,  and 
if  s  hard  to  miss  the  signs 
of  growing  prosperity.  The 
i  Ukrainian  capital's  golden- 
domed  cathedrals  share 
the  skyline  with  towering 
cranes  and  snazzy  apartment  complexes. 
Giant  billboards  plug  the  latest  Samsung 
MP3  players  and  Nokia  phones.  Diners 
spill  onto  the  street  from  posh  new  eat- 
eries on  Independence  Square,  where 
three  years  ago  hundreds  of  thousands 
of  Ukrainians  staged  the  so-called  Or- 
ange Revolution  that  propelled  President 
Viktor  Yushchenko 
to  power.  To  look  at  ^^^^^^^^™ 
the  scene,  you'd  nev- 
er know  that  Yush- 
chenko and  his  bitter 
rival,  Prime  Minister 
Viktor  Yanukovych, 
remain  locked  in  a 
fierce  power  struggle 
that  is  unlikely  to  be 
resolved  even  after 
parliamentary  elec- 
tions on  Sept.  30. 

The  lesson:  Polit- 
ical instability  and 
economic  crisis  don't 
always  go  hand 
in  hand  in  the  former  Soviet  Union. 
Despite  the  standoff  among  Ukraine's 
politicians,  the  economy  is  booming  and 
foreign  investment  continues  to  pour 
in.  Gross  domestic  product  powered 
ahead  by  an  impressive  8%  during  the 
first  half  of  2007,  and  economists  expect 
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HARVEST  OF  PLENTY 

BILLIONS  OF  DOLLARS 
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the  strength  to  continue,  boosted  by  a 
surprisingly  diverse  economy.  Metals, 
mainly  steel,  account  for  40%  of  exports, 
but  most  of  the  growth  is  coming  from 
manufacturing  and  services.  Production 
of  heavy  equipment  rose  22%  in  2006. 
And  Ukraine's  software  houses  saw 
their  exports  jump  by  50%  last  year,  to 
some  $250  million. 

Investors  see  promise  in  the  growth. 
The  Kiev  stock  exchange  has  more  than 
doubled  this  year  and  now  boasts  a 
market  capitalization  of  $76  billion— a 
sixfold  increase  since  late  2004.  And 
a  real  estate  boom  has  pushed  up 
housing  prices  by  60%  in  12  months. 
"We  joke  that  as 
^^^^^^^^™  long  as  all  these 
disputes  are  going 
on,  [politicians]  don't 
have  time  to  interfere 
in  business,"  says 
Taras  Kutovyy,  chief 
financial  officer  at 
XXI  Century  Invest- 
ments, a  leading 
developer  that  in  May 
raised  $175  million 
in  euro  bonds  to  fi- 
nance new  apart- 
ments, hotels,  and 
hypermarkets. 
The  boom  is 
being  fueled  by  Ukraine's  46  million 
consumers,  who  are  opening  their 
wallets  for  everything  from  houses  to 
cars  to  big-screen  TVs.  Consumption 
has  been  growing  by  double  digits  since 
2003,  as  roughly  70%  of  Ukrainians 
can  now  afford  new  washing  machines, 


furniture,  and  other  big-ticket  iterjij  fl 
up  from  40%  four  years  ago,  accordi 
to  market  researcher  GfK  Group.  "II  m 
clear  that  there  is  a  growing  Ukraini  t 
middle  class,"  says  Tetiana  Sytm  icer 
GfK's  senior  researcher  in  Kiev.  The  k 
attracting  increasing  numbers  i  tart 
multinationals  seeking  to  sell  to  the  b 
In  June,  PepsiCo  Inc.  plunked  do  i- 
$542  million  for  Ukrainian  fruit  ju  <■  ten 
maker  Sandora,  which  has  50%  of  «sk 
local  juice  market.  Two  months  earl  dels 
French  supermarket  chain  Aucl 
entered  the  country  via  a  joint  vent 
with  local  retailer  Furshet,  with  a  vi 
to  constructing  10  hypermarkets  o 
the  next  two  years. 
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WIDESPREAD  BRIBES 

UKRAINE'S  NEW  wealth  is  on  displa 
Arena  City,  a  six-story  shopping  and  en 
tainment  complex  that  opened  in  2C 
The  60  boutiques  stock  expensive  Fre 
and  Italian  clothing,  furniture,  and  j 
elry,  and  the  mall  features  dealers 
Porsche,  Bendey,  and  Mercedes.  "Pe< 
are  earning  more  money,  and  dem 
for  exclusive  cars  and  real  estate  is 
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g.  We  can  see  it  everywhere,"  says  Ser- 

|i  Korolyov,  sales  manager  at  the  Kiev 

owroom  for  Porsche,  which  is  on  target 

i  sell  350  cars  this  year,  at  an  average 

ice  of  $140,000,  up  from  100  in  2005. 

id  it  isn't  just  the  premium  nameplates 

at  are  flying  out  of  showrooms:  Sales  of 

:  new  cars  jumped  40%  last  year— the 

?hest  rate  of  increase  in  Europe— to 

0,000  as  Ukrainians  traded  in  cheap 

issian   imports    for   pricier  Western 

odels.  The  market  is  tipped  to  grow  by 

additional  25%  this  year. 

An  explosion  in  consumer  credit  is 

i  hind  the  buying  binge.  Shiny  new 

(  nk  branches  are  sprouting  across  the 

y.  And  in  downtown  Kiev,  rows  of 

rtrait  artists  and  old  women  hawking 

avenirs  are  flanked  by  young  people 

boxy  costumes  shaped  like  houses, 

jjpmoting  a  mortgage  bank.  Last  year, 

volume  of  retail  loans  surged  by 

ij  7%,  to  $15.5  billion.  Previously  almost 

nexistent,  Ukraine's  banking  sector,  the 

test-growing  in  Europe,  hasn't  gone 

?e  noticed  farther  west.  Over  the  past 

K  P  years,  foreigners  have  bought  four 

Ukraine's  top  five  banks.  In  the  most 


recent  deal,  Italy's  UniCredit  Bank  in  July 
announced  plans  to  acquire  Ukrsotsbank, 
the  second-largest  Ukrainian  financial 
institution,  for  $2.2  billion. 

Of  course,  not  everyone 
is  benefiting  from  the 
economic  boom.  "We 
thought  that  things  would 
get  better,  and  now  we've 
lost  faith,"  says  Nataliya 
Kolesnikova,  a  32-year- 
old  artist.  She  and  her 
husband,  a  photographer, 
enthusiastically  joined 
the  protests  during  the 
Orange  Revolution.  But 
now  they  complain  that 
corrupt  tycoons  and 
officials  remain  at  liberty 
while  ordinary  folk  struggle  to  get  by 
and  are  forced  to  pay  the  endless  bribes 
demanded  by  policemen,  doctors,  and 
even  teachers. 

Ukraine  still  has  a  lot  of  catching 
up  to  do  with  more  advanced 
economies  in  the  region.  It  remains 
one  of  Europe's  poorest  countries, 
with    an    average    annual    income    of 


The  leaders' 
standoff 
has  derailed 
tax,  pension 
and  judicial 
reforms 


YOUTHQUAKE  just     $3,000     per 

Ukrainians  fill  head-half  Russia's 

Independence  ievel  and  oniy  8o/o 

Square  in  Kiev  of   Britain's.    And 

despite  average 
annual  growth  rates  of  more  than  7% 
stretching  back  to  2000,  national  output 
still  hasn't  recovered  from  the  chaotic 
economic  transition  of  the  1990s  and 
remains  below  the  levels  achieved  in 
the  Soviet  era.  "If  you  compare  the 
situation  today  to  10  years  ago,  the 
progress  is  absolutely  obvious,"  says 
Finance  Minister  Mykola  Azarov.  "But 
it  isn't  fast  enough  to  satisfy  people." 

WTO  ENTRY 

THERE'S  ALSO  a  risk  that  the  politi- 
cal standoff  in  Kiev  could  start  to  take 
a  toll  on  growth  if  it  delays  passage  of 
key  legislation.  "The  political  crisis  has 
derailed  structural  economic  reforms: 
pension  reform,  tax  reform,  judicial 
reform— which  Ukraine  badly  needs  as 
a  post-Soviet  state,"  Azarov  says.  Still, 
in  some  areas  Ukraine's  government 
is  plowing  ahead.  In  early  July,  Parlia- 
ment approved  laws  that  lower  export 
tariffs  on  metals  and  toughen  copyright 
protection.  Those  measures,  plus  others 
enacted  over  the  past  year  or  so,  should 
help  pave  the  way  for  Ukraine's  entry 
into  the  World  Trade  Organization,  now 
expected  by  next  year. 

Indeed,  for  all  their  feuding, 
Ukraine's  leading  politicians  seem  to 
share  a  sense  of  purpose  when  it  comes 
to  improving  the  environment  for  busi- 
ness. That's  not  surprising  since  many 
are  closely  allied  with  Big  Business  in- 
terests. Although  both  the 
government  and  private 
companies  continue  to 
be  dominated  by  wealthy 
oligarchs,  the  adoption 
of  market  economics  has 
also  fueled  rapid  devel- 
opment of  new  players  in 
telecommunications,  real 
estate,  and  software.  Cor- 
porate managers,  mean- 
while, are  too  busy  mak- 
ing money  to  lose  sleep 
over  the  long-term  need 
for  tax  or  pension  reform. 
Says  Porsche  salesman  Korolyov:  "I 
think  people  have  now  started  to  un- 
derstand that  politics  is  politics,  and 
business  is  business."  ■ 


BusinessWeek  .com 


BEHIND  THE  BOOM:  For  more  from  our  interview 
with  Ukrainian  Finance  Minister  Mykola  Azarov,  please 
visit  businessweek.com/extras. 
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TECH  SERVICES 


A  RED-HOT 

BIG  BLUE  IN  INDIA 

From  inking  deals  to  hiring  the  best 
workers,  IBM  is  leading  its  tech  services 


BY  MANJEET  KRIPALANI 

JUST  A  FEW  YEARS  AGO,  IBM 
looked  stodgy  compared  with 
agile  Indian  tech  players  such 
as  Infosys,  Wipro,  and  Tata 
Consultancy  Services.  But  to- 
day, Big  Blue  has  become  the 
leader  in  the  Indian  tech  ser- 
vices industry,  with  10%  of  the  domestic 
market.  Its  Indian  workforce  has  more 
than  doubled  in  two  years,  to  53,000— 
about  15%  of  its  worldwide  total— and 
Bangalore  and  New  Delhi  are  now  home 
to  IBM's  largest  research  and  develop- 
ment labs  outside  of  the  U.S. 

Since  inking  a  $750  million,  10-year 
agreement  with  leading  cellular  carrier 
Bharti  Airtel  Ltd.  in  2004,  IBM  has  been 
racking  up  deals  in  India  faster  than  any  of 
its  local  competitors,  hi  the  first  half  of  2007 
alone,  it  signed  some  $1.4  billion  in  long- 
term  contracts.  Says  Bharti's  innovation 
director,  Jay  Menon,  a  former  IBMer  who 
now  sits  on  Big  Blue's  advisory  board: 
"India  is  the  jewel  in  IBM's  global  crown." 
Indeed,  the  company  is  so  well 
entrenched   in   the   subcontinent  that 


in  2006,  Chief  Executive  Samuel  J. 
Palmisano  was  voted  "IT  leader  of  the 
year"  by  Nasscom,  India's  software 
industry  association.  And  local 
heavyweights  view  IBM  as  a  formidable 
competitor,  as  it  has  signed  up  a  roster 
of  blue-chip  clients  such  as  real  estate 
developer  DLF,  state-run 
Canara  Bank,  and  the 
Indian  tax  department. 
"IBM  has  really 
understood  what  India  is 
all  about,"  says  Nasscom 
President  Kiran  Karnik. 
At  the  same  time,  the 
company  has  worked  hard 
to  integrate  India  into  its 
worldwide  operations. 
That  has  allowed  IBM 
to  eliminate  20,000  jobs 
in     high-cost     markets  ( 

such  as  the  U.S.,  Europe, 
and  Japan.  The  success  of  this  strategy 
was  confirmed  this  summer  when  IBM 
reported  second-quarter  revenues  were  up 
9%,  to  $23.8  billion— powered  in  part  by  a 
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IBM's  employees  in 
India,  up  from 
23,000  in  2004  and 
just  400  in  1995 


R&D  IBM's  labs  in  suffered  mi  htil 

Bangalore  and  New  A  hands   f  § 

Delhi  are  its  largest       T    ,.         •    , 
outside  the  U.S  Indian  rivals 

HBaaHH  the  early  part  o 

this  decade. 
IBM  hasn't  been  shy  about  plowin] 
big  bucks  into  India.  Instead  of  creatinj 
a  tech  services  operation  from  scratcl 
there,  which  could  have  taken  years,  i 
snapped  up  call- center  operator  Daks] 
for  $150  million  in  2004;  the  outfit  nov 
handles  back- office  operations  for  thi 
likes  of  Sprint  and  Dun  &  Bradstreei 
Since  then,  IBM  has  spent  another  $ 
billion  in  India  building  new  facilitie 
and  hiring  thousands. 

Research  is  also  a  big  part  of  th 
equation.  IBM  has  set  up  R&D  centei 
staffed  by  3,000  engineers  in  Indi; 
which  have  become  a  source  ( 
innovation  on  everything  from  softwai 
to  semiconductors  to  supercomputer 
One  team,  for  instance,  developed  a  Wet ! 
based  program  that  analyzes  a  person 
accent,  grammar,  and  vocabulary,  whicA 
is  used  to  evaluate  applicants  for  jot 
at  IBM's  call  center  operations,  and  tl 
company  says  it  could  be  deployed  mo 
widely  to  test  language  fluency 

IBM's  rapid  expansion  in  India  h 
turned  up  the  heat  in  the  competitk 
for  skilled  workers.  Big  Blue  added  sor 
10,000  employees  to  its  India  payn 
last  year— compared  with  25,000  f 
all  of  the  Indian  players  combined. 
Pune,  a  rapidly  developing  IT  cenl 
near  Mumbai,  the  company  has  be- 
dispatching  vans  with  signs  saying  "IE 
is  hiring"  to  the  gates  of  rivals  at  lun 
time.  "Their  hit  rate  is  pretty  gooc> 
laments  a  manager  at  a  tech  firm  that  H 
lost  employees  to  IBM. 

The  company's  success  is  spurrii 
Indian     rivals     to     look     for     m< 
opportunities   in  thi 
own     backyard     at' 
years    of  focusing 
customers       overse 
Infosys,    for    instan 
says  it  will  now  st 
bidding      for      Ind 
deals,     something 
hasn't  done  in  the  p; 
"IBM    has    created 
market.  Now  they  1 
find  they  will  have 
share,"     says     Gau 
^^■■^^^b      Gupta,      who      he 
the  India  business 
Everest  Group,  a  tech  advisory  firn 
Bangalore.  The  folks  at  IBM  are  unfa 
"Competition  is  welcome,"  says  Shar 
Annaswamy,  IBM's  India  chief.  "No 


10%  increase  at  its  IT  services  group,  which      has  the  depth  we  do." 
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Living  Sciences  in  Ireland 


Ireland  has  one 
of  the  youngest 
populations  in 
Europe  with  over 
36%  under  the 
age  of  25  years 
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IRELAND 


The  country 

Ireland,  its  people  and  its  government, 
have  positioned  themselves  to  be  at  that  cut- 
ting edge  where  industry  meets  technological 
advance.  The  country  has  increasingly  become 
a  hub  for  excellence  at  the  high  end  of  the  busi- 
ness of  life  science  including  pharmaceuticals, 
medical  devices  and  related  industries. 

Ireland  has  invested  in  education  -  today, 
there  is  a  third  level  college  close  to  almost 
every  Irish  town.  The  net  effect  is  that  Ireland 
now  has  more  than  twice  the  US  /  European 
per  capita  average  in  science  and  engineer- 
ing graduates.  Ireland  also  has  one  of  the 
youngest  populations  -  with  over  36%  of  the 
population  under  the  age  of  25.  Business  and 
education  work  together  in  Ireland  to  further 
develop  the  educational  needs  of  the  Life  Sci- 
ence industry  in  Ireland. 

Ireland  has  reached  out  for  new  industries, 
new  technologies  and  new  ways  of  linking 
education  to  business.  The  living  sciences 
have  found  an  enthusiastic  home  there,  as  can 
be  seen  from  the  list  of  world  leading  compa- 
nies who  have  chosen  to  set  up  there  -Amgen, 
Medtronic,  Boston  Scientific,  Abbott  Labora- 
tories, Gilead  and  Pfizer  to  name  a  few. 

Ireland's  Life  Science  sector  represents 
one  of  the  best  testaments  to  the  innovative 
capacity  of  the  Irish  economy.  Supported 
by  the  strength  of  multinational  companies 
as  well  as  by  the  entrepreneurial  spirit  of 
home-grown  companies,  the  sector  has  grow 
to  employ  about  40,000  people,  adding  some 
$6obn  to  the  Irish  economy. 
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INDUSTRIES  TRANSFORM 

The  companies  that  had  originally  chosen 
Ireland  as  their  European  base  have  developed 
their  Irish  operations  as  their  host  country  was 
developing.  This  is  clearly  exemplified  in  the 
story  of  the  Wyeth  Corporation's  relationship 
with  Ireland.  Wyeth  came  to  Ireland  in  1974.  It 
still  manufactures  infant  nutritional  products 
at  its  plant  in  Limerick.  In  1990,  it  set  up  Fort 
Dodge  Laboratories  in  Sligo  to  manufacture 
animal  vaccines.  Two  years  later,  Wyeth  Med- 
ica  Ireland  was  established  in  Newbridge  and 
employs  1,300  people  in  the  manufacture  of 
ethical  pharmaceuticals:  it  is  one  of  the  larg- 
est solid  dosage  plants  in  Europe. 

The  sales  and  marketing  operation  of 
Wyeth  Pharmaceuticals  in  Dublin  employs 
over  70  people.  In  early  2007  it  announced 
that  it  would  be  investing  $32  million  in  the 
creation  of  additional  dedicated  R&D  and 
process  development  facilities  at  its  Grange 
Castle  Biopharmaceutical  Campus  in  Dublin. 

This  year,  Gilead  Sciences  of  California  an- 
nounced that  it  would  be  investing  over  $80 
million  in  Ireland,  also  at  Clondalkin.  This  bio- 
pharmaceutical company  discovers,  develops 
and  commercializes  innovative  therapeutics  for 
infectious  diseases  and  areas  of  unmet 
medical  need,  such  as  the  potential  treat- 
ment of  HIV,  hepatitis  B  and  C  and  pulmonary 
arterial  hypertension. 
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Ireland  is  the 

seventh  freest 

economy  in  the 

world,  according 

to  The  Index 

of  Economic 

Freedom  2007 


".'M't    fW'i'luii      ititmm^imur 


There  has  been  a  rapid  growth  of  biotech- 
nology investment  in  Ireland  in  recent  years. 
The  world's  largest  biotech  company  Amgen  is 
investing  more  than  $1  billion  and  aims  to  em- 
ploy more  than  1,100  people  in  Cork  by  2010.  Dr. 
Fabrizio  Bonanni,  Senior  Vice  President  of  Man- 
ufacturing, Amgen,  said  "As  demand  for  our 
products  continued  to  grow  in  Europe,  our  com- 
pany recognized  the  need  for  capacity  closer  to 
this  important  market.  We  considered  several 
attractive  sites  in  other  countries  for  these  proj- 
ects and  finally  chose  Ireland  due  to  its  thriv- 
ing biotechnology  community,  infrastructure  to 
support  biologies  manufacturing  and  pro-busi- 
ness environment."  Like  others  in  the  industry, 
Amgen  acknowledged  the  availability  of  highly 
skilled  and  educated  people  particularly  in  the 
areas  most  required. 

Pfizer  operates  six  manufacturing  plants 
in  Ireland  in  addition  to  a  corporate  bank  and 
a  European  financial  center.  Novartis  placed  its 
global  procurement  center  for  RPI  in  Ireland. 
Merck  operates  a  Center  of  Excellence  in  origi- 
nating designing  and  managing  European  clini- 
cal trials  in  Ireland.  Centocor  (]&)),  and  Gen- 
zyme  are  also  in  Ireland. 

Along  with  the  foreign  direct  investment  into 
Ireland,  there  is  the  indigenous  Elan  Corpora- 
tion. It  now  operates  across  three  continents 
employing  almost  2,000  people.  It  has  a  focus 
on  multiple  sclerosis,  Alzheimer's  disease  and 
other  neurodegenerative  diseases  such  as  Par- 
kinson's. 

Managers  of  global  companies  based  in 
Ireland  saw  the  opportunity  to  develop  their 
business  in  the  highly  educated  and  creative 
environment  that  is  modern  Ireland.  This  did 
not  come  by  chance  but  was  largely  driven  by 
those  managers  in  Ireland  who  found  a  state  and 
educational  system  that  was  eager  to  respond. 


Education  and  business 

Leaders  in  bioprocessing  world-wide  had 
determined  that  a  critical  limiting  factor  onu 
this  emerging  industry  was  that  there  was  not 
a  pool  of  suitably  skilled  potential  employees.^ 
Managers  in  Ireland  saw  this  as  an  opportin 
nity  to  make  a  qualitative  leap  forward  for  thein 
enterprises,  themselves  and  their  country. 

Two  years  ago,  four  leading  Irish  college 
University     College     Dublin,     Trinity     Collegi 
Dublin,  Dublin  City  University  and  Sligo  Institute 
of  Technology  set   up  the   National   Institute 
for  Bioprocessing,  Research  and  Training.  Th 
Irish  government  is  providing  the  funds  for  it 
world  class  research  and  training  programs 
This  Institute,  set  up  by  a  consortium  from  fou 
major  academic  centers  is  one  of  very  few  in  th  ^ 
world.    It  focuses  on  scale  up  capability  withi 
which  training  and  research  can  take  place 
now  provides  a  steady  output  of  people  require 
across  the  spectrum  of  the  bioprocessing  skills 
from  PhDs  to  technicians  educated  in  industr 
best  practices  and  a  real  time  environment. 

Last  September,  the  healthcare  compam 
Organon   and   the   National   Institute  for  Bic 
processing,  Research  and  Training  announce 
the  formation  of  a  research  collaboration  whic 
will  focus  on  the  control  and  understandir 
of  glycosylation  in  CHO  cell  culture.  The  cc 
laboration  is  designed  to  combine  the  Instiutes 
academic  resources  with  the  existing  manufa  j 
turing  know-how  of  Organon  to  improve  tt 
control  of  the  cell  culture  process. 
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Ireland  has  a 
long  history  of 
attracting  foreign 
direct  investment. 
This  is  underpinned 
by  its  corporation 
tax  of  just  12.5%. 
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ie  pharmaceutical 
dustry  in  Ireland 
>w  employs 
venteen  thousand 
sople  directly  and 
accounts  for 
j'er  $35  billion 
1  exports. 


Other  biotechnology  centers  in  Ireland 
include  the  Alimentary  Pharmabiotic  Center 
in  Cork,  Biomedical  Diagnostics  Institute 
in  Dublin  and  the  Regenerative  Medicine 
Institute  in  Galway. 

Trinity  College  Dublin  has  opened  a  $6 
million  bioengineering  research  center  where 
research  is  being  conducted  into  arthritis  and 
osteoporosis.  Opsona  Therapeutics,  a  spin-off 
from  Trinity,  is  working  to  identify  new  drugs 
and  vaccines  to  prevent  and  treat  anti-immune 
and  inflammatory  diseases:  this  company  is 
working  with  the  Wyeth  Corporation. 

Diabetica  is  a  new  company  which  was  set 
up  to  commercialize  work  from  the  Diabetes 
Research  Group  in  the  University  of  Ulster. 
Biancamed,  which  came  out  of  work  in  Uni- 
versity College  Dublin  is  researching  sleep 
disorders.  In  the  south  of  the  country,  the 
Alimentary  Pharmabiotic  Center  at  Univer- 
sity College  Cork  was  the  spring-board  for  the 
company  Alimentary  Health:  this  works  on  the 
discovery,  development  and  commercialization 
of  proprietary  treatments  for  gastro-intestinal 
disorders  and  other  inflammatory  conditions. 

In  2007,  a  combined  funding  of  $1.3  billion 
dollars  is  being  invested  in  bioscience  in 
Ireland. 

Firing  on  all  cylinders 

The  pharmaceutical  industry  in  Ireland 
now  employs  seventeen  thousand  people 
directly  and  it  accounts  for  over  $35  billion 
in  exports.  Thirteen  of  the  world's  top 
fifteen  pharmaceutical  companies  operate  in 
Ireland  and  six  of  the  top  ten  drugs  are  manu- 
factured there. 

There  are  over  140  companies  in  Ireland 
engaged  in  the  manufacture  and  develop- 
ment of  medical  devices.  They  employ 
26,000  people  and  export  medical  products 
amounting  to  approximately  $8  billion  per 
annum.  A  recent  Government  survey  has 
shown  that  80%  of  the  companies  in  the 
sector  are  "innovation  active". 


When  Ireland  started  on  this  journey  it  was 
outside  the  family  of  states  that  now  make 
up  the  European  Union.  Today  it  operates  in 
a  single  market  that  has  a  population  more 
than  a  hundred  times  its  own  size.  The  500 
million  people  of  the  EU  constitute  an  internal 
market  that  is  70%  bigger  than  that  of  the 
United  States. 

Ireland  has  a  long  history  of  attracting 
foreign  direct  investment.  This  is  under- 
pinned by  its  corporation  tax  of  just  12.5%.  It 
is  supported  by  a  network  of  tax  treaties  with 
44  countries. 

Ireland  has  long  been  seen  as  a  bridge  from 
the  industrial  worlds  of  the  US  to  those  of  the 
European  Union.  Yet  'bridge'  is  an  inadequate 
metaphor.  It  suggests  something  fairly  rigid 
standing  on  fixed  points  which  safeguards 
those  upon  it  from  the  waters  beneath.  Ireland 
is  not  static.  The  spirit  of  enterprise  runs 
through  its  veins.  The  surest  measure  of  this 
is  how  it  is  transformed  itself  as  the  industries 
that  arrived  on  its  shores  transformed  them- 
selves. With  the  flowering  of  partnerships 
between  business  and  research  facilities,  it 
was  inevitable  that  amongst  the  most  exciting 
and  frontier  shifting  group  of  industries  -  the 
life  sciences  -  should  develop  so  dramatically 
in  Ireland. 


image  of  W.B.  Yeats,  poet  and  Nobel  Prize  winner, 
by  Louis  le  Brocquy 
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The  Irish  mind. 

Rich  in  the  raw  material  that  will  help 

to  realize  the  potential  of  your  business. 

The  Irish.  Creative.  Imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
without  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
new  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
informal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
by  a  dynamic  information  infrastructure.  In  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
To  learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
New  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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LAND  OF  RISING 
rOURISM  HOPES 

Vhip  reputation  offers  a  chance  to  boost 
agging  traffic— if  Japan  will  seize  it 


Y  IAN  ROWLEY 

AFTER  TRUDGING 
through  Tokyo  Station 
trying  to  find  his  track 
for  what  seemed  like 
hours,  Allen  Doyel  knew 
for  sure  that  he  wasn't 
in  Kansas  anymore.  "Fi- 
illy,  I  got  on  the  right  train,  but  got  off 
the  wrong  stop  and  wandered  around 
ime  more,"  says  the  25-year-old  law 
udent  from  Lawrence,  Kan.  Lucky  for 
oyel,  the  Japanese  are  nothing  if  not 
•urteous.  "In  the  end,  I  pointed  at  a 
ap  and  a  guy  took  me  four  blocks  out  of 
s  way  to  help  me  to  the  hotel." 
With  its  combination  of  breathtak- 
g  scenery,  vibrant  cities,  great  food, 
id  unique  culture,  Japan  should  be  a 
p  draw  for  international  travelers.  But 
iien  it  comes  to  tourism,  the  world's 
cond-largest  economy  is  a  notorious 
iderperformer.  Japan  hosted  just  73 
illion  visitors  last  year— and  nearly 
>%  of  those  went  there  for  business.  In 
ct,  the  Land  of  the  Rising  Sun  ranks  a 
wly  No.  30  in  terms  of  visitors  globally, 
ys  the  World  Tourism  Organization. 
Now,  Japan  faces  a  golden  opportu- 
ty  to  work  its  way  up  the  league  tables, 
obal  interest  in  all  things  Japanese 
s  been  piqued  by  sushi,  anime,  manga 
mics,  and  movies  ^^^^^^^^^ — 
ch  as  Sofia  Coppo- 
s  Lost  in  Transla- 
n  and  Clint  East- 
)od's  Letters  from 
o  Jima.  And  while 
yen  has  appreci- 
:d  in  recent  weeks, 
hovering  near  a 
-year,  inflation-ad- 
ted  low  against  the 
fcllar,  while  the  euro, 
Marling,  and  other 
wrrencies  have  been 
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soaring.  So  for  Americans  a  vacation  in 
Japan  can  now  add  up  to  less  than  a  holi- 
day in  Europe.  In  Tokyo,  you  can  jump 
on  the  metro  for  just  a  buck,  compared 
with  $8  for  a  rush-hour  ride  on  London's 
Tube.  And  a  Starbucks  tall  latte  will  set 
you  back  $3.10,  vs.  $4.72  in  Paris. 

Problem  is,  Japan  isn't  really  profiting 
mmmm^^^^^mmm  from  these  trends. 
One  reason  is  histori- 
cal: With  its  export- 
driven  economy,  the 
country  has  never 
needed  to  woo  visi- 
tors as  a  source  of 
foreign  exchange. 
Tourism  accounts  for 
just  2%  of  gross  do- 
mestic product  in  Ja- 
pan, compared  with 
11%  in  Spain.  While 
the  number  of  visi- 
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tors  from  other  Asian  countries  has  been 
rising,  Americans  and  Europeans  are  get- 
ting scarcer.  That' s  perhaps  in  part  due  to 
a  problem  that  Doyel  faced:  The  language 
barrier  is  close  to  impenetrable,  and  many 
streets  in  Tokyo  don't  have  signs— even  in 
Japanese,  let  alone  English. 

FORGETTABLE  SLOGAN 

GOVERNMENT  EFFORTS  to  promote  the 
country's  charms  have  been  halfhearted 
at  best.  In  2003,  then-Prime  Minister 
Junichiro  Koizumi  launched  a  scheme  to 
double  tourism  to  10  million  by  2010.  But 
Japan's  $30  million  budget  last  year  was 
less  than  half  what  Hawaii  alone  spent 
on  tourism  marketing  in  2006.  And  many 
critics  say  the  ads  are  ineffec- 
tive. Early  spots  featured  Koi- 
zumi (would  more  Americans 
visit  France  if  President  Nicolas 
Sarkozy  asked  them  to?).  And 
then  there's  the  forgettable 
slogan:  Yokoso!  Japan— even 
though  few  foreigners  know 
that  "Yokoso"  means  welcome 
in  Japanese.  "A  catchphrase 
that  targets  foreign  tourists 
should  be  self-explanatory," 
says  Isao  Shiozawa,  president 
of  Osaka  University  of  Tourism. 
"Otherwise,  if  s  nonsense." 

Japan's  big  travel  compa- 
nies, meanwhile,  are  more  fo- 
cused on  domestic  travelers 
than  international  visitors.  JTB 
and  HIS,  the  top  two  agencies, 
get  less  than  2%  of  their  sales 
from  foreigners.  Today,  there's 
easier  money  to  be  made  pro- 
viding vacations  for  Japan's 
baby  boomers,  who  are  start- 
ing to  retire  and  have  cash  to  spend.  "If 
hotel  owners  can  fill  rooms  with  people 
that  speak  the  same  language  and  whose 
tastes  they  know,  there's  no  need  to  take 
on  all  the  extra  work  finding  out  what  an 
American  or  English  person  likes  to  eat," 
says  Neil  Riley,  who  runs  Japan  World- 
wide, a  travel  agency  that  specializes  in  ski 
packages  pitched  at  Westerners. 

American  visitors  seem  to  be  espe- 
cially tough  customers.  Their  numbers 
actually  fell  1.8%,  to  403,300,  in  the  first 
half  of  2007  But  those  who  do  make  the 
trip  rarely  go  home  dissatisfied.  Over- 
nighting at  a  Buddhist  temple,  taking  in 
a  sumo  wrestling  match,  and  a  side  trip 
to  Kyoto  are  among  Doyel's  highlights.  If 
only  Japan  were  better  at  spreading  the 
word.  Says  Doyel:  "I  haven't  seen  any 
advertising  in  the  U.S.  showing  you  all 
the  neat  stuff  here."  ■ 

-With  Hiroko  Tashiro  in  Tokyo 
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Road  to 


How  Intel  is 

weaving  a 

wireless  Web 

THE  $90  BILLION  GARDENING  BILL  WAS  A  DEAL  KILLER.  INTEL  CORP. 
Executive  Vice-President  Sean  M.  Maloney  sat  in  stunned  silence  after  a 
telephone  company  executive  told  him  it  would  cost  $1,100  per  home  just 
to  replace  landscaping  and  sidewalks  if  the  industry  installed  fiber-optic 
cabling  and  brought  superfast  broadband  Internet  access  to  every  single- 
family  home  in  America. 

This  was  in  2002,  during  a  secret  meeting  organized  by  Maloney  at  a 
hotel  near  Intel's  Silicon  Valley  headquarters.  He  had  offered  a  handful 
of  telecom  executives  Intel's  help  in  paying  for  the  massive  fiber-laying 
project.  Sales  growth  for  Intel's  microprocessors  had  flattened  during 
the  tech  slowdown,  and  Intel  was  hoping  wide  broadband  adoption 
by  consumers  would  goose  demand  for  new  PCs  with  the  company's 
most  powerful  chips  in  them.  Maloney  was  willing  to  help  get  things 
started.  Then  they  shocked  him  with  the  price  tag:  $300  a  foot  for  gear 
and  installation,  and  a  gardening  bill  on  top  of  that.  That  seemed  like 

by  CLIFF  EDWARDS 
ILLUSTRATIONS  fry  ANDY  MARTIN 

58  I  BusinessWeek  I  September  3.  2007 


1 


I  -iA 


mam^m 


TheFutureofTech 


an  insurmountable  hurdle  to  Maloney  and  his  companions. 
As  things  turned  out,  some  of  the  telecom  giants  ultimate- 
ly did  make  massive  investments  in  fiber  networks.  But  all  of 
that  was  still  in  the  future.  So  it  was  a  disillusioned  Maloney 
who  drove  back  to  his  office  down  Route  101,  Silicon  Valley's 
main  drag,  past  buildings  left  empty  by  the  shattering  of 
dot-com  dreams.  A  few  weeks  earlier,  Intel's  then-chairman, 
Andy  Grove,  had  put  Maloney  in  charge  of  the  company's 
broadband  strategy.  He  even  gave  him  a  T-shirt  with  the 
name  "Broadband  Man"  printed  on  it.  Suddenly  that  seemed 
apt— Maloney's  task  would  be  a 
superhuman  feat.  _^mg___g_g^ 


THEN  SOMETHING 
Grove  had  asked 
came  back  to  him: 
"Can  we  do  it  with 
wireless?"  Could 
they?  Intel  was  al- 
ready a  leader  in  the  effort  to 
speed  adoption  of  Wi-Fi  technol- 
ogy, used  for  broadband  wire- 
less networks  in  confined  spaces: 
homes,  airports,  and  coffee  shops. 
Could  the  company  help  extend 
the  range  of  wireless  networks,  es- 
sentially create  a  nationwide  hot 
spot  with  superfast  phone  and 
Web-surfing  capability— and  avoid 
that  huge  gardening  bill? 

Today,  the  answer  is  clearly  yes, 
and  that's  largely  thanks  to  Malo- 
ney He  has  led  an  industrywide 
effort  to  develop  and  market  what 
was  in  2002  an  obscure  wireless 
broadband  technology  only  a  few 
hundred  engineers  had  heard  of. 
Indeed,  after  logging  hundreds 
of  thousands  of  air  miles,  he  has 
rounded  up  a  remarkable  coalition 
of  chip,  PC,  consumer  electronics, 
networking,  and  software  com- 
panies in  an  effort  to  radically 
reshape  the  future  of  broadband 
with  what's  now  called  WiMAX. 

Intel  faced  withering  criticism  from  tech  ana 
lysts  when  it  first  cast  its  lot  with  WiMAX,  but  the 
critics  have  toned  down  their  rhetoric.  That's 
because  dozens  of  wireless  telecom  operators 
around  the  globe  have  also  placed  bets  on 
WiMAX  and  plan  to  spend  $13  billion  over  the 
next  few  years  to  build  300  such  networks.  In 
July,  Sprint  Nextel  Corp.  teamed  with  Clearwire 
Corp.  to  create  a  nationwide  network  covering 
100  million  potential  customers  by  the  end  of  2008 
(page  22).  Already  the  first  transmitters  are  appearing 
on  light  poles  and  towers  in  Chicago  and  Washington, 
test  markets  expected  to  begin  service  early  next  year. 
Major  rollouts  are  planned  everywhere  from  Pakistan 
to  Australia  to  China  by  2009. 

WiMAX  technology  and  businesses  built  upon  it 
still  have  a  lot  to  prove.  But  once  these  networks  are 
finished,  WiMAX  will  be  poised  to  deliver  video  enter- 
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What  is  WiMAX? 

WiMAX,  or  Worldwide  Interoperability  for  Mi- 
crowave Access,  is  a  technology  for  rapidly 
transmitting  large  amounts  of  digital  bits  via 
radio  signals.  It's  an  improvement  on  today's 
Wi-Fi  wireless  networks  for  mobile  computers 
and  handhelds.  It's  also  an  economical  alter- 
native to  coaxial  cable  and  telephone  lines  for 
bringing  broadband  entertainment  and  Inter- 
net access  to  homes  and  businesses. 

How  is  it  different  from  Wi-Fi? 

Those  Wi-Fi  networks  in  people's  homes  and 
the  hotspots  in  airports  and  coffee  shops  have 
a  range  of  only  a  few  hundred  yards.  Wimax  is 
designed  to  extend  up  to  30  miles.  Internet  ac- 
cess speeds  could  be  up  to  50  times  as  fast. 

How  does  it  change  things  for  consumers? 

WiMAX  backers  plan  to  build  it  into  TVs,  TiVos, 
notebook  PCs,  and  smart  phones.  Services  of- 
fered by  wireless  carriers  will  include  ultrafast 
Web  surfing,  video  telephone  calls,  and  movie 
viewing.  Theoretically,  that  means  you  can 
take  a  call  on  the  street  and  download  major 
data  files  while  talking.  Increased  competition 
is  expected  to  reduce  prices  to  consumers. 
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tainment  and  voice  telephone  services  that  will  compete  with 
traditional  telecom  and  cable-television  services.  It  also  will1 
extend  the  range  of  wireless  e-mail  and  Web-surfing  services  in 
mobile  computers.  Beginning  next  year,  stores  will  stock  new 
laptop  computers  equipped  with  Intel's  WiMAX-capable  chips, 
code-named  Echo  Peak. 

Intel's  role  as  head  WiMAX  cheerleader  makes  sense. 
WiMAX  is  similar  to  Wi-Fi,  which  was  embedded  in  Intel's 
Centrino  line  of  chips,  but  it  offers  dramatic  improvements. 
Wi-Fi  extends  traditional  wire-based  broadband  networks  for 

just  a  few  hundred  feet,  and  Inter- 
■MMhhmb^^M        net  access  speeds  slow  to  a  crawl' 

when  lots  of  people  are  online  in 
the  same  area.  Meanwhile,  high- 
profile  schemes  for  blanketing 
whole  cities  with  cheap  or  free  Wi- 
Fi  networks  aren't  working  out. 

WiMAX  provides  superfast  con 
nections  for  up  to  30  miles.  Yoi 
could  stroll  from  your  house  con>i 
ducting  a  conference  call,  pause  to 
exchange  hefty  data  files,  and  late 
dial  in  to  your  TiVo  to  downloai. 
an  episode  of  CSI.  WiMAX  avoid 
digital  traffic  jams  by  using  li 
censed  radio  waves  that  guarante 
each  customer  a  certain  level  ( 
service.  "You  will  be  able  to  an 
cess  all  your  own  content  and  ge 
access  to  other  content  in  man 
different  ways,  in  many  differed 
places,"  says  Philip  Solis,  principa 
mobile  broadband  analyst  at  Ah 
Research. 

Still,  WiMAX's  emergence  fighl 

the  iconic  image  of  tech  inveje 

tion,  a  lonely  entrepreneur  toilii 

away  in  a  dorm  room  or  garagi 

WiMAX,  which  stands  for  Work 

wide  Interoperability  for  Micr 

wave  Access,  grew  out  of  work  i 

the  1990s  by  engineers  at  doze 

of  companies.  It  remained  on  f 

back  burner  for  years,  until 

happenstance  several  major  te 

companies  were  looking  at  t 

same  time  for  a  wireless  technology  th 

could  help  them  boost  sales.  Intel  wv 

looking  for  something  that  would  proirr 

consumers  to  buy  new  computers  rui 

ning  its  chips.  Sprint  needed  an  ed 

to  set  it  apart  from  larger  rivals  Verizi 

and  AT&T.  Mobile  handset  maker  Nd' 

wanted  to  expand  into  providing  co 

munications  services.  And  Samsung  Grc 

wanted  to  get  into  the  networking  equipmi 

business.  The  interests  of  these  four  compan 

resulted  in  a  pooling  of  patents  and  money  to  ere 

the  WiMAX  phenomenon. 

Without  Intel's  broadband  man  behind  it,  thou 

WiMAX  might  never  have  gone  anywhere.  After  Mi 

ney  had  his  revelation  about  the  potential  of  wire! 

broadband  in  2002,  he  set  up  a  small  group  to  expl 

alternatives.  At  first,  nothing  seemed  too  wacky  to  c 
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September  2007 

IBC2007  -  RRD  launches  GTO  (General  Tool  for  Operations) 

a  New  Generation  Operations  Support  System  for  Digital  TV  playouts 

and  networks 


July  2007 

RRD  DVB-H  Platform  delivering  24  channels 
lineup  in  Hiwire  Las  Vegas  Trial 
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April  2007 

NAB2007  -  RRD  launches  Simulcrypt  Headend  integration 
featuring  18Crypt,  OMA  BCAST  Smartcard  Profile  and  OSF 
Conditional  Access  for  Mobile  Television 


March  2007 

RRD  successfully  broadcasted  DVB-T  and 
DVB-H  programs  on  the  same  frequency  using 
Hierarchical  Modulation 


Febrary  2007 

3GSM2007  -  RRD  shows  Conditional  Access 
interoperability  decrypting  DVB-H  services,  using 
Simulcrypt  with  NDS,  Nagravision  and  Irdeto 


October  2006 

RRD  launches  DVB-H  Statistical  Multiplexer 
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June  2006 

3  Italia  launches  Mobile  TV  service 
with  RRD  DVB-H  Service  Center 
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sider— even  using  giant  blimps  as  airborne  radio  transmitters. 
But  after  meeting  with  Martin  Cooper,  considered  the  father  of 
the  cell  phone,  Maloney  became  convinced  the  most  economi- 
cal idea  was  to  emulate  cellular  networks  and  send  wireless 
signals  from  fixed  transmitters. 

AT&T  had  tried  that  approach,  using  a  precursor  of  WiMAX, 
in  Project  Angel,  an  ill-fated  effort  in  2000  to  provide  wireless 
broadband  connections  to  homes.  The  project  was  a  non- 
starter  because  there  was  no  industry  standard  at  the  time, 
thus  no  assurance  that  equipment  made  by  different  compa- 
nies could  work  together  or  be  produced  cheaply.  Maloney 
studied  Project  Angel  and  concluded  that  WiMAX  could  work 
because  of  its  range  and  bandwidth,  but  only  if  he  could  line 
up  industry  support. 

Maloney's  first  hurdle  was  Intel  itself.  WiMAX  was  so  lighdy 
regarded  that  when  he  raised  it  as  a  possibility  to  a  group  of 
top  managers,  all  he  got  were  blank  stares.  His  pitch:  Intel  and 
allies  could  create  a  standard  technology  for  long-range  wire- 
less transmissions,  much 
as  Intel  and  Microsoft  had 
created  the  so-called  Win- 
tel  standard  for  the  person- 
al computer.  With  a  lot  of 
companies  building  prod- 
ucts based  on  the  same 
ground  rules,  economies 
of  scale  in  manufacturing 
could  be  achieved  quickly. 
Intel  would  build  tiny  ra- 
dios into  laptops  that  could 
connect  easily  to  a  world- 
wide WiMAX  network. 
Also,  he  proposed,  the 
chipmaker  should  lay  the 
groundwork  for  a  mam- 
moth WiMAX  ecosystem 
by  investing  more  than  $1 
billion  in  carriers  and  other 
companies. 

The  proposal  provoked 
hot  debate  within  Intel. 
In  developing  countries, 
WiMAX  seemed  like  a  sure 
winner.  Governments  there 
were  grappling  with  mas- 
sive costs  of  building  fiber- 
optic or  wire-based  networks;  a  cheap,  powerful  wireless  in- 
frastructure was  just  what  they  needed.  But  in  North  America, 
the  source  of  much  of  Intel's  business,  many  consumers  were 
becoming  connected  by  other  means— including  fiber-optic 
cable  to  the  home  and  high  speed  cellular  networks. 

Intel's  then-CEO  Craig  Barrett  and  No.  2  Paul  Otellini  told 
Maloney  to  keep  exploring,  but  they  reserved  the  right  to 
kill  the  project  if  he  failed  to  sign  up  other  industry  leaders. 
Otellini,  now  CEO,  worried  that  Intel  didn't  have  the  skills 
for  WiMAX  and  suggested  that  Maloney  would  have  to  hire 
or  buy  them.  In  a  December,  2005,  interview,  he  said:  "That 
stuff  takes  decades  of  experience,  and  we  needed  to  get  the 
best  and  brightest."  Maloney  later  obtained  key  technology  by 
purchasing  a  company  called  Iospan  Wireless  from  Stanford 
University  engineering  professor  Arogyaswami  Paulraj. 

Before  Maloney  got  very  far,  though,  Samsung  suddenly  mud- 
died the  waters  with  its  own  ideas  about  how  to  use  WiMAX. 
Intel  was  focusing  on  it  as  an  alternative  to  installing  fiber-optic 

62  I  BusinessWeek  I  September  3,  2007 


cables  to  homes  and  businesses,  but  Samsung  saw  it  as  a  waii 
to  deliver  broadband  wireless  data  services  to  mobile  devices: 
Maloney  saw  he  had  to  win  Samsung  over  as  an  ally.  He  flew  ti 
South  Korea  and  wined  and  dined  Lee  Ki  Tae,  then  head  of  thij 
telecom  unit  and  now  the  company's  vice-chairman.  Malonai 
argued  that  the  two  companies  should  combine  their  technoloJ 
gies  and  get  them  accepted  by  a  respected  world  standards  bodj { 
the  Institute  of  Electrical  &  Electronic  Engineers  (IEEE).  Intej 
he  reasoned,  could  sell  more  chips,  while  Samsung  would  stea 
a  march  by  selling  WiMAX  everything— network  equipment,  ces\ 
phones,  and  consumer  electronics. 

Samsung  was  persuaded,  but  Maloney  needed  to  get  othel 
big-name  players  on  board  fast  to  keep  Intel's  show-mei 
the-money  executives  from  dropping  the  project.  The  straiu 
extended  beyond  conference  tables  and  negotiating  tactiaj 
On  a  commercial  flight  to  meet  NTT  DoCoMo  Inc.  execs  i 
Japan  in  early  2004,  the  plane's  landing  gear  at  first  refuse] 
to  deploy,  and  Maloney  penned  a  hasty  goodbye  to  his  wif| 

and  children. 

Another  big  fish  prove] 
especially    elusive.    Mil 
loney    spent    Christmjj 
2004  in   Helsinki,  will 
ning  a  lukewarm  conj 
mitment  from  Nokia,  tin 
world's  largest  cell-phoij 
maker.  Nokia  had  its  ovj 
goals  to  consider.  It  aiJ 
other  phonemakers  wej 
beginning    to    chafe 
what  they  deemed  on<i| 
ous    royalties    paid 
another   chip    compaul 
Qualcomm  Inc.,  for  kil 
technologies  being  us  J 
in  their  phones.  In  t 
interest  of  keeping  co»j 
down,  many  tech  co 
panies  swap  their  prizj 
patents  for  those  held  I 
others,  rather  than  payij 
licensing  fees.  But  QuJ 
comm  has  long  insisnj 
that  companies  using' 
technologies    pay    cad 
Qualcomm  had  few  pi) 
ents  related  to  WiMAX  technology,  so  Nokia  saw  that  it  co'j 
either  use  WiMAX  as  leverage  to  force  Qualcomm  to  dropij 
royalty  fees,  or  it  could  switch  over  to  the  new  technology. 


WITH  NOKIA  EXECS  ANNOUNCING  TV 
were  studying  WiMAX,  Otellini  and  Int 
other  senior  execs  signalled  their  supp 
calling  it  "a  classically  disruptive  techi 
ogy."  Maloney's  next  step  was  to  fores 
potential  competitors.  A  small  group 
chipmakers  and  network  equipment  companies  had  forr 
the  WiMAX  Forum  in  2001  to  promote  it.  In  2003,  Intel  joir 
In  less  than  two  years,  membership  in  the  forum  swelled  fi 
65  companies  to  over  300.  Today,  it  tops  400,  including  s< 
big  phone  carriers  eager  to  hedge  their  bets.  On  Aug.  9,  Vc 
fone  Group  PLC,  the  world's  largest  wireless  company,  sig 
up.  Vodafone  CEO  Arun  Sarin  had  warned  in  a  speech  in  1 
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ONTARIO  HAS  BEEN  GRANTED  MORE  PATENTS 
THAN  SWEDEN,  SWITZERLAND,  OR  AUSTRALIA.  on,a„„  has  a^s  done 

its  part  to  keep  the  U.S.  Patent  Office  working  overtime.  Canada  as  a  whole  ranks  eighth 
in  the  world  in  the  number  of  patents  granted,  almost  half  of  which  originated  in  Ontario. 
Many  great  innovations  were  developed  here,  in  technology,  automotive  and  life  sciences. 
And  the  pace  of  innovation  continues  into  genomics,  robotics  and  holography.  Innovation 
comes  naturally  in  Ontario  because  our  44  universities  and  colleges  produce  the  highest  ratio 
of  university-educated  workers;  56%  have  a  post-secondary  education,  the  highest  rate  in  the 
industrialized  world.  In  fact,  our  spirit  of  innovation  and  quality  of  life  also  attract  renowned 
scientists,  researchers  and  engineers  from  around  the  world.  Our  approach  to  business  is 
equally  innovative.  We  are  committed  to  commercializing  groundbreaking  science  with  generous 
R&D  tax  incentives,  public  research  institutions,  and  economic  strength  attractive  to  investors. 
In  a  knowledge-based  economy,  Ontario's  belief  in  innovation  is  one  of  a  kind.  There's  no  better 


place  in  the  world  to  do  business. 
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Ontario  company  Photonix  Imaging 
have  developed  a  revolutionary  3D  imaging 
process  that  creates  diagnostic  holograms 
direct  from  a  digital  source. 


Ontario  Paid  for  by  the  Government  of  Ontario. 


TheFutureofTech 


ruary  that  WiMAX  and  other  new  technologies  threatened  "to 
eat  our  lunch." 

Qualcomm  remains  the  chief  opposition  to  WiMAX.  No 
surprise  there.  It  banked  more  than  $6  billion  in  2005  from 
sales  of  wireless  chips  and  royalty  fees  on  its  technologies. 
Qualcomm  took  the  battle  to  a  committee  of  the  IEEE  that 
was  reviewing  proposals  for  technologies  that  could  deliver 
high-speed  Internet  access  for  laptop  computers  and  other 
mobile  products.  Intel  and  Samsung  presented  their  WiMAX 
proposal  in  late  2005  but  were  voted  down  repeatedly  in 
favor  of  a  rival  wireless  broadband  technology  backed  by 
Qualcomm  and  Kyocera  Corp.  Intel  and  its  allies  suspected 
foul  play  and  complained  that  Qualcomm  had  stacked  the 
committee  with  people  on  its  payroll,  including  engineers 
flown  in  from  a  Russian  paper  mill  who  had  little  knowledge 
of  wireless  issues.  Those  allegations  weren't  proven,  but  the 
standards  body  in  mid-2006  replaced  four  members,  includ- 
ing its  chairman,  Jerry  Upton,  who  was  a  paid  Qualcomm 
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SPRINT  NEXTELS  LEAD  in  WiMAX  is  all  well  and  good.  But  the  payoff 
is  undetermined,  and  meanwhile  CEO  Gary  Forsee  has  given  inves- 
tors little  to  cheer  about.  Second-quarter  profits  on  operations  all  but 
disappeared,  sliding  94%,  to  $19  million,  on  flat  revenue  of  $10.2 
billion.  Prospects  for  near-term  growth  remain  bleak,  and  Forsee 
has  had  a  tough  time  finding  a  No. 2  executive.  "There  is  much 
work  yet  to  be  done,"  he  said  in  an  Aug.  8  call  with  investors. 

THE  BIGGEST  PROBLEM  may  be  Sprint's  inability  to  keep  custom- 
ers loyal  amid  fierce  competition.  Sprint  users  defect  at  a  higher 
rate  than  AT&T,  Verizon  Wireless,  and  T-Mobile  customers.  In  the 
category  of  premium  subscribers  who  are  billed  monthly,  Sprint 
added  a  mere  16,000  net  new  customers  in  the  spring,  a  tiny 
fraction  of  what  Verizon  and  AT&T  posted.  Analysts  expect  AT&T 
to  steal  more  customers  in  the  wake  of  its  iPhone  launch. 

WHAT'S  PUSHING  PEOPLE  AWAY?  Mainly  a  network  that  hasn't 
been  up  to  snuff  since  Sprint  bought  Nextel  in  2005.  Manage- 
ment has  struggled  to  mesh  Nextel's  distinct  technology  with 
Sprint's.  To  try  to  keep  customers,  Sprint  next  year  will  sell  new 
phones  with  QChat,  a  version  of  the  walkie-talkie-like  feature  that 
is  popular  on  Nextel  phones.  Says  UBS  analyst  John  Hodulik: 
"They  can't  afford  any  more  mistakes  on  the  Nextel  side." 

FORSEE  HAS  STRUCK  SEVERAL  agreements  that  could  pay  off 
down  the  road.  Google  will  provide  search,  e-mail,  and  other  Web 
services  for  the  WiMAX  network.  Satellite  companies  are  on  board 
to  provide  TV  service.  And  he  hopes  to  build  upon  deals  Sprint 
has  to  carry  wired  and  wireless  calls  for  cable  companies  such  as 
Comcast  Corp.  and  Time  Warner  Inc.  But  Sprint  recently  backed 
out  of  a  cable  industry  WiMAX  broadband  strategy,  choosing  to 
focus  on  its  own  effort. 


consultant.  After  that,  the  committee  approved  WiMAX  as  i 
mobile  communications  standard. 


INVESTORS  ARE  CLEARLY  restless  with  Forsee's  efforts  to  com- 
pete with  Verizon's  and  AT&T's  wireless  offerings,  as  well  as  their 
new  blended  phone,  broadband,  and  TV  services.  With  Sprint's 
stock  down  about  18%  since  May,  it's  becoming  all  the  more  cru- 
cial that  Forsee  deliver  on  his  high-stakes  WiMAX  wager. 

-By  Roger  0.  Crockett 


N  UNAPOLOGETIC  QUALCOMM  CEO  PAUL  JA 
cobs  insisted  the  company  had  been  unfairly  ac 
cused,  saying  that  companies  routinely  send  em 
ployees  to  standards  committees  to  guard  thei 
interests.  Qualcomm's  rivals,  he  added,  wer 
desperate  to  gain  an  advantage— by  whateve 
means:  "Everybody  looks  at  us,  and  they're  trying  to  figure  oi 
how  to  compete." 

Qualcomm  suffered  another  blow  in  July,  2006,  when  Inte 
Motorola,  and  Bell  Canada  teamed  up  to  invest  more  than  !} 
billion  in  Clearwire,  the  biggest  holder  worldwide  of  spectrui 
that  could  be  used  for  WiMAX.  The  company,  founded  in  200> 
was  backed  by  "the  wizard  of  wireless,"  Craig  O.  McCaw,  wh1 
started  the  first  major  U.S.  mobile  phone  service  compam 
McCaw  Cellular.  McCaw  sold  that  to  AT&T  for  $11 1 
HH  billion  in  1994.  Ten  years  later,  McCaw  was  at 
again.  He  had  quiedy  purchased  the  spectrum  an 
assets  owned  by  Texas-based  Clearwire,  and  too 
its  name  for  his  new  company.  With  it  and  otht 
holdings,  he  could  create  a  nationwide  network  i 
compete  with  cable  TV's  and  telephone  compania 
broadband  offerings.  The  cash  from  Intel,  M. 
torola,  and  Bell  Canada  enabled  Clearwire  to  bti 
additional  radio  spectrum  and  equipment,  giviii 
it  a  huge  head  start  over  companies— such  as  W\ 
search  giant  Google— that  are  lining  up  to  bid  in  1 1 
next  government  spectrum  auctions. 

That  investment  also  forced  Sprint  Nextel  to  choo 
between  WiMAX  and  Qualcomm's  technology.  It  h  I 
been  testing  both.  At  a  splashy  New  York  event  in  i5 
gust,  2006,  Sprint  announced  it  would  hook  up  wv 
Intel,  Motorola,  and  Samsung  to  build  the  netwc 
and  develop  devices  that  will  provide  access  to  it. 

The  battle  over  the  future  of  wireless  broadba 
services  is  far  from  over.  Qualcomm  Chief  Open 
ing  Officer  Sanjay  Jha  insists  the  chip  designer 
still  in  a  good  position.  In  April  it  hedged  its  bets> 
purchasing  WiMAX  technologies  from  chipmaii 
TeleCIS  Wireless  Inc.,  raising  the  possibility  tha. 
could  demand  royalties  on  WiMAX  devices. 

Much  of  WiMAX's  hopes  in  the  U.S.  rest  with 
weakest  of  the  phone  carriers,  Sprint.  And  rijJ 
now,  the  technology  gobbles  power  and  liml 
battery  life  on  portable  devices,  so  improveme^ 
will  be  needed  to  speed  adoption.  "To  get  to 
mass  market,  with>better  devices  and  lower  pricij 
we'll  have  to  wait  at  least  another  year,  to  20CJ 
cautions  analyst  Monica  Paolini,  with  market' 
searcher  Senza  Fili  Consulting. 

Perhaps  then  we'll  find  out  whether  the  foil 
behind  WiMAX  can  alter  the  communications  la  I 
scape,  or  if  this  is  simply  the  latest  over-hyped  p 
nomenon  in  an  industry  that  sees  big  ideas  cc 
and  go  with  dizzying  speed.  For  his  part,  Malo 
looked  supremely  confident  recently  as  he  sipp< 
glass  of  sauvignon  blanc  in  a  Valley  restaurant, 
also  seemed  relieved.  His  five-year  forced  rm 
was  over.  "That's  done,"  he  said.  "Now  we  hav 
prove  it  was  worth  it."  ■ 

-  With  Moon  Ihlwan  in  S 
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Lise  Anne  Couture 

Co -Principal,  Asymptote  Architecture 


Ask  Lise  Anne  Couture  Why  She  Loves  Her  BlackBerry 


"My  firm  does  projects  all  over  the  world  From  tall  buildings  to  objects,  art  installations  to  city 
planning,  it's  typically  a  very  collaborative  endeavor  with  a  lot  of  coordination  going  on.  My  BlackBerry 
helps  me  stay  involved  with  a  high  level  of  detail.  Ideas  need  to  percolate  through  the  process.  All  of 
the  pieces  eventually  come  together  to  build  a  far  more  complex  thing.  My  BlackBerry  is  a  conduit  to 
maintaining  the  greater  vision." 

Find  out  why  people  love  BlackBerry,  or  tell  us  why  you  love  yours,  at  www.blackberry.com/ask. 


-  -  BlackBerry 


V  Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited. 
n  image  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 


TheCorporation  Accounting  Firms 


The  Comeback 
Of  Consulting 

It s  once  more  ahuge business  for  Big  Four 
auditors,  thanks  partly  to  Sarbanes-Qxley  rules 


BY  NANETTE  BYRNES 

OUR  YEARS  AGO,  THE  PART- 
ners  at  Deloitte  &  Touche 
did  something  radical:  They 
kept  the  firm  in  one  piece. 
It  was  the  only  one  of  the 
Big  Four  accounting  firms 
that  hadn't  already  dumped 
its  lucrative  consulting  arm.  And  pres- 
sure for  the  split  was  high  inside  and 
outside  the  firm— including  from  the  Se- 
curities &  Exchange  Commission.  The 
idea  was  to  insulate  the  bookkeepers 
from  accusations  that  big  advisory  fees 
would  taint  their  audits.  At  Enron,  Ar- 
thur Andersen  had  earned  $25  million 
in  auditing  fees  and  $27  million  for  con- 
sulting the  year  prior  to  the  company's 
spectacular  collapse.  That  heightened 
concerns  that  auditors  were  going  easy 
on  big  consulting  clients.  But  Deloitte's 
plan  for  a  management-led  buyout  of  its 
consulting  division  fell  through.  Borrow- 
ing costs  skyrocketed  in  the  wake  of  An- 
dersen's closure,  while  revenue  sank  as 
cautious  audit  clients  canceled  nonaudit 
contracts.  So  on  Mar.  31, 2003,  with  little 
alternative,  the  firm  scrapped  the  idea. 

Sometimes  it's  best  to  be  lucky.  In 
the  years  since  the  aborted  breakup, 
Deloitte's  consulting  business  has  taken 
off.  Consultants  have  more  than  made 
up  for  lost  business  from  audit  clients 
by  selling  to  the  large  universe  of  public 
companies  the  firm  doesn't  audit— about 
75%  of  them.  Private  equity  firms  and 
the  companies  they  manage  are  custom- 


Together 
Again 

Auditors  have 
rebuilt  their 
consulting 
arms 


2006  GLOBAL 
CONSULTING 
REVENUE  (BILLIONS) 


GROWTH 
FROM  2005 


ers,  too.  Strong  demand  for  advice  on 
Sarbanes-Oxley  compliance,  risk,  foren- 
sic investigations,  and  outsourcing  has 
helped  fuel  demand.  So  has  the  mergers- 
and-acquisition  boom. 

Today,  consulting  is  Deloitte's  sec- 
ond-largest business  in  the  U.S.,  a  $3 
billion  segment  that  accounted  for  more 
than  a  third  of  the  U.S.  firm's  2006  rev- 
enue, second  to  auditing.  Worldwide, 
consulting  is  an  even  bigger  business 
for  Deloitte,  totaling  $8.9  billion,  or 
45%  of  its  $20  billion  in  global  revenue, 
according  to  Kennedy  Information  in 
Peterborough,  N.H.  "In  a  strange  kind 
of  way  we're  very  fortunate,"  says  Barry 
Salzberg,  CEO  of  Deloitte  &  Touche  USA. 
"By  serendipity  we  ended  up  with  a 
strategy  that  is  unique." 

DANGER  ZONE 

OR  MAYBE  NOT  unique.  It  hasn't  taken 
long  for  the  other  audit  firms  to  do 
the  math  and  quickly  rebuild  their  own 
consulting  arms.  Worldwide,  KPMG  last 
year  sold  $5.3  billion  worth  of  consult- 
ing services,  a  12%  jump  from  the  year 
before.  PricewaterhouseCoopers  took  in 
$3.7  billion,  up  20%,  and  Ernst  &  Young 
rang  up  $2.4  billion,  a  2%  increase.  "It's 
a  huge  growth  industry  and  a  big-mar- 
gin business,"  says  Clark  R.  Beecher, 
a  professional-services  executive  search 
consultant  at  Houston-based  Magellan 
International.  Beecher  estimates  that  de- 
mand for  consultants  who  do  the  work 
the  Big  Four  specialize  in  is  now  15  times 


DELOITTE  &  TOUCHE 


$8.85 


17% 


$5.28 


12% 


the  supply.  "It's  the  old  mentality  ag£ 
You  sell  everything  you  can." 

But  that' s  exactly  what  got  the  firm 
trouble  last  time,  critics  say.  The  ret 
gence  of  consulting  has  some  worrie 
could  distract  audit  firms  from  a  pre 
focus  on  that  core  part  of  their  busin 
"The  real  issue  that's  going  to  be  pc 
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CEOSALZBERG 

Consulting  makes 
up  more  than  a 
third  of  Deloitte's 
U.S. revenue 


lave  you  learned  your  lesson,  or  is 
going  to  turn  out  badly  again?"  says 
Rodenhauser,  vice-president  of  Ken- 
y  Information's  consulting  division, 
nsuring  that  auditors  don't  over- 
the  bounds  of  what's  allowed  is  the 
lonsibility  of  each  company's  audit 
miittee.  But  Lynn  E.  Turner,  former 
f  accountant  at  the  SEC,  says  those 
mittees  are  not  always  as  attuned  to 
:pendence  issues  as  they  might  be. 
cites  recent  examples,  which  are  not 
lie  information,  where  a  company's 
it  firm  was  partly  paid  for  nonaudit 
k  on  a  contingent-fee  basis.  Any  such 
are  a  no-no  for  audit  firms  under  U.S. 
ilatory  rules,  but  the  audit  committees 
n't  caught  it. 


Given  what 

happened  at  En- 
ron, WorldCom, 
Adelphia,  Tyco, 
and  elsewhere,  it's 
ironic  that  the  very 
dangers  those  meltdowns  highlighted 
are  what's  driving  much  of  the  demand 
for  Big  Four  nonaudit  services  today. 
Mark  Goodburn,  head  of  KPMG's  ad- 
visory business,  says  forensic  inves- 
tigations and  anti-money-laundering 
probes  are  some  of  the  services  that 
have  made  his  practice  grow  to  30% 
of  the  firm's  U.S.  revenue.  "The  risk 
awareness  has  been  changed  forever," 
says  Goodburn. 

M&A  deals  that  used  to  be  done  on  the 
CEO's  handshake  now  take  months  of  fi- 
nancial due  diligence.  Once-permissive 
credit  markets  are  finally  demanding 
tough  financial  reviews  of  debt,  which 
adds  to  the  need  for  the  accounting 
firms'  number-crunching  prowess.  And 
high  turnover  among  chief  financial 
officers,  traditionally  audit  firms'  key 
corporate  contacts,  has  combined  with 
increasing  responsibility  in  that  role  to 
create  a  group  of  customers  with  a  big- 
ger appetite  for  advice  than  ever. 

At  Deloitte,  partners  say  consultants 
are  now  far  more  intertwined  with  the 
rest  of  the  business,  start- 
ing with  their  wallets.  The 
SEC  outlawed  the  practice 
of  paying  auditors  based  on 
nonaudit  work.  So  Deloitte 
has  one  big  pool  of  profit 
that  auditors,  tax  experts, 
and  consultants  all  share. 
How  much  of  a  share  any 
one  person  gets  depends  on 
their  record  as  managers, 
the  size  and  value  of  their 
clients,  and  their  expertise. 
Audit  partners  can  still  refer 
business  to  their  consulting  counterparts, 
but  they  benefit  only  in  a  broad  sense,  not 
directly.  "Teaming  became  our  mantra," 
says  Salzberg. 

Deloitte  is  certainly  cross-selling 
vigorously  these  days.  One  example: 
a  large  project  the  firm  did  for  test 
and  measurement  company  Agilent 
Technologies  in  2005  and  2006.  Agi- 
lent, then  a  $7  billion  hodgepodge  of 
businesses  Hewlett-Packard  Co.  had 
spun  off,  wanted  to  split  up.  It  eventu- 
ally sold  its  semiconductor  business 
to  private  equity  firm  Kohlberg  Kravis 
Roberts  (KKR)  and  spun  off  another 
business,  Verigy  Ltd.  Deloitte  was  the 
main  adviser  on  all  three  deals  and  put 
a  team  of  200  people  on  the  assign- 


The 

resurgence 
has  revived 
conflict-of- 
interest 
concerns 


ment.  Auditors  advised  on  how  to  set 
up  the  initial-public-offering  financials, 
consultants  helped  design  the  proper 
supply  chain  for  a  smaller  Verigy,  and 
tax  strategists  worked  to  lower  the  tax 
bill  for  the  remaining  Agilent  business. 
In  the  course  of  the  work,  Deloitte  en- 
countered just  one  independence  issue. 
The  firm  had  been  running  some  of  the 
systems  KKR  was  buying,  and  since 
Deloitte  audits  the  private  equity  giant, 
it  had  to  offload  those  duties  before 
the  deal  closed.  Other  than  that,  says 
Agilent  CFO  Adrian  Dillon,  there  was 
"never  an  issue."  Other  big  consult- 
ing clients  include  biotech  giant  Gen- 
zyme  Corp.,  insurer  Aetna  Inc.,  and  the 
Homeland  Security  Dept. 

SYSTEM  CHECKS 

TO  MANAGE  POTENTIAL  conflicts,  De- 
loitte has  a  firm-wide  training  program 
for  all  professionals.  And  everyone  has 
to  attest  each  year,  around  the  time 
of  their  birthday,  that  they  have  not 
provided  forbidden  services.  The  firm 
has  changed  its  accounting  system  as 
well.  It  won't  allow  someone  to  start 
a  project  at  all  without  first  certifying 
that  the  lead  partner  at  that  company 
has  O.K.'d  it.  The  lead  partner  is  pivotal 
because  he  or  she  knows  all  the  busi- 
ness the  firm  is  doing  with 
the  client  and  is  in  the  best 
position  to  flag  potential 
issues.  Additionally,  De- 
loitte has  created  a  team 
that  randomly  audits  its 
own  engagements  to  en- 
sure compliance.  Thanks 
to  Sarbanes-Oxley,  the 
services  with  the  clearest 
potential  for  conflict  have 
been  outlawed.  To  make 
it  easier  for  auditors  to 
insulate  themselves  from 
business  pressures,  Deloitte  no  longer 
calculates  the  individual  profitability  of 
its  audits  or  consulting  services. 

It's  not  easy  to  know  for  certain 
how  well  these  systems  are  working. 
The  Public  Company  Accounting  Over- 
sight Board  (PCAOB),  created  by  the 
Sarbanes-Oxley  Act  to  monitor  audit 
quality,  does  check  whether  auditors 
are  providing  any  of  the  10  prohibited 
services.  But  the  PCAOB  does  not  pub- 
licly disclose  its  findings.  At  Deloitte, 
issues  raised  by  the  board  have  been 
easily  addressed,  Salzberg  says,  and  the 
firm  has  yet  to  lose  a  single  client  over 
an  independence  issue.  To  the  contrary, 
its  list  of  clients  only  seems  to  be  grow- 
ing longer.  ■ 
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Pedal  to  the  Metal 
At  Porsche 

It  boasts  the  speediest  growth  in  the  industry. 
Will  its  new  coupe  be  another  coup? 


BY  GAIL  EDMONDSON 

AUTO  BUFFS  WORLD- 
wide  would  kill  to  get 
behind  the  wheel  of  the 
kind  of  car  Wendelin 
Wiedeking  drives,  but 
the  Porsche  chief  exec- 
utive is  happy  to  spend 
his  weekends  rumbling  around  pota- 
to fields  on  his  tractor.  Maybe  he  likes 
the  bumpy  ride  because  things  go  so 
smoothly  at  his  day  job. 

Fueled  by  a  string  of  hits,  Porsche  has 
become  the  world's  most  profitable  auto- 
maker. For  the  fiscal  year  ended  July  31, 
analysts  expect  net  profit  of  $2  billion,  up 
33%,  and  an  operating  margin  of  19.8%— 
double  Toyota's  level.  With  soaring  demand 
in  developing  countries,  plus  strong  sales 
in  established  markets,  Porsche's  revenues 
could  double  by  2012,  to  $21.3  billion— the 
speediest  growth  in  the  industry— broker- 
age Morgan  Stanley  predicts. 

Wiedeking's  emphasis  on  churning 
out  high-performance  cars  that  are  as 
durable  as  Japanese  sedans  is  a  key  fac- 
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tor  in  Porsche's  success.  To  revive  the 
near-bankrupt  company  when  he  took 
over  in  1993,  Wiedeking  dispatched  his 
engineers  to  Japan  to  study  Toyota  Motor 
Corp.'s  manufacturing  processes,  and  it 
paid  off  with  dramatic  improvements  in 
quality  and  cost.  For  the 
past  two  years  the  brand 
has  ranked  No.l  in  J.D. 
Power  &  Associates  Inc.'s 
survey  of  initial  quality 
(based  on  problems  in  the 
first  three  months  of  own- 
ership). And  this  year  the 
flagship  911  coupe  had  just 
69  problems  per  100  cars— 
the  best  in  the  industry. 

Wiedeking,  meanwhile, 
has  maintained  a  Japanese- 
like grip  on  costs.  A  key 
strategy  has  been  teaming  up  with  other 
companies  on  research  and  development, 
helping  Porsche  boost  innovation  on  the 
cheap.  "Porsche  has  the  performance  of  an 
exotic  [car]  but  the  reliability  of  a  Honda," 
says  John  Casesa,  managing  partner  of  auto 


The  flawed 
Cayenne 
dinged  the 
company's 
reputation 
for  quality 


PANAMERA  An  artist's    consultancy  Casei 
rendering  of  the  new      sa  sh    ^  Q 
model  based  on  ■    XT    \r   , 

recent  spy  photos  m  New  York. 

Hnna  Naysayers  havi 

long  predicte< 
that  Porsche  was  too  small  to  survive  or 
its  own.  Few  would  argue  that  now.  Lasi 
year  the  cash-rich  sports  car  maker  too- 
a  controlling  stake  in  Volkswagen,  th' 
world's  fourth-largest  auto  manufacture! 
The  goal:  to  ensure  access  to  Volkswagen' 
development  resources  and  electronics  e? 
pertise,  keeping  costs  down  and  profif 
chugging  at  Porsche.  But  overseeing  a, 
empire  that  stretches  from  $120,000  spol 
coupes  to  $12,000  subcompacts  is  a  nej 
challenge  for  Wiedeking.  And  launching  J 
fourth  model  line  at  Porsche  will  make  th; 
job  even  tougher. 

WARY  OF  GLITCHES 

IN  2009,  PORSCHE  plans  to  introducet 
four-door  coupe  called  the  Panamera.  Tl 
last  time  Porsche  added  a  model— the  Ca; 
enne  SUV  in  2003— its  reputation  for  qua 
ity  took  a  hit.  The  Cayenne  shares  pan 
and  technology  with  VW's  Touareg,  an 
the  bodies  of  both  are  produced  at  a  Volti 
wagen  plant  in  Slovakia.  Early  versions 
the  car  were  riddled  with  defects,  plungb 
Porsche  to  No.  29  in  J.D.  Power's  20. 
survey  of  reliability  over  three  years— wj 
below  its  traditional  level.  "The  [20C( 
Cayenne  single-handedly  drags  Porsci 
down  below  average,"  says  Joe  Ivers, 
ecutive  director  of  quality  at  J.D.  Power. 
The  SUV  suffered  from  wind  noise,  p( 
radio  reception,  glitches  in  its  door  loo 
and  keyless  entry  system,  and  condenr 
tion  in  the  headlights.  But  Porsche  quid 
made  some  design  tweaks  and  worl 
with  suppliers  to  resolve  those  issues.  C 
enne  buyers  this  year  reported  125  pr>' 
lems  per  100  vehicles  in  J.D.  Power's  ini 
quality  survey,  down  fr> 
233  per  100  in  2004. 

So  Porsche  is  keen* 
avoid     similar     proble 
with  the  Panamera.  Wl 
the  coupe's  low-slung  b  | 
will  be  manufactured1 
VW,  the  car  is  being  de  | 
oped  mainly  in-house 
will  use  an  engine  aire) 
put  through  its  paces 
the  Cayenne.  And  Porsc 
dealers  and  engineers  i 
communicate  daily  all 
quality,  keeping  a  close  eye  on  even 
nor  problems,  says  Peter  Schwartzenl 
er,  CEO  of  Porsche  Cars  North  Ame 
"We  learned  a  lot  of  lessons  from 
Cayenne,"  says  Schwartzenbauer, 
we  learned  them  very  quickly."  ■ 
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SciTech  Food  Safety 


The  Big  Problem 
With  Big  Fish 

Feeble  inspections  make  it  easy  for  importers 
to  slip  through  high-mercury  seafood 


BY  JOHN  CAREY 

ATING  FISH  IS  GOOD  FOR 
you,  as  numerous  studies 
confirm.  But  there  are  cer- 
tain fish,  such  as  swordfish 
and  shark,  that  you  might 
want  to  eat  sparingly.  Large 
fish  belonging  to  these  spe- 
cies often  contain  high  levels  of  mercury, 
a  neurotoxin,  and  regulatory  agencies  are 
ng  a  poor  job  of  keeping  such  speci- 
mens off  of  Americans'  dinner  plates. 
That  criticism  has  been  voiced  by  some 
of  the  government's  own  scientists,  who 
believe  the  system  for  inspecting  imports 
of  fish  is  weak  and  can  be  easily  circum- 
vented by  savvy  importers. 

The  U.S.  imports  about  15  million 
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THE  STAT 


pounds  of  swordfish  a  year,  caught  by 
fishermen  from  Chile,  Australia,  Costa 
Rica,  and  two  dozen  other  countries.  The 
hundreds  of  importers  get  about  $52 
million  per  year  from  their  haul.  Retail- 
ers and  chefs  get  a  lot  more:  Steaks  now 
go  for  $16.99  per 
pound  at  a  local  Gi- 
ant supermarket. 

But  while  sword- 
fish  is  a  premium 
delicacy,  it  is  also 
a  long-lived  preda- 
tor. As  it  dines  on 
smaller  fish,  it  ab- 
sorbs tiny  amounts 

Of   merCUry    (from  Data:  Food  &  Drug  Administration 

natural  and  man- 


5  ,  .  made    sources 
Regulatory  holes  let      and    ±e    mJ 

toxin-laced  predator  ,     ,, 

fish  through  gradually   acci 

IH|H^HaB  nnilates    in    th 

swordfish's  flesl 

When  eaten,  th 

mercury  can  harm  the  developing  brair 

of  human  fetuses  and  children.  The  Foo 

6  Drug  Administration  sets  a  limit  of  or 
part  per  million  (1  ppm)  in  fish. 

When  the  FDA  tested  swordfish  shi| 
ments  in  1986,  the  agency  found  ha; 
the  samples  from  64  different  importe: 
were  over  the  limit.  It  subsequently  ruk- 
that  imports  of  swordfish  or  shark  mu 
automatically  be  detained  when  they  a. 
rive  in  U.S.  ports.  Before  the  shipmen' 
are  allowed  in,  importers  must  pro 
mercury  levels  are  under  the  threshold 

To  get  the  fish  cleared  by  the  FD 
however,  importers  simply  have  to  she 
that  five  samples  of  fish  are  under  tl: 
limit.  The  importer  gets  to  pick  the  1; 
to  do  that  analysis.  It  can  also  choo> 
the  actual  fish  for  testing.  That  enablt 
importers  to  game  the  system,  arg^ 
the  FDA's  own  scientists.  "The  gamli 
by  people  who  ship  fish  here  is  that  thr 
take  the  shipments  with  real  small  fin 
and  do  their  analysis,"  explains  one  ss 
entist.  "The  younger  and  the  smaller  tl 
fish,  the  less  mercury  it  contains."  Sirt 
those  fish  pass  the  test,  "they  get  off  jj 
tomatic  detention,"  he  says.  From  thr 
on,  their  shipments  sail  through.  "Pr;r 
tically  speaking,  there  is  no  surveillai! 
anymore,"  says  the  scientist. 

The  FDA  now  has  a  list  of  382  impc 
ers  whose  shipments  are  exempt  fr< 
automatic  detention.  The  result  of  tl 
inadequate  inspection,  according  to  c. 
ics,  is  that  half  or  more  of  the  swordl 
and  shark  that  reach  the  market  are  o 
the  1  ppm  limit.  Those  fish  "should  the 
fore  be  discarded,  but  they  are  not,"  s 
epidemiologist  Dr.  Philippe  Grandjeai 
the  Harvard  School  of  Public  Health, 
expert  on  mercury's  effects,  in  an  e-m 

Investigators  from  the  House  Ene^ 
&  Commerce  Committee  have  loo! 
into  the  problem.  "A  substantial  t 
tion  of  all  large  fish  are  coming  in  c 


382 


The  number  of  fish 
importers  who  are 
not  required  to 
submit  to  inspectioi 
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the  safety  threshold,"  concludes  one 
congressional  investigator.  And  in  Cal- 
ifornia, the  Attorney  General's  office 
has  sued  a  number  of  restaurants  and 
grocery  stores  to  get  warnings  about 
mercury  in  fish  posted.  "No  one  should 
be  eating  fish  that  are  over  the  1  ppm 
limit,"  says  Edward  Weil,  Supervising 
Deputy  Attorney  General. 

The  Boston-based  restaurant  chain 
Legal  Sea  Foods  is  one  business  that  has 
sought  to  allay  concerns  by  doing  its  own 
testing.  Its  lab  has  found  swordfish  with 
mercury  levels  up  to  7  ppm.  "If  it  comes 
in  above  the  limit,  we  send  it  back,"  says 
Legal  President  Roger  S.  Berkowitz. 

The  FDA  was  unable  to  comment  in 
time  for  BusinessWeek's  deadline.  But 
the  agency  clearly  sees  a  problem:  It 
advises  women  of  childbearing  age  and 

children  to 
eat  no  shark, 
swordfish, 
king  macker- 
el, or  tilefish. 
The  word 
may  not  be 
getting  out, 
though.  A  re- 
cent study  by 
the  New  York 
SayS  ail  city  Health 

Dept.  shows 
one-quarter 
of  adult  New 
Yorkers  with 
worrisome  blood  mercury  levels.  These 
measurements  rise  with  affluence:  High- 
er-income New  Yorkers  eat  more  seafood, 
and  more  expensive  types  like  swordfish, 
than  those  with  lower  incomes. 

The  fish  industry  disputes  the  notion 
that  importers  circumvent  the  inspec- 
tion system.  It's  not  that  easy,  fishing 
companies  argue,  because  the  FDA  must 
approve  importers'  sampling  plans.  Be- 
sides, says  John  Connelly,  president  of 
the  National  Fisheries  Institute,  the  cur- 
rent threshold  includes  a  wide  margin 
of  safety.  "Increasing  fish  consumption 
is  the  most  important  thing  people  can 
do  for  their  health,"  he  says. 

But  others  say  the  limit  may  be  too 
high.  For  people  to  eat  fish  safely  twice 
a  week,  average  mercury  concentra- 
tions should  be  only  0.2  ppm,  Harvard's 
Grandjean  figures.  His  advice?  "Eat  fish 
frequendy,  but  select  small  species  that 
are  low  in  the  food  chain  and  caught  in 
unpolluted  waters,"  he  says.  Low-mer- 
cury fish  include  tilapia,  catfish,  trout, 
and  flounder.  Most  are  cheaper  than 
swordfish,  so  that  can  be  good  for  your 
wallet  as  well  as  your  brain  cells.  ■ 


'Large  fish 
are  coming 
in  over 
the  safety 
threshold,5 

an 
investigator 


Processing  Away 
The  Pain 

Health-care  innovations  are  coming  from 
an  unexpected  source:  Texas  Instruments 
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BRIAN  BURNSED 

BUNGLASSES  THAT  GIVE 
some  sight  to  the  blind. 
Pacemaker-like       devic- 
es that  block  intractable 
pain.  These  wonders  are 
possible    because    chip- 
makers  such  as  Texas  In- 
iments  have  identified  an  important 
/  growth  area:  high-tech  medicine. 
5eth  McDonald's  story  shows  how 
development  can  change  patients' 
s.  Almost  20  years  ago  she  fell  and 
laged  the  nerves  in  her  left  leg.  The 
iry  left  her  with  chronic  pain  so  severe 
:  she  spent  17  years  in  a  wheelchair, 
lerwent  28  surgeries,  and  finally  had 
leg  amputated.  Then,  in  late  2005, 
doctor  told  her  about  spinal  cord 
lulation,  a  new  treatment  for  chronic 
l.  He  implanted  a  tape-measure-size 
ice  called  the  Eon,  from  Advanced 
iromodulation  Systems  Inc.,  in  her 
er  back.  Designed  around  an  ultra- 
-power  TI  microprocessor,  this  pace- 
cer  for  the  spinal  cord  emits  mild 
trical  pulses  that  mask  the  nervous 
em's  pain  messages.  McDonald,  41, 
walks  comfortably  with  a  prosthetic 
and  recently  climbed  219  steps  to 
summit  of  Florida's  St.  Augustine 
tthouse.  "I've  gotten  to  play  with  my 
ghter  on  the  playground,  which  is 
ething  I've  never  done,"  she  says.  "It 
gs  me  to  tears." 

l  the  race  to  aid  desperate  patients 
McDonald,  TI  has  plenty  of  competi- 
.  While  the  Piano  (Tex.)  company  is 
sing  on  high-speed  chips  that  use 


leNew 
licon  Frontier 

ing  sluggish  demand  in 
cell-phone  market,  Texas 
Tuments  is  helping  to  develop 
t-generation  medical  products 
ig  its  high-speed  chips: 


less  power,  like  the  processor  in  the  Eon 
implant,  rival  Intel  Corp.  is  develop- 
ing networks  of  sensors  that  will  help 
doctors  monitor  elderly  and  disabled 
patients.  IBM  and  Dutch  consumer  prod- 
ucts company  Philips  Electronics  are  also 
expanding  their  medical  offerings,  all  of 
which  rely  on  advanced  chips.  As  a  result, 
the  market  for  medical  semiconductors  is 
growing  at  a  brisk  12%  a  year,  says  Reno 
(Nev.)  market  researcher  Databeans  Inc., 
and  could  hit  $4.6  billion  in  2012,  up 
from  $2.4  billion  last  year.  In  contrast, 
the  overall  chip  market  grew  just  2.1% 
in  the  first  half  of  2007,  according  to  the 
Semiconductor  Industry  Assn. 

Decades  of  innovation  have  made  TI  a 
bellwether  among  chipmakers.  Its  signal- 
processing  breakthroughs  helped  make 
music  and  images  ubiquitous  on  the  Net. 
It  was  also  instrumental  in  shrinking 
bulky  1990s-era  cell  phones  into  today's 
slim  handsets.  And  while  Tl's  medical 
business  made  up  a  tiny  $200  million 
slice  of  its  $14.3  billion  in  revenues  last 
year,  executives  see  enormous  potential. 
"When  you  start  talking  about  prolonging 
life,  these  [projects]  are  really  high-value 
activities,"  says  Ron  Slaymaker,  vice-pres- 
ident for  investor  relations. 

One  way  to  expand  the  business  is 


to  invest  directly  in  startups.  Recently, 
TI  partnered  with  InCube  Labs  Inc., 
which  developed  a  gastric  pacemaker 
that  uses  faint  electric  shocks  to  dull 
hunger  pangs,  helping  morbidly  obese 
patients  lose  weight.  TI  built  the  power- 
sipping  circuits  that  generate  pulses  at 
just  the  right  frequency  without  draining 
the  battery,  so  parts  don't  have  to  be  re- 
placed as  often. 

TI  strategists  are  also  following  the 
time-tested  route  of  miniaturization.  The 
company  markets  chips  to  companies 
trying  to  shrink  existing  medical  equip- 
ment—from blood  glucose  monitors  to 
electrocardiograph  machines— so  they 
can  be  used  by  consumers  to  monitor 
their  health  at  home.  "The  hospital  is 
the  most  expensive  hotel  you  can  check 
into.  Don't  go  there,"  says  Doug  Rasor, 
Tl's  vice-president  for  emerging  medi- 
cal technologies.  With  Tl's  assistance, 
General  Electric  Co.  recently  shrank  its 
ultrasound  machines  to  something  re- 
sembling a  laptop  computer,  so  that  ex- 
pectant mothers  can  observe  their  babies 
in  the  comfort  of  their  own  living  rooms. 

On  medicine's  far  frontier,  TI  is  col- 
laborating with  scientists  at  the  Univer- 
sity of  Southern  California  and  a  startup 
called  Second  Sight  Inc.  to  mitigate  dis- 
ease-related blindness.  They  have  cre- 
ated a  retinal  implant  that  translates 
camera  images  into  neural  impulses  that 
a  blind  person  perceives  as  dark  and 
light  patches.  Over  time,  patients  learn  to 
interpret  these  patterns  as  objects,  giving 
them  some  ability  to  navigate  by  sight,  if 
not  actually  to  see. 

The  team  has  tested  its  retinal  system, 
the  Argus  16,  on  six  subjects.  One  of 
them  is  Terry  Byland,  who  has  been  blind 
for  14  years.  Since  receiving  the  Argus  in 
2004,  his  vision  has  improved  steadily 
as  his  brain  progressively  adapts  to  the 
digital  images  it  receives  via  a  TI  micro- 
processor from  a  video  camera  that  sits 
on  his  glasses.  Byland  has  an  18-year-old 
son,  whom  he  hasn't  seen  since  the  boy 
was  5.  "Now  I  can  see  his  shadow  mov- 
ing in  front  of  me,"  he  says.  ■ 
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HOW  IT  WORKS 


A  camera  mounted  on  sunglasses  sends 
video  images  to  a  wireless  receiver,  which 
relays  them  to  the  patient's  retina. 


Implanted  in  the  lower  back,  Eon  sends 
electrical  signals  through  leads  running  up 
along  the  spinal  cord. 


Reduces  a  400-lb.  ultrasound  machine  to 
the  size  of  a  laptop  computer. 


BENEFITS 


Using  the  Argus  16,  blind  people  see  basic  images  in 
shades  of  black,  white,  and  gray,  and  can  differentiate, 
say,  a  plate  from  a  glass  or  a  fork. 


The  electrical  pulses  block  nerve  cells'  ability  to  transmit 
pain  signals  to  the  brain.  A  remote-control  device  enables 
the  patient  to  manage  the  intensity  of  the  pulses. 


Can  be  shipped  easily  to  operating  rooms  around  the  world 
or  used  in  a  patient's  own  home. 
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Marketing  I  Autos 


Saturn  Comes  Back 
Down  to  Earth 

After  sporty  new  ads  fell  flat  with  buyers,  GM's 
no-nonsense  offshoot  is  stressing  the  basics 


BY  DAVID  WELCH 

HE  CONVENTIONAL  Wis- 
dom at  General  Motors 
Corp.  used  to  be  that  its 
beloved  but  struggling 
Saturn  brand  only  needed 
a  few  decent  new  cars, 
and  the  customers  would 
come.  Last  October,  as  GM  prepared 
to  launch  its  Aura  sedan  and  Outlook 
SUV— both  critically  acclaimed  in  the  au- 
tomotive press— the  company  rolled  out 
ads  showing  how  well  the  sedan  drove. 
One  TV  spot  featured  the  Aura  gliding 
through  hairpin  turns. 

Then,  two  weeks  into  the  campaign, 
Saturn  yanked  the  ads.  Internal  surveys 
had  shown  that  the  BMW-like  imagery 
wasn't  resonating  with  buyers.  After  all, 
Saturn  fans  have  long  cared  less  about 
horsepower  and  handling  than  about 
the  haggle-free  selling  and  friendly 
service  that  the  brand  always  stood  for. 
"The  emotional  connection  with  Sat- 
urn is  security  and  trust,"  says  Daniel 
Gorrell,  president  of  AutoStrategem, 
a  marketing  consultancy  in  Tustin, 
Calif.  "You  can't  suddenly  say  it's  about 
excitement." 

Consider  it  a  lesson  learned.  Now 
Saturn  has  two  big  challenges.  It  has  to 
overcome  a  reputation  for  offering  only 
cheap  compact  cars.  The  Aura,  for  all 
the  plaudits  it  has  won,  sells  at  one-sixth 
the  rate  of  the  Camry,  its  rival  at  Toyota 
Motor  Corp.  And  Saturn  has  to  convince 
buyers  that  it  remains  true  to  its  origi- 
nal "different  kind  of  company"  motto. 
"We're  peeling  back  the  onion  to  see 
what's  core  to  our  brand,"  says  Saturn 
general  manager  Jill  A.  Lajdziak. 

Like  many  companies,  Saturn  lost 
touch  with  its  original  vision.  When 
sales  tanked  in  the  late  1990s,  Saturn 
and  its  ad  agency,  Goodby,  Silverstein 
&  Partners,  tried  several  new  market- 
ing ploys.  The  "People  First"  campaign 
showed  how  the  cars  were  designed 
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around  passengers.  Last  year,  GM  fo- 
cused on  the  performance  of  the  cars, 
some  engineered  with  German  sister 
company  Opel. 

When   none   of  that  worked,   Sat- 
urn fired  the  agency  in  January.  Eric 
Hirshberg,  the  chief  creative  officer  of 
the  automaker's  new  ad 
agency,  Deutsche/LA,  saw 
a    simple    solution:    "We 
needed  to  go  back  to  the 
original   philosophy,  just 
with  a  different  tone." 

Saturn's  new  "Rethink" 
campaign  is  Deutsche's  an- 
swer. One  TV  ad  shows  a 
bodybuilder,  then  flashes  to 
the  wiry  cycling  champion 
Lance  Armstrong.  "Rethink 
strength"  is  the  message.  The  spot  ends 


with  shots  of  the  new  models  and  exhorts 
consumers  to  "Rethink  American."  Back 
in  the  day,  Saturn  managed  to  get  con- 
sumers to  take  a  second  look  at  GM  com- 
pacts amid  a  sea  of  pint-size  Japanese 
imports.  Now  it's  trying  to  get  drivers  to 


think  about  American  cars,  period. 

Saturn  dealers  are  largely  responsir. 
for  maintaining  the  brand's  reputa 
for  customer  service.  (Yes,  they  still  h 
parties  for  new  customers.)  But 
needed  to  come  up  with  new  tactics 
do  so.  Saturn  didn't  want  to  reinvi 
the  wheel:  It  looked  to  other  compa: 
for  ideas.  Taking  a  cue  from  Toyot; 
hip  Scion  brand,  Saturn  built  a  cl 
room  staffed  24/7  by  product  geeks  w 
answer  queries  from  prospective  bi 
ers.  Inspired  by  the  Pepsi  Challenge 
the  1980s,  Saturn  persuaded  dealers 
let  potential  buyers  test-drive  a  Can 
or  Honda  Accord;  the  sell  doesn't  | 
much  softer  than  that.  And  as  part 
an  ongoing  refurbishment  of  its  stoi 
Saturn  borrowed  Apple's  "genius  b; 
concept,  installing  a  birch-wood 
where  customers  can  belly  up  and 
the  lowdown  on  the  cars. 

Lajdziak    says    that    since    Satflj 
launched  "Rethink"  and  I 

TTlf*  Vu*Q nH'c     test  drives,  Web  traffic  is « 
1  lie  Ul  dllU  3     50%)  t0  L5  miHion  visitor 

flin  S  C3TG  month.  Auto  shopping  W » 

site  Edmunds.com  says 
port  buyers  are  at  least  c< 
sidering  a  Saturn.  Still, 
company  will  probably 
roughly  260,000  cars  1 
year,  up  from  last  year 
26,000  fewer  than  its  prj 
in  1994,  when  it  had 
one  model.  Lajdziak  acknowledges  s ' 


i 


more  about 
service  than 
horsepower 


challenge,  but  notes  that  "it's  a  enr  & 
to  our  [customer  service]  that  '<  A 
brand  has  been  left  standing."  ■     '  it 

I  Sir 

imf(HH5Sff8WBH!ni  ONLINE:  For  a  preview  c   ■ 
UUttUiaMiUiUMHUI  Saturn's  dealership  rede  •'  ' 
visit  businessweek.com/extras 


ledia  Handhelds 


flaking  Digital  Books 
ito  Page  Turners 

spite  tepid  response  to  its  Reader,  Sony  sees 
tential  in  the  market— and  Amazon  may  agree 

L 


ENNA  GOUDREAU 

W  Jg   EARLY  10  MONTHS  AF- 

^L      BM  ter  its  debut,  the  Sony 

^k   II  Reader  is  hardly  a  game 

V  W^m  I  changer.  Reviews  of  the 

^B         I  tiny    handheld     book- 

^         reading     device     have 

^  I  been  tepid  at  best,  and 

Corp.  has  consistently  declined  to 
be  sales  figures,  which  just  might  tell 
something.  But  Sony  isn't  backing 

In  fact,  as  speculation  continues 
ablishing  circles  that  book  e-tailing 
It  Amazon.com  is  planning  to  come 
jvith  its  own  portable  reader,  Sony  is 
thing  a  number  of  initiatives  to  give 
eader  more  sizzle. 

le  market  for  digital  books  is  na- 
t,  and  Sony,  despite  the  Reader's 
than-splashy  debut,  still  sees  its  po- 
;al,  believing  people  will  eventually 
a  to  reading  on  a  flat  screen  every- 
;  from  books  to  the  magazine  you're 
ing  now.  The  half-inch-thick  Sony 
ter,  which  can  store  about  80  elec- 
c  books,  allows  readers  to  flip  pages 
idjust  the  type  size.  It  sells 
ibout  $300,  and  digital 

downloads  range  from 
$20  apiece. 


#«•«■! 


ie 


Reader,  however,  has 
rawn  the  wows  that,  say, 
v  version  of  the  iPod  can 
licit.  Many  users  say  they 
nhappy  with  the  interface 
many  buttons  and  not 
tive)  and  complain  that 
s  for  the  Reader  can  only 
irehased  at  Sony's  online  ^^^™ 
e,  Connect.  Less  than  a 
of  the  tides  on  the  shelves  of  your 
ge  Barnes  &  Noble  or  Borders  are 
ble  at  Connect.  Lisa  Phillips,  a  vice- 
dent  at  Random  House  Direct  who 
red  her  Sony  Reader  as  a  gift  last 
mber,  is  turned  off  by  Sony's  closed 
m.  "An  open  format  where  you 


Some 
users  are 
turned  off 
bv  Sony's 
closed 
format 


could  go  to  different  places 
and  not  just  use  their  system 
would  be  helpful,"  she  says. 

Sony  hears  you,  Lisa.  It's 
now  planning  to  adopt  e- 
book  software  from  Adobe 
Systems  that  will  provide 
the  Reader  with  a  format  to 
download  books  from  out- 
lets other  than  Connect,  even 
libraries  that  lend  e-books. 
Sony  is  also  expanding  where 
the  Reader  is  sold.  Available 
initially  at  just  Borders  and  its  own 
Sony  stores  and  Web  site,  the  Reader 
recently  hit  the  shelves  at  CompUSA 
and  Best  Buy.  But  even  with  the  broad- 
er distribution,  getting  a  sense  of  how 
well  the  Reader  is  selling  is  nearly 
impossible.  "If  [Sony]  were  selling  mil- 


lions, they  would  be  boasting  the  num- 
bers," said  Evan  Wilson,  an  analyst 
with  Pacific  Crest  Securities  who  covers 
Sony.  "Consumers  have  proven  time 
and  again  that  they  would  prefer  to  buy 
and  keep  physical  books."  Osric  Bur- 
rowes,  an  inventory  manager  for  a  Bor- 
ders store  in  midtown  Manhattan,  said 
that  he  was  "very  happy"  with  Reader 
sales,  though  on  average  the  store  sells 
just  five  a  month. 

TARGETING  TRAVELERS 

TO  STOKE  SALES,  Sony  has  knocked 
$50  off  its  original  price  for  the  Reader 
and  rolled  out  a  new  print  ad  campaign 
in  publications  such  as  The 
New  York  Times,  USA  Today, 
and  Vanity  Fair.  As  part  of 
this  marketing  push,  Sony 
is  offering  new  buyers,  who 
are  also  registered  Connect 
users,  credit  for  100  free 
classic  titles,  such  as  Great 
Expectations  and  Moby- 
Dick.  "In  terms  of  timing, 
with  people  going  back  to 
school,  there  is  a  lot  of  in- 
terest in  classic  literature," 
said  Jim  Malcolm,  director 
of  marketing  for  Sony  Elec- 
tronics. "It  gives  people  an 
incentive  to  buy." 

What's  more,  the  Sony 
marketing  team  is  gear- 
ing up  to  switch  from  a 
broad-based  campaign  to 
targeting  frequent  travelers. 
Because  the  Reader  holds 
multiple  books,  Microsoft 
\  Word  documents,  and  PDFs 

compressed  into  a  manage- 
able nine  ounces,  Sony  says 
that  a  commuter  or  busi- 
ness traveler  would  be  most  interested 
in  the  device.  Ads  are  appearing  now  in 
airports  and  train  stations  in  New  York, 
Boston,  Chicago,  Los  Angeles,  and  San 
Francisco.  But  this  also  means  a  major 
cutback  in  geographic  reach.  Says  Mal- 
colm: "What  we're  doing  right  now  is 
being  a  lot  more  targeted." 

Sony  will  need  to  gain  some  kind 
of  traction  with  Readers,  especially  if 
Amazon,  which  bought  e-book  service 
mobipocket.com  two  years  ago,  moves 
forward  with  its  own  reader.  An  Amazon 
spokesman  declined  to  comment.  Sony 
knows  all  too  well  that  with  any  first- 
generation  product,  valuable  lessons  are 
learned.  But  in  this  case,  it  may  be  that 
all  the  marketing  in  the  world  won't  help 
sway  book  lovers  if  they  are  just  not  ready 
to  curl  up  with  a  hard  plastic  screen.  ■ 
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On  the  Road  to 

A  Low-Carbon  Future 


■■■If 

Plus  leaders  ; 
you  meet  on  the  way 


■  ■At  the  imaginary  intersection  of  Climate 
Boulevard  and  Energy  Security  Avenue  is  the  Center 
for  Green  Transportation  Opportunities,  a  place  where 
the  needs  of  our  country  and  our  planet  intersect' 
and  money  can  be  made.  Our  transport  fleets  are  the 
mechanical  beasts  of  burden  that  no  modern  society 
can  exist  without.  Whether  commuting  to  work  or 
taking  the  kids  to  soccer  practice,  liquid  fuels  are 
essential  for  our  way  of  life  and  commerce. 

But  there  is  no  free  lunch.  Engines  need  fuel,  and  fuel 
carries  geopolitical  and  environmental  costs.  The  market 
is  immense:  There  are  more  than  235  million  motor 
vehicles  on  the  road  in  the  U.S.  today,  including  cars,  trucks, 
buses,  big  rigs,  and  motorcycles.  Nearly  26,000  trains 
operate  on  America's  1 20,000  miles  of  railroads.  According 
to  the  Federal  Aviation  Administration,  7,626  aircraft  fly 
our  skies,  requiring  20  billion  gallons  of  jet  fuel  a  year. 
Purely  fossil-based  transportation  fuels  generate  28%  of 
our  greenhouse  gas  (GHG)  emissions.  Globally,  the  Interna- 
tional Energy  Agency  predicts  that  the  transportation  sector 
will  contribute  22%  of  GHG  emissions  by  2020. 

Since  2001 ,  discussion  has  intensified  about  alternatives 
to  the  current  fuel  and  drive-train  system.  "The  future  is 
not  one  fuel.  It  is  a  panoply  of  fuels — in  different  applica- 
tions, in  different  parts  of  the  country  where  it  makes  the 
most  sense  to  use  each  fuel,"  says  Richard  R.  Kolodziej, 


president  of  NGVAmerica,  in  Washington,  D.C.  Options 
range  from  corn  ethanol  to  biobutanol,  biodiesel  to  hydrcfjf 
gen  fuel  cells,  and  electric  hybrid  technologies  (including 
plug-ins)  to  ultra-low-sulfur  diesel.  "We're  going  to  see 
alternative  engine  designs,  engineered  fuels,  and  more  P 
fuel  choices  coming  on  line,"  says  Philip  New,  president 
BP  Biofuels,  a  division  of  global  energy  giant  BR 
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Options  Galore 

The  excitement  surrounding  renewable  fuels  has  been 
brewing  for  more  than  30  years  in  the  U.S.  and  Brazil.  Aboi 
half  the  gasoline  in  the  U.S.  today  is  blended  with 
ethanol,  the  nation's  most  rapidly  growing  fuel.  The  blem  i 
is  most  common  at  the  10%  level,  but  blends  of  up  to 
85%,  otherwise  known  as  E85,  are  becoming  more  comm 
at  the  retail  level.  Availability  has  grown  from  400  fueling 
stations  in  2005  to  more  than  1 ,200  in  the  U.S.  today. 
About  95%  of  U.S.  ethanol  eomes  from  corn,  while  in 
Brazil  sugar  cane  is  used.  More  than  6  billion  gallons  of 
ethanol  will  be  produced  in  the  U.S.  in  2007,  and  continue 
federal  incentives  are  luring  more  farmers,  distillers,  and  J 
distributors  into  the  market. 

Many  policy  makers,  environmentalists,  and  busines 
people  see  the  future  in  "cellulosic"  ethanol — a  fuel  that 
can  be  made  from  biomass,  including  plant  wastes  sucl 
as  straws  and  leaves,  paper  or  post-process  items  sucl 
as  shells  or  rinds,  or  fast-growing  plants  like  switchgras 
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nee  early  2006,  the  Department  of  Energy  has  awarded 
>00  million  to  pilot  projects.  While  fewer  than  50  demon- 
'ation  plants  exist  today,  many  more  are  expected  to  be 
lilt  in  the  years  to  come. 

In  addition,  diesel  fuel  has  long  been  the  poor  cousin 
gasoline  in  the  U.S.,  but  ultra-low-sulfur  diesel  (ULSD), 
itch  contains  less  than  5%  of  the  sulfur  of  conventional 
ssel,  was  mandated  by  law  in  the  U.S.  beginning  in  2006. 
jt  for  those  looking  to  leave  petroleum-based  fuels  in  the 
st,  diesel  engines  aren't  an  option,  unless  drivers  can 
oose  biodiesel,  one  of  the  fuels  that  Rudolf  Diesel  originally 
nsidered  for  his  engine — in  the  form  of  vegetable  oil. 

■ass,  Grease,  or  Flowers 

nether  called  grassolene,  greasegas,  or  flowerpower, 
)diesel  is  coming  on  strong.  It  can  be  manufactured 
country  from  vegetable  oils,  animal  fats,  or  recycled 
Uaurant  grease.  It  is  biodegradable  and  can  reduce 
licle  emissions  of  particulates,  carbon  monoxide,  and 
drocarbons.  The  biodiesel  market  is  growing  rapidly 
the  U.S.  Low-level  blends — known  as  B5 — can  be 
iployed  in  all  diesel  engines.  B20  can  also  be  used, 
)ugh  currently  in  fewer  makes.  Cars  that  run  on  B80 
lit  fewer  greenhouse  gases  than  hybrid  electric  vehicles. 

ie  future  is  not  one  fuel.  It  Is  a 
anoply  of  fuels -in  different 
^plications,  in  different  parts  of  the 
)untry  where  it  makes  the  most 
mse  to  use  each  fuel." 

Richard  R.  Kolodziej,  president  of  NGVAmerica 

little  of  the  fuel  was  produced  in  1997  that  it  is  hard 
find  reliable  statistics.  In  2005,  75  million  gallons  were 

■it  >duced,  most  from  soybean  oil.  Ten  years  ago,  no  public 
ling  stations  existed;  today  there  are  nearly  1 ,500. 
Innovative  to  many  in  the  energy  field  is  BP's  move 
/ard  biobutanol,  a  biogasoline  the  company  believes 
get  us  to  the  level  of  scale  we  need.  BP  and  DuPont 
working  together  to  create  a  iiquid,  bio-based  transpor- 
on  fuel  with  a  high  energy  density.  While  biobutanol  and 

jg  anol  are  produced  from  the  same  renewable  feedstock, 
butanol  is  nearly  as  efficient  as  gasoline.  "You're  going 
ee  biofuels  evolving,  using  biotechnology  to  make  more 

i)histicated  fuels  that  go  beyond  ethanol,"  says  BP's 
n.  With  the  future  development  of  cellulosic  technology, 

JC  jh  ethanol  and  biobutanol  will  be  produced  without 

hj  ance  upon  food-based  plants. 

Hydrogen  fuel  cells  may  be  a  long-term,  high-tech 
ire  transportation  option.  Vehicles  powered  by  hydrogen 
)  fuel  cells  to  convert  the  energy  in  hydrogen  into 
stricity.  The  fuel  cells  enable  an  electrochemical  reaction, 
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Amyris  Biotechnologies  Based  in  Emeryville,  Calif.,  this 
innovative  company  has  a  technology  platform  to  make 
renewable  cost-competitive  hydrocarbon  biofuels.  Its  products 
include  a  high-performance  and  scalable  bio-diesel;  a  bio- 
jet  with  significantly  lower  freezing  point  than  Jet  A;  and  a 
bio-gasoline  with  more  energy  content  than  ethanol. 

DEKA  This  Manchester,  N.H.,  company,  founded  by  inventor 
Dean  Kamen,  is  working  to  develop  Stirling  engines  for  use  in 
a  number  of  applications  including  electric  vehicles.  Stirlings 
can  use  virtually  any  fuel  source  to  produce  electricity.  These 
small,  clean,  quiet,  and  efficient  power  sources  are  attracting 
the  attention  of  alternative  vehicle  companies. 

DuPont  Dupont  is  leading  the  way  in  developing  and  applying 
biotechnology  to  the  challenges  of  materials  and  energy  and 
demonstrating  a  capacity  to  do  this  at  scale.  It  is  a  company 
that  is  willing  to  collaborate  with  others  to  find  answers,  as  it  has 
done  with  such  companies  as  BP,  Tate  and  Lyle,  and  Broin. 

IndyCar  Series  Racing  Beginning  with  the  2007  racing 
season,  all  cars  are  fueled  with  100%  fuel-grade  ethanol. 
As  an  early  proponent  of  renewable  fuels  and  an  innovation 
leader,  the  IndyCar  Series  is  the  only  major  racing  series  to 
take  this  position.  The  use  of  ethanol  to  power  the  cars  at 
more  than  200  MPH  has  showcased  the  fuel. 

The  State  of  Oregon  In  June  2007,  the  Oregon  Senate 
passed  a  renewable  fuels  standard  for  the  state  that  estab- 
lishes minimum  thresholds  for  in-state  ethanol  and  biodiesel 
(or  other  renewable  diesel)  production  and  consumer  tax 
credits  for  biofuel  use.  Currently,  about  1  million  gallons  of 
biofuels  are  produced  annually  in  Oregon. 

Range  Fuels  This  Broomfield,  Colo.,  company  is  working  to 
build  the  first  commercial  cellulosic  ethanol  plant  in  the  U.S. 
Recently  awarded  up  to  $76  million  by  the  U.S.  Department 
of  Energy,  Range  Fuels  is  developing  a  plant  that  will  produce 
ethanol  from  wood  chips  from  "unmerchantable"  Georgia  pine 
trees  and  forest  residues. 

Solena  Group  This  global  company,  based  in  Washington, 
D.C.,  created  a  triple-patented  application  of  plasma  technology 
called  plasma  gasification  vitrification.  This  process  produces 
much-needed  clean,  renewable  bio-energy  in  the  form  of 
bio-power  and  aviation  bio-fuel,  at  the  same  time  it  addresses 
the  complex  biomass  and  waste  management  needs  of 
industrial  society. 

The  companies  above  were  selected  by  independent  consultants 
and  the  Energy  Series  2007  Board  of  Advisors.  The  selection 
process  did  not  involve  BusinessWeek  editors  or  staff. 


producing  an  electrical  current  from  hydrogen  combining 
with  oxygen  within  the  cell.  Fuel  cells  power  many  small 
vehicles  today,  such  as  forklifts,  with  zero  tailpipe  emissions. 
If  hydrogen  is  made  from  renewable  resources  (giving  it  a 
low-carbon  lifecycle)  and  made  domestically,  it  is  a  very 
attractive  option,  but  the  complexity  of  production,  storage, 
distribution,  and  on-vehicle  use  means  that  commercial 
hydrogen  vehicles  may  not  be  available  in  large  numbers 
until  at  least  2020.  Hydrogen  advocates,  however,  like  to 


Investing 
in  energy 
options. 


BP  is  the  largest  investor  in  U.S.  energy  development.  In  fact, 
over  the  last  5  years,  we've  invested  more  than  $28  billion  in 
U.S.  energy  supplies,  which  includes  developing  low  carbon 
energy  solutions  from  solar,  wind,  hydrogen  and  natural  gas. 
It's  a  start. 
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BP  Biofuels 

Doing  the 
Right  Thing 
is  Good 
Business 


Global  energy  demand  seems 
insatiable,  but  relying  on  fossil  fue 
alone  to  feed  the  beast  would  be 
risky  plan.  Biofuels  have  a  critical 
role  to  play,  both  in  diversifying  th 
energy  mix  and  reducing  the  worl 
dependence  on  conventional  fuel: 
such  as  gasoline  and  diesel.  In  fa 
energy  experts  predict  that  biofue 
may  represent  as  much  as  30%  c 
the  planet's  transportation  fuels  b 
the  year  2030. 


' 


Ethanol  and  biodiesel  are  good  fii 
steps  in  this  shift,  but  they  are  no 
enough.  To  help  develop  the  nexl  ■ 
generation  of  biofuels,  BP  is  usin< 
leadership  in  the  energy  market  t 
drive  change. 

"We  are  confident  that  responsib 
rational,  and  progressive  players 
deliver  the  technology  and  marke 
mechanisms  necessary  to  suppc 
these  developments,"  says  Philip 
New,  president  of  BP  Biofuels.  "\ 
believe  that  firms  like  BP  have  a 
to  play." 


To  support  this  goal,  BP  is  partn> 
with  DuPont  to  facilitate  the  intrc 
tiorhof  next-generation  biofuels  ii 
gasoline.  The  first,  biobutanol,  oi 
several  advantages.  It  can  be  ea 
added  to  conventional  gasoline, 
employs  the  existing  supply  infre 
structure,  and  can  be  blended  a 
higher  concentrations  than  ethai 
for  use  in  standard  vehicle  engin 
without  compromising  fuel  econ 
Additionally,  biobutanol  can  be 
produced  from  the  same  renew*  1 
feedstocks  that  produce  ethano  | 


pecial  Advertising  Section 


igine  testing  for  the  exciting  po- 
iitial  of  biobutanol  at  BP's  research 
•nter  in  Bochum,  Germany. 


partnership  with  DuPont  and 
:;sociated  British  Foods,  BP  is 
Hiding  a  $400  million  biofuels  plant, 
tially  for  the  production  of  ethanol, 
it  with  plans  for  conversion  to  the 
oduction  of  biobutanol. 

5  is  also  making  a  major  investment 
the  science  of  applying  biotech- 
r  logy  to  energy  through  its  $500 
llion  commitment  to  establish  the 
ergy  Biosciences  Institute  (EBI) 
ijth  the  University  of  California, 
rkeley,  the  University  of  Illinois, 
d  the  Lawrence  Berkeley  National 
boratory.  The  EBI  will  perform 
jjoundbreaking  research  aimed  at 
i  Dducing  new  and  cleaner  energy, 
I  :h  an  initial  focus  on  new  biofuels 
oops  and  processes. 

P 

Irther,  to  make  more  sustainable 

iipdiesel  feedstock  available  on  a 
ger  scale,  BP  is  forming  a  venture 
accelerate  the  planting  of  jatropha 

n  rcas,  a  drought-resistant  tree  that 
es  not  compete  with  food  crops 
agricultural  land  or  adversely 

elect  the  rainforest. 

e  can  contribute  to  building  the 
rArket  in  a  way  that's  progressive 
d  positive,"  says  New.  "By  devel- 
ng  relationships  with  like-minded 
yers,  and  developing  and  marketing 
ovative  technologies  and  solu- 
ts,  we  can  play  a  role  in  meeting 
;  i  challenge  of  a  growing  global 
c  nand  for  energy." 


Investing 
in  energy 
futures. 


BP  is  investing  $500  million  over  the  next  ten  years  to  establish 
the  Energy  Biosciences  Institute,  which  will  find  new  sources  of 
clean,  renewable  energy.  We're  also  working  with  DuPont  to 
create  an  advanced  generation  of  biofuels. 
It's  a  start. 


beyond  petroleum 
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say  that  other  transport  options  are  "bridging  technologies," 
mere  stepping  stones  to  a  hydrogen  economy. 

One  of  the  bridges  available  today  is  the  hybrid  drive 
train,  in  which  internal  combustion  engines  are  matched 
with  electric  motors.  The  electric  motors,  charged  by  the 
turning  wheels  of  the  vehicle  while  braking,  run  the  cars 
at  low  speeds  and  during  acceleration.  Hybrid  cars,  such 
as  the  Toyota  Prius  and  Honda  Civic,  emit  around  30% 
less  carbon  dioxide  than  gasoline  vehicles.  With  hybrid 
cars  reaching  nearly  60  miles  per  gallon,  the  efficiency  of 

"We're  thinking  through  how  engines 
and  energy  can  both  develop  in 
ways  that  are  convergent- rather  than 
divergent- to  increase  fuel  economy 
and  reduce  carbon  emissions." 

— Philip  New,  president  of  BP  Biofuels 

gas-electric  hybrids  is  resonating  with  consumers  looking 
for  higher  fuel  economy.  Though  today's  hybrids  still  depend 
on  fossil  fuels  for  most  of  their  power,  hybrids  are  fast 
becoming  a  common  sight  on  U.S.  roads. 

But  for  those  looking  to  unchain  themselves  from 
fossil  fuels  as  completely  as  possible,  electricity  is  the 
fuel  of  choice.  Electric  vehicles  use  motors  powered  by 
rechargeable  batteries,  which  can  be  plugged  into  standard 
outlets  to  charge  over  as  few  as  three  hours.  Plug-in 
hybrids  may  be  right  around  the  corner.  Like  today's  hybrids, 
plug-ins  have  a  gasoline/electric  drive  train,  but  they 
have  better  batteries  that  enable  the  car  to  be  plugged 
into  the  grid  and  run  more  fully  on  electricity  alone,  with  gaso- 
line as  a  backup.  Engineers  predict  100-mile  ranges  within 
a  few  years. 

The  hitch  with  plug-ins,  according  to  Robert  Shaw, 
president  of  the  venture  management  firm  Arete  Corp., 
is  when  and  where  you  put  in  the  plug.  "If  you  recharge 
during  peak  loads  from  a  utility,  then  all  you're  doing  is 
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Plugging  into  the  Future  Vehicles  based 
on  plug-in  technology  are  on  their  way. 


forcing  an  increase  of  usage  that  will  ultimately  lead  to 
greater  C02  emissions.  The  trick  is  to  provide  an  incentive  to 
drivers  to  only  recharge  during  'base-load'  periods,  such 
as  nighttime,  or  to  find  solar  arrays  to  power  their  batteries." 

Partnering  for  the  Future 

The  transportation  sector  may  offer  opportunities  for  change 
because  of  the  commonality  of  vehicle  design  and  fuel 
characteristics.  "There's  quite  a  bit  of  cooperation  betwee 
companies  like  ours  and  the  vehicle  manufacturers,"  says 
New.  "Together,  we're  thinking  through  how  engines  and 
energy  can  both  develop  in  ways  that  are  convergent 
-  rather  than  divergent  -  to  increase  fuel  economy  and 
reduce  carbon  emissions." 

Rapid  success  is  far  from  assured  and  depends  on  its 
own  mix  of  technological  advances  and  regulatory  suppo 
Many  see  biofuels  and  corresponding  engine  designs  as 
the  best  supply-side  option.  But  the  existence  of  signifies: 
barriers  means  government  and  industry  need  to  work 
together.  Barriers  to  growth  in  the  U.S.  include  feedstock^ 
limits,  distribution  constraints  (from  lack  of  trucking  to  a 
shortage  of  barges),  and  increased  resource  prices  (corn  | 
for  instance,  in  regard  to  ethanol). 

Where  to  start,  what  bets  to  make,  and  how  to  get 
it  all  done  are  all  variables  in  a  laughably  complex  equation. 
Energy  is  at  the  heart  of  the  world  economy,  and  the 
world's  population  continues  to  grow.  Failure  isn't  an  option] 
Yet  this  situation  hasn't  been  seen  before,  and  getting 
it  right  means  a  mix  of  trial  and  error,  at  the  government, 
corporate,  and  consumer  levels. 

The  global  system  of  energy  is  like  a  Rubik's  Cube: 
Change  one  thing  and  you  change  the  whole  formula.  Bi 
the  players  are  moving  forward  nonetheless.  BP's  New  is: 
optimistic:  "It  may  be  complicated,  but  through  a  mixture) 
of  market  mechanisms,  thoughtful  regulation,  and  technolc' 
innovation,  things  will  get  smoothed  out." 
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it's  the 
Opportunity 
!»f  a  Lifetime 


Sandy  Weill: 

Uyjien  was  hired  as  a  paid  intern  when  he  was  16 
thanks  to  an  innovative  high  school  model  created 
by  the  National  Academy  Foundation. 

Uyjien  Ung: 

It  was  a  fantastic  opportunity.  I  enrolled  in 
my  public  high  school's  Academy  of  Finance. 
It  gave  me  a  challenging,  career-focused 
education  that  went  beyond  the  classroom. 
It  prepared  me  not  only  for  college  but  also 
for  the  financial  corporate  world. 

Sandy  Weill: 

America's  schools  can  and  should  be  the  best  in 
the  world.  As  employers,  we  need  to  rethink 
our  role  in  preparing  young  men  and  women 
like  Uyjien  for  the  professional  jobs  we  need  to 
fill  now  and  in  the  future. 

Uyjien  Ung: 

Thanks  to  the  National  Academy  Foundation 
and  their  business  partners,  I  am  reaching 
for  something  higher,  and  I  am  grateful  for 
that  opportunity. 

Sandy  Weill: 

The  National  Academy  Foundation  connects 
businesses  with  schools  to  help  prepare  our  kids  to 
compete  and  win  in  a  global  economy.   Invest  your 
business'  time  and  know-how.   It's  the  opportunity 
of  a  lifetime. 


For  more  information  on  the 
National  Academy  Foundation, 
please  visit  www.naf.org 


* 


National 
Academy 
Foundation 
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FRED  FUNK  HAS  ALWAYS  been  one  of  the  most 
accurate  golfers  around.  The  51-year-old 
veteran,  who  has  played  on  the  PGA  Tour 
since  1989  and  ranks  No.  11  in  career  earnings, 
has  made  a  fine  living  placing  the  ball  where  he 
wants  it  to  go.  "But  I've  always  been  one  of  the  shorter 
hitters,"  he  says.  Funk  drives  an  average  of  273  yards, 
193rd  best  on  the  Tour.  On  the  other  hand,  he  lands  the  ball  on  the  fair- 
way 72%  of  the  time,  good  enough  to  rank  sixth  among  all  pro  golfers. 
J  Most  weekend  duffers  would  kill  to  hit  the  fairway  three-quarters 
of  the  time  with  270-yard  drives.  But  it's  a  growing  predicament  for 
Funk,  since  professional  golf  has  become  a  game  for  big  hitters.  Over 


on  the  golf  team  at  the  Unis  & 
sity  of  Maryland.  After  a  pe    1 
of  intense  lifting,  he  looked  b<  i   of 
at  the  beach,  but  "I  couldn't  hil   is 
ball  out  of  my  shadow,"  he  recall;    {o 
couldn't  get  the  club  back  to  perpendic    I 


li 
St 


the  past  several  years,  club  technology 
and  an  emphasis  on  athleticism  have 
made  drives  over  320  yards  seem  nearly 
pedestrian.  Big  bangers  like  Tiger  Woods 
and  John  Daly  average  more  than  300 
yards  per  knock.  As  a  result,  tournament 
organizers  are  laying  out  courses  longer 
than  ever.  Georgia's  Augusta  National 
Golf  Club,  home  to  the  Masters  Tourna- 
ment, has  added  more  than  500  yards 


to  its  course  since  1998.  "The  game  has 
completely  changed.  It's  become  more  of  a 
power  game,"  says  Funk,  who  has  chalked 
up  eight  career  wins  on  the  PGA  Tour. 

So,  late  last  year,  Funk  began  a  workout 
regimen  dedicated  to  helping  add  distance 
to  his  drive.  It  isn't  a  simple  matter  of 
pumping  iron.  In  fact,  lifting  weights  to  add 
strength  and  muscle  mass  might  hinder 
Funk's  progress,  a  lesson  he  learned  while 


I  was  basically  muscle-bound." 

His  new  routine,  designed  by  Dr.  I 
ert  Donatelli,  a  physical  therapy  sped 
who  works  with  the  PGA  Tour,  emph; 
es  balance  and  flexibility.  Last  Noven 
Donatelli  had  Funk  into  his  Las  V'  i 
office  for  a  two-week  session  that  foci 
on  sharpening  Funk's  proprioceptc 
sensors  in  joints,  muscles,  and  ligam 
that  feed  the  brain  information  a 
body  movements,  a  sort  of  muscle  s< 
For  instance,  Donatelli  stood  a  ban 
Funk  on  a  metal  platform,  suspends 
four  chains.  The  platform  was  unst 
so  it  was  a  challenge  for  Funk  to 
his  balance,  especially  when  Don 
told  him  to  stand  on  one  foot  and  ( 
a  medicine  ball.  "Your  body  adjus 
stabilizing  itself  and  starts  firing  t 
[proprioceptors],"  Funk  says 


li 


% 
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I, 
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to 
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Donatelli  and  Funk  did  routines  to 
iprove  strength,  vision,  and  flexibility,  as 
ill  as  work  on  a  machine  called  the  Dy- 
mic  Edge,  which 


HIP  AND  THIGH 

Side-to-side 
work  on  the 
Dynamic  Edge 
tones  muscles 
needed  for 
stability 


uttles  the  athlete 

»m  side  to  side  like 

downhill  skier,  in 

ler  to  build  lateral 

ength   in   Funk's 

js  and  midsection. 

on,  "he  felt  so  sta- 

[  that  he  was  able 

turn  on  the  ball  quicker  and  was  able 

[make]  better  contact,"  says  Donatelli. 

e  proof?  After  about  a  week  of  training, 

nit's  club-head  speed  jumped  from  106 

)h  to  about  113.  As  a  rule  of  thumb,  each 

ditional  mph  of  swing  speed  adds  a 

•d  and  a  half  to  a  golf  ball's  flight. 

Funk  admits  it's  hard  to  stick  with  the 

jgram  on  the  road.  The  schedule  is 

Handing:  Tournaments  normally  run 


CALF STRETCH 

Using  the 
blue  Bosu 
Ball  for  the 
lower  leg 
muscles 


}ursdays  through 
idays,  and  on 
Adnesdays  play- 
is  often  do  Pro-Am 
if  nts.  At  the  begin- 

)g  of  a  typical  week, 
ik  will  often  spend 
>nday  working  out  at  home  in  Ponte  Ve- 
| .  Beach,  Fla.  He'll  mix  in  some  strength 
ci  tning,  homing  in  on  his  triceps,  biceps, 
tt  1  shoulders,  with  lighter  weights  and 
i  nty  of  reps.  He'll  try  to  get  in  a  half- 
V  jr  of  cardio  work  and  balance-boosting 
id  ircises.  As  the  tournament  gets  into  full 
j  ng  later  in  the  week,  Funk  phases  out 
%  weight  training  and  focuses  entirely 
i  cardio,  balance,  and  stretching— not  to 
j  ntion  his  golf  game. 
u  \.  more  efficient  swing  becomes  more 
di  portant  as  Funk  gets  older.  "You  do 
je  range  of  motion,"  he  says.  "I'm 
0  1  that  flexible  to  start  with."  Indeed, 
)B  ik,  who  used  to  fight  in  Golden 
ji  »ves  tournaments,  at  5  feet  8  and  a 
ji  npact  165  pounds,  is  built  more  like 
i^oxer  than  the  ideal  lithe  and  limber 
!fer.  Making  matters  more  urgent, 


Funk  has  battled  a  back  injury  all  year, 
a  problem  he  says  is  unrelated  to  his 
regimen  with  Donatelli. 

Out  on  the  course,  the  routine  has  not 
yet  translated  directly  into  more  yards  per 
drive.  Funk's  average  is  virtually  the  same 
as  last  year.  Still,  he  says  he  feels  a  difference 
in  his  game.  "My  swing  is  longer  now  than 
if  s  ever  been,"  he  says.  His  results  on  the 
leaderboard  in  2007  have  certainly  ticked 
forward.  After  a  winless  2006,  in  February 
he  became  the  fifth-oldest  pro  ever  to  win 
a  PGA  Tour  event,  at  the  Mayakoba  Golf 
Classic  near  Canain.  He  has  also  notched  a 
win  on  the  Champions 
Tour,  golfs  senior  cir- 
cuit. But  "I  just  really 
want  to  keep  beating 
these  young  guys," 
Funk  says.  "It  feels 
really  good  to  beat 
those  guys."  II 


TORSO  TWIST 

Funk  moves 
laterally 
over  a  physio 
ball  while 
holding 
a  weight 


Four  for  the  Core 

Dr.  Robert  Donatelli  recommends  these  exercises  to  strengthen  your  stability  and 
balance-building  blocks  to  a  solid  golf  swing.  Add  them  to  a  daily  workout. 


1.  SIDE  BRIDGE  Lie  on  your  side,  and  prop  yourself  up  until  your  weight  is  supported  by 
one  foot  and  one  elbow.  Keep  your  body  straight  and  hold  for  60  to  90  seconds. 


2.  HIP  EXTEHSIOHS  Lie  on  your  stomach  with  a  pillow  under  your  hips.  Bend  one  leg  90 
degrees  and  lift  it  up.  Do  8  to  10  reps-then  the  other  leg.  You  can  also  add  ankle  weights. 


3.  BACK  STRETCH  On  hands  and  knees,  with  back,  head,  and  neck  level,  extend  right 
arm  forward  and  left  leg  back.  Hold  for  60  to  90  seconds.  Repeat  with  the  opposite  limbs. 


4.  LEG  LOADING  Lie  on  your  back,  with  legs  bent  at  the  knees  and  arms  at  your  sides.  Lift 
hips  off  the  floor.  Extend  one  leg  at  the  knee  and  hold  it  out  for  60  to  90  seconds.  Repeat. 
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The  Best  Airline 
Goody  Bags 

As  you  might  expect,  first  class  beats  business  class, 
and  Asian  carriers  win  by  a  mile.  BY  GREG  LINDSAY 


OME  AIRLINE  AMENITY 
kits  offer  a  lot  more  than 
toothpaste,  eyeshades, 
and  socks.  Asian  carri- 
lers,  in  particular,  feature 
products  from  such  luxury 
brands  as  Bulgari,  Given- 
chy,  and  Shiseido.  First-class  passengers 
even  get  fashionable  cotton  pajamas  they 
may  want  to  wear  at  home.  Here  are  our 
choices  for  the  best  in-flight  goody  bags: 


EMIRATES 

The  first-class  men's  kit  from  Dubai's 
hometown  airline— made  of  handsome 
black  leather— is  the  best  package  over- 
all, featuring  real  Gillette  razors  (not  the 
plastic  disposables)  and  a  grab  bag  of 
luxury  aftershave,  cologne,  and  moistur- 
izers. Ladies  get  a  complete  line  of  toilet- 
ries, including  Clarins  face  creams  and 
lip  balms.  All  first-class  passengers  also 
get  their  own  "sniff  boxes"  filled  with 


CATHAY  PACIFIC 

In  first  class,  cotton 
pajamas,  eyeshade, 
and  slippers,  and  an 
embroidered  stash 


STAY  INFORMED. 


STAY  SMART. 
STAY  AH  E AD. 


BusinessWeek  helps  you  make  smarter  decisions. 

Each  week,  BusinessWeek  keeps  you  current  with  information  you  can  trust. 
It  gives  you  a  deeper  understanding  of  emerging  trends  in  business  with  . . . 


♦  Stories  that  surprise 

♦  Innovations  in  business 


♦  Breaking  news  that  matters 

♦  Investigative  reporting 

In  today's  fast-changing  business  environment,  you  have  to  stay  smart 
to  stay  ahead.  BusinessWeek  gives  you  the  tools  to  succeed. 

To  subscribe,  call  1-800-635-1200 

(Refer  to  code  FB7G591) 

For  faster  service,  go  to 

www.businessweek.com/subs/ad 
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natherapy  scents  designed  to  put  you 
eep  and  wake  you  up. 

GAPORE  AIRLINES 

g  regarded  as  one  of  the  world's  most 
irious  airlines,  Singapore  raised  the 
another  notch  late  last  year  when  it 
ted  flying  its  new  fleet  of  Boeing  777s. 
rhose  routes— including  Los  Angeles 
aipei  and  Singapore;  San  Francisco 
eoul;  and  Singapore  to  Hong  Kong, 
in,  and  Zurich— passengers  in  all 


cabins  are  treated  to  Givenchy  socks  and 
eyeshades.  Those  in  first  class  can  wear 
their  cotton  tracksuit-style  pajamas  (also 
Givenchy)  in  their  lie-flat  beds,  then  wake 
up  and  pamper  themselves  with  Salva- 
tore  Ferragamo  lotions,  aftershave,  and 
fragrances  in  flight-approved  bottles. 

CATHAY  PACIFIC  AIRWAYS 

Cathay's  kits  offer  a  plethora  of  luxury 
brands.  The  striped  amenity  bags  pro- 
vided in  business  class  were  designed  by 
French  fashion  house  agnes  b  and  con- 
tain spa-quality  skin-care  products.  Men 
in  first  class  get  a  black  bag  from  Victori- 
nox,  the  Swiss  army  knife  people,  filled 
with  lotions  from  Acca  Kappa  of  Italy. 
A  green  or  magenta  suede  women's  bag 
from  Vietnam's  Christina  Yu  holds  mois- 
turizers by  the  Parisian  brand  Darphin. 
Especially  nice  touches  in  the  first-class 
kits  are  the  wooden  combs  and  hair- 
brushes, as  well  as  a  sleep  ensemble  from 
Shanghai  Tang  consisting  of  matching 
cotton  pajamas  with  silk  knot  buttons, 
slippers,  and  an  eye  mask. 

BRITISH  AIRWAYS 

BA  spent  $200  million  to  relaunch  its 
Club  World  business  class  last  fall  with 


larger  lie-flat  beds  and  overhauled  in- 
flight services.  But  passengers  in  Club 
World  still  just  get  kits  packed  with 
Molton  Brown  beauty  products  (the 
same  kind  found  at  BA's  day  spa  at 
Heathrow  Airport).  First-class  travelers 
get  brown  velvet  carrying  cases  created 
by  trendy  English  accessories  designer 
Anya  Hindmarch  and  filled  with  Kiehl's 
moisturizers.  They  also  get  pajamas- 
navy  blue  cotton  knit  with  cream  trim 
around  the  collar,  with  "First"  embla- 
zoned on  the  front.  The  top  could  even 
double  as  a  light  summer  sweater. 

UNITED  AIRLINES 

The  offerings  of  U.S.  carriers  pale  in 
comparison  with  their  foreign  coun- 
terparts, but  United  comes  closest  with 
skin-care  products  from  H20  Plus,  a 
Chicago-based  brand.  First-class  packs 
feature  body  butter  and  face  gel,  while 
business-class  nylon  drawstring  bags 
provide  just  the  essentials,  such  as  tis- 
sues and  toothpaste.  Well,  it's  a  start.  ■ 


BusinessWeek  .com 


ONLINE:  To  see  a  video  report  on  airline  amenity  kits 
provided  to  first-class  passengers,  go  to  businessweek. 
com/go/tv/firstclass 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


Direct  from 
Cm  to  You 


MICHEL  ROLLAND  IS  ONE  of  the  world's  finest 
oenologists,  and  he's  on  a  crusade.  As  owner  of  Bon 
Pasteur  in  Bordeaux's  Pomerol  appellation  and 
consultant  to  many  of  the  world's  leading  wineries, 
he's  determined  to  bypass  Bordeaux's  more  than 
century-old  distribution  system  that  depends  on 
wine  brokers.  Instead,  he's  selling  many  of  his 
own  wines  directly  to  distributors  abroad,  cutting 
out  the  middleman  costs  that  jack  up  prices  to 
consumers.  Many  negociants  are  rooting  for  his 


failure,  but  I  hope  he  succeeds  becaus 
it  will  boost  competition  and  perhaps 
lead  others  to  follow  suit.  Here  are  soi 
of  his  wines  that  will  be  sold  direcdy  1 
U.S.  distributors.  (By  the  way,  one  of  1 
wineries  he  works  with  is  California's 
famed  Harlan  Estate.  I'll  have  more  t< 
say  about  Harlan  next  week.) 

2005  Chateau  La  Grande  Clotte 
91  points.  Rolland's  flexibility  with  different  gra 
and  wine  styles  is  evident  with  this  dry,  crisp,  y 
full-flavored  white  made  primarily  from  sauvij 
blanc  with  a  touch  of  semillon  and  muscadelk 
Tropical  fruit  notes  gush  from  the  bouquet,  an 
the  wine  is  rich,  dry,  and  impressively  long.  En 


The  difference  between  a  career  and 
ta  purpose  is  about  8,000  miles. 


800.424.8580 
www.peacecorps.gov 
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Life  is  calling.  How  far  will  you  go? 


because  it  is  made  to  be  drunk  in  two  to  three 
5  following  the  vintage.  $20 

tenil  2003 

toints.  The  authoritative,  dark  ruby/ 
ile-tinged  offering  from  the  Fronsac 
illation  has  hints  of  plums,  blackberries, 
berries,  charcoal,  and  smoke  in  its  ripe, 
;e,  moderately  tannic  personality.  Give  it 
ar  or  two  in  the  cellar,  and  drink  it  over  the 
.equent  12  to  14  years.  $21-$32 

me  Nouvelle  2004 
oints.  This  impressive  South  African 
ing  is  a  blend  of  58%  merlot,  25% 
tage,  and  17%  cabernet  sauvignon.  It 
;)its  a  Bordeaux-like  personality  with 

of  dried  herbs,  loamy  soil,  black 
ries,  and  tobacco.  There  are  1,500  cases 
is  medium-bodied  proprietary  red.  Drink 

r  the  next  five  to  six  years.  $39 

Pasteur  2004 
oints.  Bon  Pasteur  is  Rolland's 
'.hip  estate.  It  reveals  a  deep  ruby/ 
He  color,  aromas  of  mocha,  white 
■olate,  black  cherries,  and  berries, 
ium  to  full  body,  soft  but  noticeable 
in,  decent  acidity  and  freshness,  and 
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equilibrium.  Anticipated  maturity:  2009- 
2020.  $45-$54 

Val  de  Flores  2005 
91  points.  This  elegant,  dark  ruby/purple- 
tinged  Argentine  malbec  offers  sweet 
mulberry,  cherry,  and  violet  aromas.  It  has 
sweet  tannins,  a  touch  of  wood,  and  a  fruity 
finish.  Drink  it  in  two  to  three  years.  $55 

Campo  Eliseo  2003 

90  points.  This  medium-bodied  wine  from 

Spain's  Toro  region  has  a  ruby/purple  color,  with 


aromas  of  kirsch,  black  fruits,  licorice,  pepper, 
and  spice.  The  wood,  acidity,  alcohol,  and 
tannins  are  nicely  integrated,  for  a  long  finish.  It 
should  drink  well  for  five  or  six  years.  $62  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 

Wines  rated  from  96-100  are  extraordinary; 
90-95,  excellent;  80-89,  above  average  to 
very  good. 
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Power  E*TRADE.  Pro 
for  Active  Traders 


Cjetpoweretrade.com  |  (800)  731-5226 
Get  started  with  100  commission-free  stock  and  options  trades1: 


■  details  and  important  information  about  Power  E*TRADE,  please  visit  getpoweretrade.com. 

3ommission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 

nmissions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of 

i  trades  ($9.99  for  stock  and  options  trades— plus  an  additional  75(2  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of 

blifying  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE 

founts.  Account  must  be  opened  by  December  31, 2007. 

brities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 

pm  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 

12007  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


PersonalFinance  Stocks 


Love  That 
Volatility! 

For  day  traders,  explains  a  former  practitioner, 
all  movement  is  good  movement,  bybenlevisohn 

WHAT  A  RIDE.  The  Dow  Jones  industrial  aver- 
age plunges  nearly  300  points  one  day,  then 
the  next  it's  up  that  much.  A  150-point  gain 
at  noon  turns  into  a  100-point  loss  by  the 
closing  bell.  Since  the  Dove's  14,000  record 
high  on  July  19,  the  average  has  had  14  days 
in  which  it  made  a  triple-digit  change  from 
the  previous  day's  close.  As  of  Aug.  21,  the  Dow  industrials  are  up  5% 
for  the  year  and  but  down  6.5%  since  the  peak.  For  most  investors,  the 
decline  can  be  distressing,  even  devastating.  But  if  you're  a  day  trader, 


which  is  how  I  earned  my  living  for 
nearly  eight  years,  these  market  swings 
are  manna  from  heaven.  Stocks  are  mov- 
ing again.  This  is  a  great  market. 

Day  trading  has  an  air  of  mystery,  but  it's 
quite  simple.  I  relied  on  short-term  moves 
of  a  point  ($1)  or  more,  up  or  down,  to  make 
money.  With  the  size  of  my  trades,  usually 
from  1,000  to  5,000  shares,  I  couldn't  move 
a  stock.  I  let  the  big  boys— mutual  funds, 
hedge  funds,  and  pension  funds— do  that.  I 
just  tagged  along  for  the  ride. 

From  1998  through  2000,  the  big 


boys  drove  the  market  up,  but  the  climb 
included  plenty  of  price  volatility  that  al- 
lowed traders  to  prosper.  Then  the  mar- 
ket headed  south  for  a  couple  of  years, 
again  with  enough  swings  to  keep  us 
busy.  For  three  years,  beginning  in  2000, 
I  made  more  than  $200,000  a  year. 

My  job  was  to  "read  the  tape"— a 
term  left  over  from  ticker-tape  days.  On 
my  three  flat-panel  monitors  at  a  now- 
defunct  securities  firm  that  held  my  li- 
censes and  provided  the  technology  and 
capital  I  needed  to  operate,  I  watched  the 


trades,  which  indicate  the  price  wh 
stock  last  changed  hands.  I  followed 
quotes,  which  show  two  prices— thvi 
and  the  ask— along  with  the  numb 
desired  shares.  From  this  inform; 
I  tried  to  divine  which  direction  a  i 
might  be  heading.  If  I  thought  it' 
going  up,  I'd  place  a  buy  order. 
the  signs  pointed  down,  I'd  sell  sh 
might  do  this  100  times  a  day,  often 
multiple  trades  in  the  same  stock. 

To  make  money  trading,  stocks 
to  be  moving— up  or  down,  it  dc 
matter  as  long  as  they're  in  motio 
every  morning  I'd  look  for  stocks 
were  likely  to  move  that  day.  I'd  I 
the  newswires  for  companies  thai 
released  financial  statements,  beei 
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ed  or  downgraded  by  analysts,  or 
announced  new  contracts  or  lost 
3.  I'd  examine  price  charts  for  stocks 
had  traded  at  new  52-week  highs  or 
large  moves  the  previous  day.  Then 
ry  to  pare  down  that  list  to  some- 
1 1  was  able  to  watch  without  miss- 
|too  many  of  the  nuances— some- 
i*e  around  50  stocks, 
the  midst  of  the  Internet  bubble,  the 
test  bit  of  news  would  send  shares 
a  frenzy.  It  wasn't  so  much  a  case 
ling  to  find  stocks  to  trade  as  decid- 
jvhich  ones  not  to  watch.  The  same 
true  as  stocks  tumbled.  Choosing 
ight  stocks  wasn't  always  easy,  but 
idds  seemed  in  my  favor.  Then  the 
market  started.  As  the  Dow  climbed 


A  MARKET  ONLY  A 

DAY  TRADER  COULD  LOVE 
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from  7,500  to  14,000,  my  take-home  fell 
by  33%  a  year  over  the  next  three  years, 
and  in  2005 1  made  $50,000. 1  traded  for 
six  months  in  2006  and  made  just  under 
$20,000.  By  then  I  was  ready  for  a  new 


career  and  enrolled  in  a  master's  pro- 
gram at  the  City  University  of  New  Yorks 
Graduate  School  of  Journalism. 

ITCHING  FOR  ACTION 

NOT  EVERYONE  I  worked  with  suffered 
such  a  precipitous  decline,  but  the  mar- 
ket clearly  wasn't  the  same.  My  fellow 
traders  and  I  carped  about  how  stocks 
just  didn't  move  like  they  used  to.  And 
they  didn't.  The  Chicago  Board  Options 
Exchange  SPX  Volatility  Index,  or,  as  it's 
commonly  known,  the  VIX,  tells  the  tale. 
The  VIX  is  a  measure  of  overall  market 
volatility.  From  1998  through  2002,  the 
VIX  regularly  traded  in  a  range  of  20  to 
30,  even  spiking  above  40.  But  in  the  bull 
market,  from  2003  to  2007,  it  hovered  in 
the  teens.  In  July  the  VIX  closed 
above  20  for  the  first  time  since 
2003,  and  stocks  are  just  as  volatile 
as  the  overall  market.  On  Aug.  14, 
one  old  favorite,  Pre-Paid  Legal 
Services,  went  up  three  points  at 
the  open,  dropped  two,  bounced 
back  up,  then  fell  three  before  clos- 
ing up  90<t  for  the  day.  (That  might 
have  made  me  $3,000  to  $5,000.) 
Bowne  &  Co.  dropped  more  than  a 
point  from  the  open,  then  retraced 
most  of  the  loss.  (Another  grand 
right  there.) 

My  friends  who  have  persevered 
may  be  benefiting.  One  told  me  he 
made  $10,000  in  a  day— the  first 
time  in  more  than  a  year  he  has  hit 
five  digits.  They're  apprehensive— 
the  market's  been  a  yawn  for  so  long 
now— but  hopeful  the  gyrations  will 
continue.  It's  quite  a  different  point 
of  view  from  the  average  investor's. 
These  past  weeks  have  been  the 
first  time  since  I  walked  away  from  day 
trading  that  I've  thought  about  what  I 
could  be  missing.  But  I  won't  go  back. 
I'm  an  investor  now,  and  I'm  in  the  mar- 
ket for  the  long  term.  ■ 


Your  hopes  for  retirement  should  never  retire. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 
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Shaky  Times 
For  Munis 

The  fate  of  state-tax  exemptions  may  rest 
with  the  Supreme  Court,  by  Jonathan  berr 


COMPARED  WITH  THE 
stock  market,  subprime 
mortgages,  and  debt- 
starved  megadeals,  the 
$2  trillion  municipal 
bond  market  is  hard- 
ly worrisome.  But  de- 
pending on  how  the  U.S.  Supreme  Court 
rules  on  an  obscure  point  of  tax  law  in  its 
next  session,  the  normally  sleepy  market 
could  be  turned  upside-down. 

At  issue  is  whether  Kentucky  can,  like 
41  other  states,  tax  the  income  from  muni 
bonds  issued  in  other  states  but,  for  its 
own  residents,  exempt  the  interest  paid 
by  bonds  issued  within  its  borders.  The 
Bluegrass  State  is  appealing  a  decision  by 
its  own  Court  of  Appeals  that  the  exemp- 
tion is  discriminatory  and  violates  the 
U.S.  Constitution's  commerce  clause. 

That  state  income  tax  exemption  is  a 
powerful  incentive  for  muni  bond  buyers 
to  keep  their  investments  close  to  home. 
It  also  allows  big  issuers  in  high-tax 
states  such  as  New  York  and  California  to 
get  by  with  paying  less  interest  on  their 
borrowings. 

If  the  high  court  upholds  the  ruling,  the 
value  of  billions  of  dollars  of  tax-exempt 
bonds  will  be  in  question.  In  fact,  the 
Securities  Industry  &  Financial  Markets 
Assn.  has  filed  a  friend  of  the  court  brief 
saying  a  loss  by  Kentucky  may  result  in 
"instability  and  price  uncertainty  in  the 
municipal  bond  markets." 

Particularly  hard-hit  will  be  the  more 
than  600  single-state  mutual  funds  and 
closed-end       funds, 
which  hold  about  13% 
of  all  munis.  These 
funds  are  marketed 
to   home-state   in- 
vestors as  double 
or  even  triple  tax- 
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exempt,  since  the  interest  income  from 
the  bond  escapes  federal,  state,  and  local 
income  taxes.  Those  exemptions  really  add 
up.  A  New  York  City  investor  in  the  highest 
federal  and  state  tax  brackets  earning  4% 
on  an  in-state  bond  or  bond  fund  is  earn- 
ing the  equivalent  of  7%  on  a  taxable  bond. 
"Basically  it's  going  to  be  a  thumbs-up  or 
thumbs-down  on  state-specific  muni  invest- 
ing," said  Ronald  Fielding,  who  oversees 
the  municipal  funds  group  at  Oppenheimer- 
Funds.  If  it's  thumbs-down,  single-state 
mutual  funds  will  become  obsolete. 

What    makes    the 
situation     uncertain     Qirirrlp- 
is  that  the  impact  on     ^**  '■o 
bond  prices  will  de-     Cfflt'P 
pend  on  each  state's     n  1 

tunas 
could 
become 
obsolete 


response  to  an  adverse  ruling.  "Stat 
will  have  the  unenviable  choice  of  i 
ther  making  all  bonds  tax  exempt  or 
taxable,"  Jay  Abrams,  chief  municij 
credit  analyst  at  FMSbonds,  a  muni  bo 
brokerage,  says  in  an  e-mail.  "States  w 
either  have  to  relinquish  the  income  tr. 
derive  from  out-of-state  bonds  or  bej 
taxing  state  residents  on  the  interest  tr) 
earn  from  in-state-issued  bonds." 

TAX  STRATEGIES 

MUNI  EXPERTS  advise  investors  to  ' 
tight.  "The  tax  consequences  of  selli 
bonds  now  may  be  greater  than  the  1 
of  principal"  from  the  states'  losing  tr. 
case,  said  Chris  Ryon,  who  overs  j 
Vanguard  Group's  muni  bond  pon 
lio.  Oppenheimer's  Fielding  estims 
upholding  the  lower  court  ruling  wo 
push  down  the  value  of  New  York  S1 
and  California  bonds  by  2%  to  4%. 

Some  tax  pros  also  are  advising, 
vestors  with  large  muni  holdings  to 
"protective  refund  claims."  These  clai 
available  in  many  states,  would  pr| 
valuable  if  Kentucky  loses  and  their  c 
states  respond  by  making  all  muni-b 
interest— from  both  out-of-state  and 
state  sources— tax-exempt.  The  cla, 
would  allow  taxpayers  to  ask  for  refui 
of  taxes  already  paid  on  out-of-state  nr 
bonds,  plus  interest,  if  such  bonds  s 
made  tax-free  retroactively.  The  flip  s 
taxing  all  muni  income,  will  be  toi 
In  states  such  as  California,  that  w»> 
take  a  constitutional  amendment.  Sti 
that  make  changes  legislatively  migh 
new  bond  issues,  but  any  attempt  tot 
existing  bonds  will  be  sure  to  draw 
challenges.  ■ 
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Private  Banking 


A  good  bank  knows 
all  the  markets  in  the  world. 
A  great  bank  also  knows  all  its  clients'  business. 


If  you  seek  the  reliability  of  a  bulge  bracket  firm  and  the  flexibility  of  a  boutique, 
you  need  just  one  partner:  WestLB.  Our  combination  of  the  entrepreneurial  business 
approach  of  a  small  bank  and  the  intellectual  capital  of  a  global  bank  gives  you  both: 
one-to-one  attention  from  experienced  bankers,  quick  decisions  and  customized 
financial  solutions  on  the  one  hand,  and  in-depth  knowledge  of  industry  sectors  and 
markets  in  Germany,  the  rest  of  Europe,  the  Americas  and  Asia  on  the  other  hand. 
To  learn  more  about  our  new  answers,  visit  us  at  www.new-answers.de 


VA 


West  LB 


New  Answers  in  Banking 


PersonalFinance  Plus 


EDITED  BY  AMY  DUNKIN 
SETTLEMENTS 

YOUR  PIECE  OF 
THE  MUTUAL 
FUND  MEA  CULPA 

IT  HAS  BEEN  THREE  YEARS  since  several 
large  mutual  fund  companies  agreed  to 
compensate  shareholders  for  the  losses 
they  suffered  when  favored  big  investors, 
including  hedge  funds,  were  permitted  to 
rapidly  trade  shares  and  place  orders  after 
hours.  Now,  finally,  checks  totaling  some 
$2  billion  are  in  the  mail— or  will  be  soon. 
In  late  July,  the  SEC  approved  plans  from 
independent  consultants  hired  by  Putnam 
and  MFS  to  distribute  $153  million  and 
$225  million,  respectively,  to  affected 
shareholders.  Putnam  says  it  will  issue 
payments  in  the  fall,  though  the  process 
could  take  "several  months."  Bank  One 
and  Pilgrim  Baxter's  PBHG  funds,  now 
sold  under  the  Old  Mutual  name,  already 
have  SEC  approval  to  cut  checks.  On 
average,  PBHG  shareholders  can  expect 
to  receive  more  than  $600  each.  AIM/ 
Invesco  and  Franklin,  among  others,  are 
awaiting  the  go-ahead.  The  companies 
promise  to  contact  affected  shareholders. 
Information  is  also  available  at  sec.gov  by 
clicking  on  "administrative  proceedings" 
under  "litigation." 

-Anne  Tergesen  and  Lauren  Young 


The  Checks 
Are  in  the  Mail 

FUND/COMPANY 

APPROX. 

PAYOUT 

(IN  MILLIONS) 

AIM/lnvesco 

$375 

Bank  of  America/Nations  Funds 

375 

Bank  One* 

56 

Columbia** 

140 

Federated 

72 

Franklin 

50 

Janus 

100 

MFS 

225 

Pilgrim  Baxter 

250 

Putnam 

153 

RS 

25 

Strong*** 

140 

Waddell  &  Reed 

52 

*Now  part  ot  JPMorgan  Chase  &  Co    **Now  part  ot  Bank  of 
America  Corp.  ***Now  part  of  Wells  Fargo  Funds 
Data:  Mormngstar  Inc  ,  Business  Week 

CREDIT  CARDS 


Dodging  Debt  101 


THE  DREADED  FRESHMAN  15,  those  extra 
pounds  that  come  from  eating  all  those 
carbs  in  the  school  cafeteria,  isn't  the 
only  thing  your  kids  need  to  worry 
about  when  heading  off  to  college  this 
fall.  Sudden  access  to  easy  credit  could 
get  them  into  a  heap  of  financial  trouble. 

The  National  Foundation  for  Credit 
Counseling  reports  that  nearly  one-half 
of  college  students  land  themselves  in 
more  than  $3,000  of  credit-card  debt  by 
the  time  they  graduate.  Besides  being 
too  freewheeling  with  plastic,  financially 
naive  college  kids  are  prime  victims  of 
credit-card  fraud  and  identity  theft. 

One  way  undergrads  can  try  to  avoid 


3 


these  personal-finance  pitfalls  is  by 
checking  out  a  new  Web  site  geared 
their  generation.  Sponsored  by  Visa,i. 
Whatsmyscore.org  teaches  college 
students  all  about  credit— how  to  gee 
it,  how  to  use  it,  how  not  to  abuse  it.:, 
also  covers  other  money  basics,  suet! 
as  setting  a  budget,  buying  a  car,  and 
renting  an  apartment. 

Click  on  the  Resources  box  and  yi  * 
find  money-oriented  games,  includin 
Road  Trip  to  Savings.  More  advance*  "l! 
students  of  life  can  get  advice  on  crei 
reports  and  scores.  So  they  should  pp  n 
on.  But,  whenever  possible,  have  thn 
pay  with  cash.  -Sonal  Ru{.l  , 


MORTGAGES 

LOAN  LOGISTICS 

HAS  YOUR  LENDER  offered  biweekly  instead  of  mo 
payments?  Most  deals  require  direct  deductions  fron 
your  bank  account  and  effectively  add  an  extra  monthly  payment  per  year, 
a  30-year,  $500,000  mortgage  with  a  6.5%  interest  rate,  you'd  pay  off  the  I 
nearly  six  years  early.  That  cuts  total  interest  from  nearly  $640,000  to  und 
$500,000.  The  rub:  Most  lenders  charge  for  this.  Some  banks  want  a  one- 
fee  of  $300  or  more,  some  charge  hundreds  of  dollars  a  year.  Others  collet 
around  $2.50  per  payment.  But  "you  can  accomplish  the  same  thing  your 
[for  free],"  says  Carolyn  Warren,  author  of  Mortgage  Rip-Offs  and  Money  S 
(John  Wiley  &  Sons).  Just  send  the  extra  payments  to  the  bank.  -Ben  Lev 


% 
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NTRODUCING  THE  BEST 

WARRANTY  COVERAGE 

:n  the  business. 


OICD 


>  LI  HE 


PDWERTRAIN   WARRANTY 


>  Chrysler  Lifetime  Powertrain  Limited  Warranty  is 
first  to  be  offered  by  any  automaker.  Ever.  Because 
t  this  warranty,  you're  covered,  and  it  lasts  for  as 

as  you  own  your  vehicle. 
R  LIFETIME  POWERTRAIN  LIMITED  WARRANTY 

HE  ICING.  OUR  VEHICLES  ARE  THE  CAKE. 

big  news  is  that  this  powertrain  limited  warranty 

ies  to  the  vast  majority  of  our  great  new  Chrysler, 
p@l  and  Dodge  vehicles*  So  if  you  always 
ited  to  leave  civilization  behind  and  explore  the 
at  outdoors  in  a  Jeep  Wrangler  or  a  Patriot,  our 


powertrain  warranty  goes  with  you.  Or  if  you  ever 
dreamed  about  cruising  around  town  in  the  unmistakable 
Chrysler  300,  relax.  You  won't  be  left  stranded  by  a 
short-term  powertrain  warranty.  Need  a  tough  Dodge 
Ram  truck  for  your  job?  You've  got  the  peace  of  mind 
of  knowing  that  our  powertrain  warranty  is  always 
there  to  keep  you  working. 

THE  NEXT  STEP  IS  SIMPLE.  GET  TO  YOUR  CHRYSLER, 
JEEP,  OR  DODGE  DEALER  TODAY.  The  only  difficult 
decision  you  have  to  make  is  picking  which  great  vehicle 
you  want.  For  more  information,  visit  your  local  dealer. 


WRANGLER 


CHRYSLER 


chrysler.com 


Jeep 


jeep.com 


RAM 


dodge.com 


I  dealer  for  a  copy  of  limited  warranty  and  details.  Non-Transferable.  Not  available  on  SRT,  diesel  vehicles,  Sprinter,  Ram  Chassis  Cab,  and  certain  fleet  vehicles.  On  purchases  beginning  7/26/07. 

Chrysler,  Jeep,  and  Dodge  are  registered  trademarks  of  DaimlerChrysler  Company  LLC. 


PersonalFinance  Inside  Wall  Street 


BY  MARA  DER  HOVANESIAN 

WHY  DIAGEO'S  LIQUOR  BRANDS  ARE  POURING  ON  THE  GROWTH- 
MORE  THRIFTY  SHOPPERS  ARE  FLOCKING  TO  DISCOUNTER  TJX. 
ARENA  AWAITS  THE  TRIAL  RESULTS  OF  ITS  NEW  OBESITY  DRUG. 


A  RECENT 
SURGE 

STOCK  PRICE  (DOLLARS) 


Raise  a  Glass  to  Diageo 

DIAGEO  (DEO)  MAY  BE  the  perfect  elixir  for  shot  nerves 
in  a  jittery  market.  Randy  Haase  of  the  Baron  Fifth 
Avenue  Growth  Fund  likes  the  London  company 
for  its  consistent  profit  growth  of  12%  to  14%  a  year  and  its 
dividend  yield  of  2.5%.  "Investors  are 
looking  for  quality  blue-chip  global 
growth  companies,"  says  Haase,  who 
started  buying  in  May,  2006,  at  67. 
He  says  the  stock,  now  at  80.18,  could 
appreciate  20%  to  25%  annually  for 
several  years.  Two  trends  behind 
Diageo's  growth:  Growing  numbers  of 
young  people  prefer  mixed  drinks  to 
wine  or  beer,  and  they  order  cocktails 
by  brand  name.  Diageo's  top  seven 
brands  (Baileys  Irish  Cream,  Captain 
Morgan,  J&B,  Johnnie  Walker,  Jose 
Cuervo.  Smirnoff,  and  Tanqueray)  account  for  two-thirds 
of  its  sales  volume  and  are  among  the  world's  top-selling 
brands.  In  China,  for  example,  sales  of  Johnnie  Walker  at 
June's  fiscal  year  end  are  expected  to  be  up  70%  year  over 
year.  "If  s  a  real  status  symbol  in  Asia,"  says  Haase.  The  stock 
is  a  top  holding  among  Baron  Asset  Managemenf  s  large-cap 
portfolio  of  $210  million.  Ann  Gurkin  of  Davenport  Equity 
Research  rates  the  company  a  strong  buy.  Her  12-month 
price  target  is  100. 


FEB.  23,  07  AUG.  22 

Data:  Bloomberg  Financial  Markets 


T.J.  Maxx  Is 
Back  in  Fashion 


AS  HOUSEHOLD  BUDGETS  get  squeezed,  consumers  are 
likely  to  spend  more  at  discount  retailers— and  TJX  (TJX), 
owner  of  T.J.  Maxx,  is  one  of  the  best  bets.  The  company 
has  reported  favorable  comparable-store  sales  for  all  but  two 
of  its  30  years  in  business.  Says  Patrick  McKeever  of  researcher 
Avondale  Partners:  "If  s  a  value  stock  with  momentum."  He  sees 
the  stock,  now  at  29.77,  at  34  in  12  months.  The  Framingham 
(Mass.)  outfit— offering  trendy  fashions  and  home  furnishings 
at  20%  to  60%  below  department  stores— hit  the  skids  earlier 
this  year  when  it  announced  a  systems  breach  that  potentially 
compromised  the  data  of  more  than  40  million  customers. 
Although  initial  profits  for  the  quarter  ended  July  31  were  up 
30%  over  last  year,  the  results  were  hit  by  a  charge  of  $118 
million.  McKeever  thinks  TJX  "did  a  great  job  of  damage 
control;  it  didn't  hurt  customer  loyalty."  The  company  also 
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raised  earnings  expectations  to  $1.84 
to  $1.88  a  share  for  the  rest  of  the  year. 
Plus,  TJX  plans  to  buy  back  $550  million 
in  stock  this  year.  Bank  of  America's 
Dana  E.  Cohen  calls  the  stock  "the  most 
defensive  play  in  apparel  retailing" 
and  pegs  it  at  37.  Allison  Fisch  of  New 
York's  Pzena  Investment  Management, 
which  manages  $30  billion,  is  a  major 
shareholder.  "We  see  significant  upside 
from  here,"  says  Fisch. 


TRENDING 
UPWARDS 

STOCK  PRICE  (DOLLARS) 


Arena  Be 
Headed  for  Fat  City? 


SOMEWIDI 
SWINGS 

STOCK  PRICE  (DOLLAR 


IN  SEPTEMBER,  Arena  Pharmaceuticals  (ARNA)  will 
announce  the  results  of  a  six-month  safety  review  for  it 
lead  drug.  All  eyes  are  on  the  obesity  drug,  lorcaserin, 
which  is  in  a  large  phase  III  test,  with  more  than  3,000 
patients.  "We  are  at  an  inflection  point  for  the  stock  in  the 
next  month,"  says  Patrick  Moriarty  of  Fortis  Securities.  "Sv 
far,  all  the  data  have  been  positive;  lorcaserin  could  be  a 
multibillion-dollar  drug."  Moriarty's 
12-month  target  for  the  stock,  now  at 
12.98,  is  25.  Mark  Monane,  a  biotech 
analyst  at  Needham,  who  sees  the 
stock  at  23  in  a  year,  also  anticipates 
upbeat  news  next  month.  "We  do  not 
anticipate  any  major  safety  issues." 
Arena  reported  revenues  of  $4.8 
million  in  the  second  quarter  with 
a  net  loss  of  $39.1  million,  or  64<t  a 
share.  With  $371  million  in  cash  and 
equivalents  and  an  annual  burn  rate 
of  $150  million  to  $160  million,  the 
company  has  a  cushion  to  take  it  into  2009,  says  Moriartj 
whose  firm  has  a  banking  relationship  with  Arena.  Lorcas 
is  expected  to  hit  the  market  in  2010 


FEB.  23,  '07  AUG 

Data:  Bloomberg  Financial  I 


Gene  Marcial  is  on  vacc 


BusinessWeek  .com 


ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  tha 
350,000  companies— public  and  private— worldwide.  Find  the  best  com[ 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Martial's  Inside  Wall  Street  is  posted  at  businessweek.com/investot 

p.m.  EST  on  the  magazine's  publication  day,  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  Vr 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investn 
banking  or  other  financial  relationships  with  them. 
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Take  your  office  on  the  road,  access  email, 
downloads  and  browse  the  Internet. 
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IVE       we're  not  the  best  broadband  experience  you've  had,  take  your  number  elsewhere  and  we'll  pay  for  the  service  you've  used. 
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PersonalFinance  Figures  of  the  Week 


STOCKS 


1560 


1470 


1380; 


1290 


S&P  500 

AUG.      FEB.     AUG.  AUG.  16-22 


1464.1 


1420 


1340 


COMMENTARY 

Markets  made  a  comeback 
after  last  week's  mini-meltdown. 
Credit  the  Fed's  decision  to 
lower  the  rate  it  charges  banks 
to  borrow  money.  This  slowed 
down  the  recent  damage  meted 
out  to  mortgage  lenders  and 
sellers  of  mortgage-backed 
securities.  The  Dow  surged  145 
points,  while  shares  of  Lehman 
Brothers  rose  13.5%,  and  Bear 
Stearns  gained  11.2%. 

Data:  Bloomberg  Financial  Markets,  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  AUGUST  22 

■  S&P  500  M  U.S.  DIVERSIFIED  BB  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEKENDED  AUGUST  22 

■I  S&P  500  ■  U.S.  DIVERSIFIED  WALL  EQUITY 
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Data:  Morningstar  Inc 


THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Monday, 
Aug.  27, 10  a.m.  EDT  »Existing 
home  sales  are  forecast  to  have 
slipped  just  a  little,  to  an  annual 
pace  of  5.7  million  units  in  August. 
That's  the  consensus  among 
economists  queried  by  Action 
Economics.  In  July,  demand 
dropped  3.8%,  to  an  annual  pace 
of  5.75  million. 
CONSUMER  CONFIDENCE 
Tuesday,  Aug.  28, 10  a.m.  EDT » 
The  Conference  Board's  August 


U.S.  MARKETS 

AUG  22 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  500 

1464.1 

4.1 

3.2 

12.7 

Dow  Jones  Industrials 

13,236.1 

2.9 

6.2 

16.7 

NASDAQ  Composite 

2552.8 

3.8 

5.7 

18.7 

S&P  MidCap  400 

856.2 

44 

6.4 

15.0 

S&PSmallCap600 

419.4 

5.8 

4.8 

14.6 

DJ  Wilshire  5000 
SECTORS 

14.711.2 

4.3 

3.5 

13.4 

BusinessWeek  50* 

839.3 

4.4 

5.1 

13.9 

BW  Info  Tech  100** 

491.3 

2.6 

9.8 

27.8 

S&P/Citigroup  Growth 

675.6 

3.0 

3.5 

12.4 

S&P/Citigroup  Value 

786.8 

51 

2.9 

13.1 

S&P  Energy 

518.7 

2.6 

13.9 

17.5 

S&P  Financials 

463.4 

78 

-6.4 

3.6 

S&P  REIT 

179.5 

9.7 

-9.7 

0.6 

S&P  Transportation 

2814 

3.6 

6.7 

15.0 

S&P  Utilities 

199.3 

4.1 

6.8 

14.1 

S&P  GSTI  Internet 

206.5 

2.9 

34 

219 

PSE  Technology 

928.5 

3.2 

6.1 

17.3 

%CHANGi 
YEAR  TO     LA 
DATE       MC 

1( 


GLOBAL  MARKETS  aug.22         week 

S&P  Euro  Plus  (U.S.  Dollar)        2087.8  1.3       Hi 

London  (FT-SE 100)  6196.0 

Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Sei 
Toronto  (S&P/TSXCoi 
Mexico  City  (IPC)  29.269.3  4.0         10.7 

FUNDAMENTALS     aug.21  weekago 

S&P  500  Dividend  Yield                       1.89%  1.91% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)              16  7  16  5 

S&P  500  P/E  Ratio  (Next  12  mos.)*             14.4  14.4 

First  Call  Earnings  Revision*                -106%  -0  36% 


Paris  (CAC  40)                        55182 

1.4 

-0.4 

Frankfurt  (DAX)                        7500.5 

0.7 

137 

2! 

Tokyo  (NIKKEI  225)                15,900.6 

-3.5 

-7.7 

- 

Hong  Kong  (Hang  Seng)         22,346.9 

4.5 

11.9 

3< 

Toronto  (S&P/TSX  Composite)  13,463.1 

3.2 

4.3 

11 

VEAI 

1.84 

i: 

V 
-0.95 

•FirstC 


•March  19. 1999=1000   "February  7,  2000=1000 


TECHNICAL  INDICATORS  aug  :; 

S&P  500  200-day  average  1455.1 

Stocks  above  200-day  average  36.0% 

Options:  Put/call  ratio  1.09 

Insiders:  Vickers  NYSE  Sell/buy  ratio  1.74 


WEEKAGO      -iEA 

1453.8  Posit 

35.0%  Posit 

1.06  Posit 

2.33  Posit 


BEST-PERFORMING 
GROUPS 


LAST 

MONTH', 


LAST  12 
MONTHS  °/c 


WORST-PERFORMING  ^ 

MONTH  % 


Distillers  &  Vintners 

5.9 

Tires  &  Rubber 

151.6 

Food  Wholesalers 

5  8 

Internet  Retailers 

111  0 

Soft  Drinks 

3.7 

Divsfd.  Metals  &  Mining 

79.5 

Retail  REIT's 

3.4 

Auto  Parts  &  Equip. 

56.7 

Household  Products 

3.1 

Computer  Hardware 

43.1 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Bear  Market 

8.3 

Pacific/Asia  ex-Japan  Stk. 

49.6 

Long  Government 

2.4 

Latin  America  Stock 

34.4 

Inflation-Protected  Bond 

1.6 

Diversified  Emerging  Mkts. 

298 

Intermediate  Government 

LAGGARDS 

L4 

Specialty-Communications 

LAGGARDS 

26.5 

Latin  America  Stock 

-18.4 

Bear  Market 

-10.7 

Specialty-Precious  Metals 

-17.5 

Japan  Stock 

-43 

Diversified  Emerging  Mkts. 

-14J 

Specialty-Precious  Metals 

-3.0 

Foreign  Small/Mid  Growth 

-13.2 

High  Yield  Muni 

-0.6 

GROUPS 

Real  Estate  Mgt.  &  Dvpt.  -22.0 

Commerical  Printing  -19.9 

Forest  Products  -17.7 

Homebuilding  -168 

Employment  Services  -16.1 


MO 


Homebuilding 
Gold  Mining 
Agricultural  Products 
Electric  Mfg.  Svcs. 
Spclzd.  Cnsmr.  Serv. 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFds.UltSh.Emrg.  Mkts.  Inv.  29.3 

ProFds.UltSh.Emrg.  Mkts.  Svc.  29.1 

DireXn.  Emrg.  Mkts.  Bear  2X  28.8 

ProFunds  Ultrashort  Japan  Inv.  27.5 
LAGGARDS 

DireXn.  Lat  Am.  Bull  2X  Inv.  -32.8 

Regions  Morg.Kgn.  S.Hi  Inc.  C  -29.6 

Regions  Morg.  Kgn.  S.  Hi  Inc.  I  -29.6 

Regions  Morg.Kgn.  S.Hi  Inc.  A  -29.5 


52-WEEK  TOTAL  RETURN                        % 
LEADERS 

AIM  China  I  93.0 

AIM  China  A  92.2 

AIM  China  C  903 

AIM  China  B  90.8 
LAGGARDS 

ProFds.  UKSh.  Emrg.  Mkts.  Svc-46.3 
ProFds.  UKSh.  Emrg.  Mkts.  Inv.  -45.8 
DireXn.  Emrg.  Mkts.  Bear  2X  -39.8 
DireXn.  NASDAQ  100  Bear  2J5X  -36.5 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


■ 


AUG  22 

WEEKAGO      Yi 

4.90% 

4.90% 

3.66 

4.25 

4.13 

4.29 

4.62 

4.71 

4.96 

5.01 

6.43 

6.57 

t  Banxl 

lO-YR.BONO 

30-YI 

General  Obligations 

4.20% 

' 

Taxable  Equivalent 

6.00 

1 
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consumer  confidence  index  most 
likely  retreated  back  to  105,  due 
primarily  to  increased  volatility 
in  the  financial  markets.  The  July 
index  rose  to  112.6. 
GROSS  DOMESTIC  PRODUCT 
(REVISED)  Thursday,  Aug.  30, 
8:30  a.m.  EDT  »Second-quarter 
real  gross  domestic  product 
will  likely  be  revised  up  to  an 
annualized  growth  rate  of  4%, 
from  the  originally  reported  3.4%. 
Foreign  trade  data  should  play  a 


big  role  in  the  improved  view  of 
economic  growth  for  the  period 
as  the  June  figures,  released  after 
the  advance  GDP  report,  showed 
a  narrower  trade  gap. 
PERSONAL  INCOME  Friday,  Aug. 
31,  8:30  a.m.  EDT  »July  personal 
income  is  expected  to  have  grown 
0.3%  after  a  0.4%  jump  in  June. 
At  the  same  time,  consumer 
spending  probably  picked  up  the 
pace  with  a  0.3%  gain,  following  a 
meager  0.1%  rise  in  June. 


The  BusinessWeek  production  ii 
held  steady  at  309.8  for  the  wee 
ended  Aug.  11  but  improved  to  I 
gain  from  a  year  ago.  Before 
calculation  of  the  four-week  mc 
average,  the  index  fell  to  310.5. 
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Expert  Insights 

Reports  on 

Software  Test  Automation 

&  IT  Security 


read  full  reports  and  related  information,  go  to  the  links  listed 

ragmatic  Approach 
Software  Test  Automation 


asinesses  strive  to  leverage  more  and  more 
'om  mission  critical  software  applications, 
Ders  are  under  intense  pressure  to  reduce 
■mes — without  sacrificing  performance  or 
ity.  In  this  environment,  test  automation  is 
the  most  effective  methods  for  validating 
tct  or  application.  It  allows  the  core  prod- 
De  tested  in  an  automated  mode — retain- 
ifactory  test  coverage  and  reducing  risk — 
ustomizations  are  tested  manually. 

Fest  automation  is  not  just  an  easy 
i  out  of  the  complexities  of  manu- 
esting." 

Iiany  test  automation  efforts  do  not  meet 


expectations  because  the  level  of  planning  and 
resources  for  these  efforts  are  woefully  underes- 
timated. As  a  result,  they  are  often  hampered  by 
time  constraints,  costs,  and  resource  conflicts. 

For  automation  to  be  effective,  a  considerable 
amount  of  thought  must  be  given  to  test 
automation  goals;  otherwise,  it  can  create  more 
problems  than  it  solves.  Implementing  test 
automation  should  follow  a  four  step  process: 

•  Determine  whether  automation  is  required 

•  Identify  areas  that  can  benefit  from  automation 

•  Analyze  application  "automation  readiness" 

•  Design  an  automation  strategy 

A  sure  recipe  for  disaster  is  to  simply  purchase 


"Automated  testing  frees  IT 
resources,  reduces  software  lifecyde 
and  maintenance  costs,  and  speeds 
time  to  market." 

an  automation  tool  and  hand  it  over  to  manual 
testers,  expecting  that  your  tests  will  now  be 
automated.  First,  choosing  the  right  tool  is  a 
tricky  proposition.  Your  applications  are  bound 
to  have  elements  that  are  not  compatible  with  a 
given  tool.  Unfortunately,  this  probably  won't  be 
apparent  from  a  demo  with  the  vendor's  sample 
applications.  Further,  as  applications  change 
over  time,  automation  tools  must  change  as 
well.  Testers  are  typically  not  programmers  so 
they're  rarely  qualified  to  adapt  commercial 
tools  to  meet  new  requirements.  The  result  is 
automation  tools  that  become  shelfware. 


To  read  the  full  report,  go  to 
www.expert-insights.com/sns.asp 
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SNS  Technologies,  Inc.  is  a  leading  software  testing  company  based  in  Austin,  Texas  with  testing  offices  in  Pune,  India  and 
London.  Its  testing  services  enable  organizations  to  improve  software  quality,  reduce  testing  costs,  and  speed  time  to  mar- 
ket, while  retaining  focus  on  their  core  business  activities.  For  more  information  contact  Raj  Ghosal,  phone  number: 
617.314.6533  or  +91.20.3052.0657.  Email:automation@snstech.com 


;ure  IT:  Protecting  the  Keys 
^our  Kingdom        


im  to  large  organizations  operate  hun- 
f  servers  and  thousands  of  workstations. 
race  has  at  least  one  privileged  account 
sword.  Anyone  who  knows  the  adminis- 
issword  for  a  computer  system  effectively 
at  asset  and  can  compromise  the  internal 
mandated  by  policy  or  by  regulations 
SOX,  HIPAA  or  PCI. 
ensitivity  of  these  passwords  leads  to 

rity  questions: 
o  knows  these  passwords?  (Ex-staff?) 
v  often  are  they  changed?  (Never?) 
they  written  down?  (On  sticky-notes?) 
:  W  hard  are  they  to  guess?  (Easy?) 
assword  usage  audited?  (Impossible?) 


Organizations  without  good  answers  to  these 
questions  may  fail  their  next  IT  security  audit. 
To  manage  these  passwords  effectively, 
advanced  infrastructure  is  required.  It  must  be 
scalable,  secure  and  reliable: 


Scalability  The  infrastructure  can  manage  mil- 
lions of  passwords.  It  must  work  on  different 
kinds  of  systems,  including  workstations,  servers, 
applications,  databases,  routers  and  firewalls. 

Security  Sensitive  passwords  must  be  hard  to 
guess  and  IT  staff  must  be  subject  to  strong 
authentication  and  access  controls  when  they 
ask  for  passwords.  Security  also  calls  for  encryp- 
tion during  transmission  and  in  storage,  and  for 
detailed  audit  logs. 

Reliability  In  the  event  of  a  hardware  or  soft- 
ware failure,  or  even  a  facility  disaster,  IT  staff 
remain  able  to  access  these  critical  passwords. 

"Anyone  who  knows  the  adminis- 
trator password  for  a  computer 
system  effectively  owns  that  asset..." 


Ha  read  the  full  report,  go  to 

www.expert-insights.com/mtech.asp 
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Identity  Management  Solutions 


ID-Archive  from  M-Tech  is  a  solution  for  securing  sensitive  passwords.  It  randomizes  each  password  daily  and 
subjects  IT  workers  to  strong  authentication  and  detailed  access  controls  when  they  reguest  access  to  these 
passwords.  Cross-site  replication  and  encryption  ensure  availability,  reliability  and  security.  To  learn  more 
about  ID-Archive  visit  http://ID-Archive.com/bw/.  To  learn  about  M-Tech,  visit  http://MTechlT.com/bw/, 
e-mail  sales@MTechlT.com  or  call  1-877-386-0372. 
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These  three  themes  have  defined  BusinessWeek's  European 
Leadership  Forum  since  it's  inception  in  2001,  and  have 
firmly  established  it  as  one  of  the  primary  thought-leadership 
platforms  on  the  European  business  calendar. 

Globalisation  drives  much  of  the  dynamic  growth  in  European 
economies,  and  is  largely  responsible  for  the  stellar  success 
of  corporate  performers  from  the  region  who  have 
consistently  outperformed  the  market.  Identified  by 
BusinessWeek  as  the  'BusinessWeek  European  50',  this  elite 
group  of  truly  global  champions  feature  prominently  in  our 
annual  European  Leadership  Forum.  Delegates  hear  directly 
from  CEOs  of  Europe's  top  performers  in  interactive  panel 
discussions,  tackling  the  issues  of  corporate  performance, 
competition  and  pan  European  integration.  Keynotes  from 
leading  thought  leaders  on  strategy,  superior  innovation  and 
corporate  leadership  complement  the  panel  sessions. 

Participation  is  by  invitation  only  -  to  apply  to  join  the 
debate  please  contact  +44  20  7556  7809  or  email 
sally@bwevents.com 
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Silicon  Valley  Sea  Dog 

MINE'S  BIGGER  Tom  Perkins  and  the  Making  of  the  Greatest  Sailing  Machine  Ever  Built 

By  David  A.  Kaplan;  HC;  268pp;  $25.95 


"In  the  warm  sea  breeze  of  early  autumn, 
amid  the  splendor  of  the  south  of  France, 
who  knew  death  was  also  in  the  air?" 
So  begins  an  early  chapter  of  David  A. 
Kaplan's  absorbing  tale  of  Tom  Perkins, 
co-founder  of  famed  venture  capital  firm 
Kleiner  Perkins  Caufield  &  Byers  and  one 
of  the  men  responsible  for  creating 

Silicon  Valley.  Few  know  much  about  this 
master  dealmaker.  Among  his  many  other 
interests,  he  is  a  passionate  sailor.  He  also 
once  killed  a  man  by  refusing  to  yield  right-of- 
way  to  a  smaller  sailboat. 

That  fatality  is  among  the  dramatic  high 
points  in  Kaplan's  Mine's  Bigger:  Tom  Perkins 
and  the  Making  of  the  Greatest  Sailing  Machine 
Ever  Built.  The  Newsweek  senior  editor  gives 
us  three  stories  in  one  volume:  an  account  of 
Perkins'  life,  a  history  of  the  making  of  Silicon 
Valley,  and  a  chronicle  of  the  building  of 
Perkins'  massive  $130  million  square-rigger, 
The  Maltese  Falcon.  In  the  end,  the  author 
tries  to  do  too  much,  and  his  book  suffers. 
All  the  same,  it  is  an  effective  rendering  of  a 
complicated  man— a  technology  visionary  who, 
at  sea,  was  also  "a  bellicose  if  brilliant  tactician 
who  could  squeeze  both  an  extra  knot  out  of  his 
vessel  and  the  gonads  of  any  opponent." 

The  deadly  events  took  place  in  October, 
1995,  at  Saint-Tropez  on  the  Cote  d'Azur.  Perkins  was  racing 
his  two-masted  schooner,  Mariette,  in  La  Nioulargue,  an 
annual  regatta  that  draws  thousands  of  spectators  and 
hundreds  of  boats.  As  Perkins  stood  at  the  helm  of  his  yacht, 
a  smaller  sailboat,  also  in  the  race,  headed  across  his  path. 
Neither  captain  would  give  way,  although  Perkins  arguably 
was  in  a  better  position  to  do  so.  His  schooner's  bowsprit 
clipped  the  rigging  of  the  other  boat  and  began  carrying  it 
along.  Within  seconds,  the  smaller  craft  capsized,  filled  with 
water,  and  sank.  Of  the  five  aboard,  one  never  made  it  out  alive. 

Perkins  was  arrested  by  French  police  and,  after  a  three- 
day  trial,  convicted  of  involuntary  manslaughter  and  handed 
a  suspended  sentence  and  a  fine.  The  events  captivated  the 
French  media,  but  as  Kaplan  notes,  the  American  press 
"curiously  missed  the  story  altogether." 

Kaplan  uses  this  finely  etched  anecdote  to  tell  us  much 
about  Perkins.  This  is  a  man  whose  appetite  for  risk  extends 
far  beyond  the  boardrooms  from  which  he  helped  to  create 
Genentech,  Netscape,  and  Google— and  where  he  became 
fabulously  wealthy.  We  also  learn  of  Perkins'  cold  and 


egotistical  side,  as  he  refuses  to  accept  any  blame  for  his  re 
in  the  death.  For  Perkins,  competition  trumps  compassion 
key  theme  throughout  the  book.  "The  experience  hardly  k 
him  chastened,"  Kaplan  writes.  "Self-doubt  was  anathemi 
to  him,  antithetical  to  the  personality— or  pathology— of 
which  made  him  such  a  success."  In  Perkins'  world,  there 
winners  and  losers.  Nothing  else  matters. 

Much  of  Mine's  Bigger  focuses  on  the  making  of  the 
"greatest  sailboat  ever."  The  semi-retired  Perkins,  in  his 
mid-70s,  decided  in  2001  to  devote  six  years  to  building  tr 
biggest  private  sailing  yacht  in  the  world.  At  the  same  tim 
two  other  tycoons,  retired  Avis  Rental  Car  CEO  Joe  Vittorii 
and  Netscape  founder  Jim  Clark,  were  each' 
attempting  to  do  the  same. 

Perkins  won,  creating  a  modern  clipper ! 
as  long  as  a  football  field,  42  feet  wide,  and  I 
with  three  masts  each  rising  20  stories  intc 
the  sky.  The  key  technology  breakthrough 
a  high-tech  system  replaced  all  the  intricate 
rigging  with  giant,  freestanding  carbon-fibl 
masts  that  rotate  by  computer.  The  yacht's  * 
bridge  resembles  something  out  of  Star  Trc 
touch  of  a  screen  unfurls  15  huge  sails.  Kap 
an  experienced  sailor  himself,  asserts  that 
breakthrough  rigging  technology  and  othei 
innovations,  which  make  the  Falcon  extreri 
fast,  represent  the  "most  significant  advan 
sailing  in  150  years." 

Unfortunately,  the  sections  that  deal  w* 
building  the  vessel  tend  to  drone  on  and 
are  among  the  weakest  parts  of  Kaplan's 
book.  They  serve  mostly  as 
an  examination  of  excess. 
Much  more  interesting  is  t 
depiction  of  Perkins'  singlr 
minded  pursuit  of  money ; 
how  that  led  to  the  creatio 
Silicon  Valley.  Or  the  accoi 
of  how  Perkins,  the  Hewle 
Packard  Co.  board  membe 
helped  engineer  the  remo^ 
HP  Chairman  Patricia  Dui 
authorizing  spying  on  boa 
^^^^^^^^™  members  and  journalists. 

But  these  are  minor 
quibbles.  The  strength  of  Mine's  Bigger  lies  in  penetn 
anecdotes  that  give  us  glimpses  of  Perkins  in  various 
settings.  Ultimately,  he's  not  very  sympathetic,  but  he 
fascinating.  And  Kaplan  does  an  able  job  of  capturing 
complexities  of  a  man  who  will  be  remembered  more 
his  role  in  creating  Silicon  Valley  than  for  his  passion 
spectacular  yachts  and  high  seas.  ■ 

-By  Stanley  H 


A  tech 
trailblazer, 
passionate 
and  ruthless 
on  land 
and  sea 
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Readers  are  invited 
to  call  direct  for  a  full 
complimentary  company 
1      investor  package. 
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Sun  Cal  Energy,  Inc.  |  NASDAQ  OTC  BB:  SCEY 


Surrounded  by  daily  oil  production  of  over  500,000  barrels, 
Sun  Cal  Energy,  Inc.  is  a  high  growth  public  company 
focused  on  providing  secure  energy  solutions  to  America. 


While  every  day  we  hear  about  another  of  tomorrow's 
potential  answers  to  the  U.S.  energy  deficit  -  whether 
it'sethanol,  fuel  cells,  orwind  power-  President  Bush 
recently  called  on  the  nation  to  step  up  domestic  oil 
production  for  today's  energy  needs  while  doubling 
the  Strategic  Petroleum  Reserve  to  protect  America 
against  severe  oil  supply  disruptions. 

Answering  the  cry  for  tangible  domestic  energy 
solutions  are  oil  and  gas  explorers  and  producers 
adding  to  America's  rich  history  of  petroleum 
production,  as  with  Chevron's  recent  Gulf  of  Mexico 
discovery  of  up  to  15  billion  barrels  of  oil  that  is 
expected  to  produce  800,000  barrels  of  U.S.  oil  a 
day.  Not  surprisingly,  Chevron's  stock  jumped  12.5% 
after  the  announcement. 

Following  the  same  pattern  of  exploring  America's 
proven  oil  and  gas  reserves  is  Sun  Cal  Energy, 
Inc.,  a  publicly  traded  company  with  offices  in  San 
Francisco.  To  date,  Sun  Cal's  strategy  of  seeking  low- 
risk,  high-reward  oil  and  gas  opportunities  appears  to 
be  working.  A  third-party  geological  report  on  Sun 
Cal's  California  exploration  project  estimates  its 
recoverable  reserve  potential  to  be  up  to  75  million 
barrels  of  oil.  Even  at  $50/barrel,  that  still  translates 
into  S3.75  billion. 


Such  large-scale  numbers  are  common  for  the 
enviable  region  of  Sun  Cal's  California  Prospect. 
The  prolific  oil  and  gas  province,  known  as  the  San 
Joaquin  Basin,  contains  1 8  giant  oil  fields  (production 
>  100  million  barrels  each)  and  four  super  giants 
(production  >  1  billion  barrels  each).  Surrounding 
Sun  Cal's  400-acres  are  major  industry  players,  such 
as  Chevron  and  Occidental  Petroleum,  producing 
over  500,000  barrels  of  American  oil  daily.  The  value 
of  Sun  Cal's  California  project  is  further  bolstered  by 
3D  seismic  and  well  data  confirming  the  presence  of 
a  reservoir  and  previously  discovered  hydrocarbons. 


At  a  Glance 

•  Sun  Cal  Energy,  Inc. 

•  Oil  &  Gas  Exploration 

•  Pot.  Reserves  up  to  75  MMBO 

•  Area  Production  of  500K  bbl/day 

•  Active  Drilling  Program 


Then  there's  Sun  Cal's  active  drilling  program.  The 
company  owns  an  overriding  royalty  interest  in  wells 
drilled  by  Marathon  Oil  on  Sun  Cal's  1,200-acre 
project  in  Oklahoma's  Springer  Morrow  play,  the 
largest  play  in  the  State  and  Mid-Continent.  Marathon 
OiffMarket  Cap:  $44.69  billion)  has  already  drilled 


California  Production  Around  Sun  Cal  -  in  barrels  of  oil/day 
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Reserve  to  further  protect  America 
against  severe  disruptions  to  the 
world's  oil  supply. " 
-  White  House  website 


CRUDE  OIL  PRICES  from  1986  to  2007 

(US  DOLLARS  PER  BARREL} 


$80 

70 
60 
50 
40 
30 
20 
10 
0 


86  87  88  90  91  97  93  94  95  96  97  98  »  00  01  07  03  04  05  04  07 


one  successful  well  on  Sun  Cal's  property  while  a 
second  well  is  scheduled  for  drilling  and  testing  to 
begin  by  August  2007. 

Sun  Cal's  attractive  drilling  program  also  includes 
a  21,000-foot  test  well  planned  in  Q4  2007  on  the 
company's  seismically  defined  Breton  Sound  Prospect 
in  Louisiana's  Tuscaloosa  trend.  The  Tuscaloosa  has 
produced  natural  gas  since  the  1970's,  with  average 
reserves  per  field  being  around  250  billion  cubic  feet 
(-S1.5  billion  at  $6  gas).  And  according  to  the  US 
Geological  Survey  (February  2007),  the  Tuscaloosa's 
undiscovered  resources  are  still  considerable  at  up  to 
27  trillion  cubic  feet  of  gas. 

Sun  Cal's  management  team  of  experienced  oil  and 
gas  industry  veterans  explains  that  their  drilling 
program  leaves  the  high  cost  of  drilling  to  other 
players  in  the  area  so  the  company  can  minimize  its 
up-front  cash  requirements,  effectively  increasing 
ROI  and  building  shareholder  value.  And  with  the 
Department  of  Energy  reminding  us  that  oil  and  gas 
represents  two-thirds  of  the  energy  currently  used  by 
Americans,  the  timing  for  Sun  Cal  to  provide  secure 
domestic  energy  sources  to  America  couldn't  be 
better. 

With  major  potential  reserves  in  a  proven,  prolific 
oil  and  gas  region,  and  an  active  drilling  program 
underway,  Sun  Cal  Energy,  Inc.  (NASDAQ  OTC 
BB:  SCEY)  is  a  high-impact  public  company  that 
offers  shareholders  an  exceptional  early  stage 
opportunity  to  participate  in  several  of  America's  top 
emerging  energy  plays. 


SUN  CAL 


Readers  are  invited  to  call 
direct  for  a  full  complimentary 
company  investor  package. 
Toll  free  1-800-798-8334. 
www.suncaloil.cora 
NASDAQ  OTC  BB:  SCEY 


IdeasOutsideShot 


BY  HENRY  S.GIVRAY 


When  CEOs  Aren't  Leaders 


Blackstone  Group  CEO  Stephen  Schwarzman  is  only  the  latest  high-profili 
poster  boy  in  the  furor  over  executive  pay,  reminding  us  that  some  of 
today's  corner  office  occupants  have  very  different  motivations  and  values 
from  other  Americans.  His  "I'm  worth  every  penny"  jeering  and  other 
public  comments  make  his  narrow  self-focus  clear,  relegating  him  to  the 


gang  of  often  piratical  business  executives  who,  sadly,  have 
dominated  the  headlines  in  recent  years. 

Thanks  to  the  lot  of  them  and  Enron,  WorldCom,  and 
other  corporate  scandals,  the  image  of  the  corporate  CEO 
has  taken  a  pounding.  While  Americans  generally  strive  for 
and  celebrate  achievement  and  success,  they  are  increasingly 
sickened  by  the  narcissism,  greed,  and  other  "me  first"  antics 
of  such  CEOs.  Whether  it  is  the  imperious  version  (think 
Robert  Nardelli  or  Hank  Greenberg)  or  the  self-dealing 
version  (think  Dennis  Kozlowski  or  Jeffrey  Skilling),  much 
of  the  general  public  now  believes  CEOs  are  in  the  game  only 
for  themselves.  The  good  of  their  employees,  their  customers, 
their  communities,  and  even  their  investors  are 
merely  ancillary  issues  for  them. 

Rather  than  being  shocked,  amazed,  or  even 
entertained,  we  should  be  deeply  concerned.  The 
cumulative  damage  promises  to  make  it  harder 
for  the  business  community  to  press  its  cases 
in  the  court  of  public  opinion  and  government. 
Inevitably,  all  top  U.S.  corporate  executives  feel  the 
impact  and  suffer  at  least  some  drop  in  personal 
effectiveness.  And  don't  forget,  a  tarnished  image 
is  exceptionally  hard  to  repair,  both  for  CEOs  and 
the  companies  that  have  hired  them. 


THE  PROBLEM'S  ROOTS  LIE  in  the  fact  that  the 
terms  "CEO"  and  "leader"  have  mistakenly 
become  synonymous.  Nothing  could  be  further 
from  the  truth.  CEOs  are  measured  by  quantitative  results. 
Leaders  are  shaped  and  defined  by  character.  CEOs  are 
expected  to  boost  sales,  improve  profit  margins,  and  make 
money  for  shareholders.  Leaders  inspire  and  enable  others  to 
do  excellent  work  and  realize  their  potential.  As  a  result,  they 
build  successful,  enduring  organizations. 

Neither  PR  spin  campaigns  nor  stronger  government 
regulations  and  accounting  rules  will  fix  today's  CEO  image 
crisis.  Instead,  the  business  community  itself  must  recognize 
that  finding  CEOs  who  can  generate  business  results  is 
necessary  but  not  sufficient.  Those  we  elevate  or  hire  to 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 


Too  many 
execs  focus 
on  profits 
and  fail  to 
build  trust 
and  inspire 
employees 


become  CEOs  must  also  possess  the  distinguishing  qualitii 
of  great  leaders:  the  ability  to  build  trust,  inspire  dedicatee 
and  engaged  followers,  and  make  service  to  others  their 
preeminent  priority.  In  other  words,  the  core  values  of  CE(< 
should  be  examined  just  as  closely  as  their  drive,  intellectit 
depth,  financial  acumen,  or  track  record. 

To  accomplish  that,  why  not  start  with  three  small  but 
powerful  changes.  First,  corporate  board  members  and  othen 
who  recruit  CEOs  must  adopt  disciplined  approaches  to 
investigate  a  candidate's  character.  For  example,  divide  the 
interview  process  into  two  distinct  components  to  vet  candid 
on  both  traditionally  examined  management  talents,  as  well 
as  on  their  lived— not  just  spoken— values. 
Those  exploring  the  latter  must,  in  addition  to  i 
asking  hard  questions  of  the  candidates,  gathei 
insights  from  their  current  and  former  employ- 
customers,  and  suppliers.  This  investigation 
should  be  pursued  with  the  same  level  of  rigor 
due  diligence  process  prior  to  an  acquisition. 

Next,  those  who  aspire  to  the  CEO  title  neei 

to  understand  that  the  ego-fired,  command 

and-control,  "winning-at-all-costs"  approach 

no  longer  viable.  Instead,  by  measuring  succe 

through  the  success  of  all  those  they  serve,  th 

will  achieve  superlative,  sustainable  results  iM 

only  for  their  constituents  but  also  for  thems* 

Finally,  the  media  and  business  need  to  d' 

a  better  job  spo'tlighting  truly  great  leaders 

in  Corporate  America,  such  as  Xerox's  Anne  Mulcahy  or 

Southwest  Airlines'  Gary  Kelly,  to  present  a  more  accurat 

picture  of  today's  chief  executives. 

Imagine  the  lubrication  we  could  add  to  our  business  ai 
economic  engines  if  society  recognized  that  the  vast  majoi 
CEOs  are  honorable  leaders  driven  by  more  than  the  prost 
of  personal  gain.  That's  why  we  must  make  sure  that  CEO 
values  are  considered  on  par  with  their  business  results.  T 
alternative  is  to  allow  the  bullies  of  business  to  define  our 
world  and  ourselves,  harming  us  all  in  the  bargain.  ■ 


Henry  S.  Givray  is  chairman  and  CEO  ofSmithBucklin  C 
the  world's  largest  association  management  company. 
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The  Automotive  Industry  will  spend 
more  than  $2.5  billion  this  year  on 
the  Internet  to  manage  long-term 
relationships  with  customers  and 
reshape  the  way  it  brands,  markets, 
and  sells  automobiles. 

Join  J.D.  Power  and  Associates 
and  automotive  industry  retail  and 
marketing  thought  leaders  to  learn 
about  where  this  automotive  Internet 
revolution  is  headed. 

If  you're  an  online  publisher, 
marketing  firm  or  media  professional, 
this  will  be  your  ticket  to  ride. 


Keynote  sessions  with: 


■-- 


Mike  Kelly 

President 
AOL  Media 
Networks 


Gary  Marcotte 

Senior  Vice 

President 

eCommerce 

AutoNation,  Inc. 


James  D.  Farley 

Group  VP  and  General 

Manager 

Lexus  Division, Toyota 

Motor  Sales,  USA 


In  collaboration  with  these  industry  leaders: 

AUTO 


AOL  y*       autobyteltsJ     ""'"flf 

Cobalt 


—com 

Find  *  Csr.  Find  a  Dealer. 


cars.com 


Kelley  Blue  Book 

THE  TRUSTED  RESOUUCE 


VIBRANT   MEDIA 


AutoTraderGB> 


JumpSTART 

A  i  rr^un  tii/c  urn  in 


AUTOMOTIVE  MEDIA 


l^Hoof 


r 


or  more  information  about  the  event,  visit:  http://www.jdpower.com/roundtable 
Or  contact  us  at  automotiveroundtable@jdpa.com,  or  call  714-621-6270. 


This  is  the  one— the  single  most  important  and  comprehensive 
automotive  Internet  industry  event  of  the  year. 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


From  Hero  to  Zero 


Up  until  the  age  of  16, 1  won  at  everything:  sports,  academics, 
and  I  even  got  the  girl.  But  since  then— I  am  32  now— people 
in  a  position  of  power  or  authority  have  consistently  worked 
against  me.  Save  the  occasional  mentor  who  says  I  remind  him 
of  his  "younger  self,"  I  seem  stuck  in  corporate  limbo.  Is  the 
college  hero  destined  for  zero? 

-Anonymous,  London 

We're  actually  optimistic  for  you— because  it  is  a  rare  jerk  (for 
lack  of  a  more  decorous  term)  who  knows  he  is  a  jerk.  Usually 
people  in  your  position  blame  others  for  their  stalled  careers; 
you  seem  to  understand  your  own  complicity  in  events.  Most 
hopeful  of  all,  you  seem  to  be  looking  for  a  solution. 

If  we  had  to  guess,  your  primary  sin  is  a  dynamic  among 
some  young  people  who,  through  a  combination  of  luck 
and  talent,  develop  an  uninterrupted  winning  streak— they 
don't  grow,  they  swell.  The  result  is  insufferable  arrogance. 
Such  people  lord  their  success  over  co-workers  by  hoarding 
credit  and  belittling  others'  efforts.  They  don't  share  ideas 
except  to  show  them  off,  and  don't  listen  very  well,  if  at  all. 
Bosses  can  spot  these  team- 
killing  behaviors  a  mile  away, 
so  it  is  no  wonder  that  those 
with  "power  and  authority" 
around  you,  as  you  put  it, 
haven't  exactly  been  cheering 
you  on.  You  may  be  very  smart 
and  deliver  stellar  results, 
but  almost  nothing  generates 
enemies  in  a  company  faster 
than  an  outsize  ego. 

Which  is  why — even 
with  your  admirable  self- 
awareness— you  may  not  be  wmhmbhmm 
able  to  turn  your  career  around 
at  your  current  company.  Too 
many  burnt  bridges.  Too  much  of  an  embedded  reputation. 

So  here  is  what  we  suggest:  Explaining  that  you  are 
hoping  to  change  your  dysfunctional  ways,  ask  your  bosses, 
peers,  and  subordinates  to  give  you  brutally  honest  feedback, 
anonymously  (and  in  writing)  if  that  makes  it  easier  for  them. 
Be  prepared  for  a  terrible  awakening  as  people  pour  out  your 
shortcomings  with  lots  of  stored-up  resentment. 

After  you've  processed  what  you've  learned,  sure,  you  can 
attempt  a  recovery  in  your  current  job.  Who  knows— people 
may  be  so  delighted  with  your  new  humility  and  desire  to 
improve  that  they  will  give  you  a  second  chance.  More  likely, 
however,  you  will  need  to  move  on,  as  some  organizational 
wounds  never  heal.  And  it  might  be  better  for  you  to  get  a 


You  may  be 
smart  and 
deliver  stellar 
results,  but 
an  outsize  ego 
will  bring  you 
enemies 


fresh  start  at  a  place  where  an  entrenched  reputation  doe; 
precede  you  at  every  turn. 

Your  new  job  search,  of  course,  will  probably  be  hobblei 
mixed  references.  There  is  only  one  way  to  handle  that:  T 
prospective  employers  you  swelled  instead  of  grew  becaui 
of  your  early  successes,  but  you're  eager  to  make  amends 
a  new  position.  Assure  them  that  you  are  committed  to  be> 
a  team  player  and  that  you  will  frequently  seek  feedback  i 
order  to  stay  on  the  straight  and  narrow. 

Your  past  failings  will  hurt  you.  There's  no  sugarcoatir 
that.  But  eventually,  a  good  employer  will  be  impressed  v\ 
your  early  record  of  success  and  your  obvious  talent,  plusi 
your  newfound  maturity.  Good  luck  starting  over.  We're 
betting  you  won't  make  the  same  mistake  twice. 

I  am  thinking  of  studying  Portuguese,  but  in  your  opinion,  vi 
language  should  I  learn  to  succeed  in  the  world  of  business 
And  what  fields  of  study  hold  the  most  potential? 

-Marketa  Strakova,  Tabor,  Czech  Repd 


You're  on  to  something  with  Portuguese,  since  it  will  give 
you  a  leg  up  in  several  markets  with  good  potential,  such 
Brazil  and  some  emerging  African  nations.  Spanish  is  als 
a  good  choice,  as  it  will  allow  you  to  operate  with  more  ti 
throughout  Latin  America,  and  increasingly,  the  U.S.  But 
our  money— and  if  you  can  manage  the  much  higher  ord 
of  commitment— Chinese  is  the  language  to  learn.  China, 
already  an  economic  powerhouse.  It  will  only  gain  streng 
Anyone  who  can  do  business  there  with  the  speed  and 
intimacy  that  fluency  affords  will  earn  a  real  competitive 

As  for  what  to  study— if  you  want  to  be  where  the  acti 
is  now  and  for  the  next  couple  of  decades,  consider  the 
industries  focused  on  alternative  sources  of  energy.  Or  I 
everything  you  can  about  the  confluence  of  three  fields: 
biotechnology,  information  technology,  and  nanotechnc 
For  the  foreseeable  future,  the  therapies,  machines,  devi 
and  other  products  and  services  that  these  fields  bring  ti 
market  will  revolutionize  society— and  business. 

That  said,  when  it  comes  to  picking  an  educational  fie 
and  ultimately  a  career,  absolutely  nothing  beats  pursui 
the  path  that  truly  fascinates  your  brain,  engages  your  e 
and  touches  your  soul.  Whatever  you  do,  do  what  turns 
crank.  Otherwise  your  job  will  always  be  just  work,  and 
dreary  is  that?  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  question 
about  business,  company,  or  career  challenges.  Please  e-mail  i 
at  thewelchway@businessweek.com.  For  their  weekly  po< 
go  to  businessweek.com/search/podcasting.htm. 
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investing  involves  certain  foreign  risks,  including  currency  fluctuations  and  controls,  restrictions  on  foreign  investments,  less  governmental  supervision  and 
an  less  liquidity  and  the  potential  for  market  volatility  and  political  instability.  Foreign  investments  involve  greater  risks  than  U.S.  investments.  Investments 
are  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  ©2007  Morgan  Stanley. 


hat  about  China?  There  is  great  opportunity  in  China,  but  it  takes  experience  to  find  it.  Since  1991, 
Jjorgan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets. 
e  were  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
ovide  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
io  better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
perience,  access  and  insight  to  work  for  you. 


Ask  a  Financial  Advisor  today. 


Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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Hamsters  spend  their  lives  running  in  place. 


They'll  never  get  where  they  want  to  be. 

But  you  can.  With  proven  performance  management  software  from  SAS. 

www.sas.com/hamsters 
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ow  a  failure  of  leadership  led  to  the  summer  from  hell 
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Microsoft: 
Meet  the  Czar 
ofHappiness 


(P.56) 


Radical 
Collaboration 
at  IBM 

(OPPOSITE  P.44) 


WHEN  YOU  TURN  YOUR  CAR  ON,  DOES  IT  RETURN  THE  EAVOR? 
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in  today's  luxury  game,  the  real  question  isn't  about  whether  your  car  has  French-stitched  interior 
accents  or  an  available  40-qig  hard-drive  that  lets  you  store  thousands  of  songs.  The  question  isn't 
about  a  6speed  transmission,  variable  valve  timing,  or  a  host  of  available  features  including  all-wheel 
drive,  a  304  hp  Direct  Injection  V6,  ambient  interior  lighting,  articulating  headlights,  performance 
brakes  or  any  of  that.  No,  in  today's  luxury  game,  the  real  question  is,  when  you  turn  your  car  on, 
does  it  return  the  favor?  Nicely  equipped  at  $41,775* 

CADILLAC. COM 
2^.  LIBERTY,  ano the  PURSUIT". 
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Old  systems  can  slow  down  everything  in  your  offic 
A  simple  upgrade  from  CDW  can  solve  all  that. 


Lenovo  ThinkCentre®  A55 

Intel-  Pentium  -  D  Processor  945  (3.40GHz) 
Memory:  512MB 
160GB  hard  drive 
CD-RW/DVD-ROM  drive 
-  Windows"  XP  Professional 


*699 
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Samsung  SyncMaster  225BW 

•  22"  analog  and  digital  widescreen  LCD 

•  Contrast  ratio:  700:1 

•  Exclusive  MagicTune,    MagicColor 
and  MagicBright  2    technology 

$309.99  CDW  1036850 


■■■■■■■■■^■■■■■■■^^^^■■■i 


1 S1 00  instant  savings  reflected  in  advertised  price;  offer  valid  through  9/30/07  of.while  supplies  last;  call  your  CDW  account  manager  for  details.  'Adobe  Open  Options  (A00)  licensing  available;  call  your  CDW  account  man 
Offer  subject  to  CDW's  standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©2007  CDW  Corporation 


Lenovo  ThinkCentre®  A55 


Inter0  Pentium*  D  Processor  91 5  (2.80GHz) 
Memory:  1GB 
80GB  hard  drive 
•  DVD-ROM  drive 
Windows®  Vista  Business  Edition 


$669 

j      CDW 1203642 


Monitor  sold 
separately 


S100  INSTANT  SAVINGS' 


Xerox  Phaser®  61 80N 

Network-ready,  color  laser  printer 

Print  speed:  up  to  26  ppm  black,  20  ppm  color 


Parallel,  USB  2.0  and  Ethernet  ports 


XEROX 


inn  INSTANT 

-  IUU  SAVINGS' 


$399 


$499 


Lenovo  ThinkCentre®  A60 


AMD  Athlon®  64  Processor 
Model  3500+  (2.20GHz) 
Memory:  512MB 
80GB  hard  drive 
CD-ROM  drive 
-  Windows®  XP  Professional 


1 1 


Adobe 


Adobe®  Acrobat®  8  Professional  For  Windows® 

•  Auto-recognize  form  fields 

•  Enable  advanced  features  in  Adobe®  Reader® 

Upgrade  from  Acrobat  Standard  $152.99  CDW  1029708 

Upgrade  from  Acrobat  7  Professional     $152.99  CDW  1029707 
Full  version  $425.99  CDW  1029706 


Licensing  available1 


Monitor  sold 
separately 


Lenovo  ThinkCentre®  A60 


•  Dual-Core  AMD  Athlon®  64  X2  Processor 

1 

Model  3800+  (2GHz) 

m 

•  Memory:  512MB 

. 

•  80GB  hard  drive 

.  ^ 

•  CD-RW/DVD-ROM  drive 

•  Windows®  XP  Professional 

:    Monitor  sold 

1  .separately 

$579 


ViewSonic  VG2030wm 

20"  analog  and  digital  widescreen  LCD 

Contrast  ratio:  800:1 

Clearmotiv'"  5ms  video  response  with  Dynamic  Structure" 

technology  delivers  brilliant  HD  video  content 

$249,99  CDW  1090312 


I  ViewSonic  **!* 


Ve're  there  with  the  technology  solutions  you  need. 

Mh  the  benefits  of  today's  improved  technology,  there's  never  been  a  better  time 
)  upgrade  your  systems.  At  CDW,  we're  there  with  a  dedicated  personal  account 
manager  who  has  all  the  desktop  knowledge  you  need  to  help  you  become  more 
fficient  in  the  office.  And  with  best-of-breed  products  from  the  top  names  in  the 
ldustry,  you  not  only  get  what  you  need/you  get  it  whenever  yOu  need  it.  So  call 
DW  today  and  get  the  technology  you  need  to  make  the  most  of  your  day. 


'.  '■■  ■ 


W.COra|8G0.399.4GDW  The  Right  Technology.  Right  Away. 
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The  supplier  is  connected  to  the  regional  buyer 
is  connected  to  the  channel  partner 
is  connected  to  the  supply  chain  management  system 
is  connected  to  the  malicious  code  which  was  just  eradicated  by 
the  world's  leading  enterprise  security  company. 


wmwm 


www. 


A 
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Enterprise  security  software  that  gets  to  threats  before  they  get  to  you.  Crimeware.  Malicious  users. 

Data  leakage.  The  threat  landscape  is  constantly  changing.  Symantec  can  provide  you  with  global,  24/7  protection  to 

safeguard  every  layer  of  your  enterprise-from  your  mobile  devices  to  your  data  center.  Our  Global  Intelligence  Servic 

proactively  monitor  emerging  threats  to  make  sure  your  business  is  always  protected.  Visit  Symantec. com/confidena 


Confidence  in  a  connected  world. 
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Countrywide  CEO  Angelo 
Mozilo  talks  about  the  charges 
of  predatory  lending,  the  deal 
with  Bank  of  America,  his  sale 
of  millions  of  dollars  worth  of 
stock  options,  and  the  recession 
he  sees  ahead 
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UPGRADE  YOUR 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCING. 


Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 
TOP  3  GINS 


Hendrick  s 

S30/750ml 


Tanqueray  No. 
Ten  $26/750ml 


Smoothest 


Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


HENDRICK'S 


HINDRICK'S 

DISTILLED      mmd     BOTTLED      IN      SCOTLAND 
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HENDRICKSGIN.COM 


What's  Hot  This  Week  A 

BusinessWeek.conl 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com,  where  you  will  also  find  the  online-only  highlights  noted  below 
as  well  as  additional  stories,  interviews,  and  slide  shows. 


Credit  Cards  and  College  Ki< 

Over  the  next  month,  as  17  million  college  students  flood  the 
nation's  campuses,  they  will  be  greeted  by  swarms  of  credit- 
card  marketers.  Frisbees,  T-shirts,  and  even  iPods  will  be  used  to  entici| 
students,  and  many  will  sign  up.  Some  75%  of  college  students 
have  credit  cards  now,  up  from  67%  in  1998. 

For  a  growing  number  of  them,  easy  credit  leads  to  trouble. 
Many  don't  understand  the  complexities  of  their  contracts,  spej 
beyond  their  means,  and  end  up  over  their  heads,  with  their  dej 
growing  at  annual  rates  as  fast  as  32%. 

In  an  exclusive  series,  BusinessWeek.com  will  examine  the  comp! 
relationship  between  credit  cards  and  college  kids.  Students  tell 
their  stories  of  struggling  with  overwhelming  debts.  Credit-carcj 
marketers  explain  how  simple  it  is  to  get  around  the  restrictions  scho 
and  states  try  to  impose  on  companies.  And  leaders  in  Congress 
talk  about  their  hopes  for  alleviating  college-student  debt. 
The  series  begins  on  Sept.  4,  only  on  BusinessWeek.com. 


OUR  NEW  COMPANIES  CHANNEL:  BusinessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Back-to-school  shopping  goes  high-tech  I  Paid  volunfr 
Generation  X  needs  to  better  fund  its  retirement  I  More  companies  are  redesigning  products  for  womf 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  businessweekweekend 
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BENTLEY 


ESTIGE  AND  PERFORMANCE.  Each  inspired  by  its  own  "winged  B" 
ibol,  Breitling  and  Bentley  share  the  same  concern  for  perfection. 
e  same  extreme  standards  of  reliability,  precision  and  authenticity.  The 
le  unique  blend  of  prestige  and  performance.  Whether  in  the  Breitling 
rkshops  or  in  the  Bentley  factory  in  Crewe,  cutting-edge  technology  is 
:ed  in  the  service  of  noble  traditions.  Symbolising  this  communion  of 
als,  Breitling  participated  in  styling  the  instrumentation  of  the  Bentley 
ntinental  models,  the  most  powerful  ever  built  by  Bentley. 

/     -^  Id 


:CLUSIVITY  AND  TECHNICAL  EXCELLENCE.  For  devotees  of 
e  mechanisms,  Breitling  has  created  a  line  of  exceptional  timepieces 
ned  "Breitling  for  Bentley".  Representing  the  culmination  of  sophisticated 
;thetic  research,  these  wrist  instruments  mirror  the  signature  features 
the  famous  British  car  manufacturer.  Dedicated  to  the  automobile 
irld,  they  incorporate  several  exclusive  technical  characteristics  and 
;  propelled  by  high-performance  "motors"  patiently  assembled  by 
rtchmakers  at  the  peak  of  their  art.Time  is  the  ultimate  luxury. 


m\. 


BENTLEY    MARK    VI 


T  A  N  N  E  R 

Salt  Lake  City  801.532.3222 
Park  City  435.940.9470 


BREITLING 

I0M 


BREITLING  for  BENTLEY 
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erever 


you're  heading,  CORT 


will  be  there. 


»? 


Wherever  your  company  and 
your  employees  are  heading, 
across  town,  the  country  or 
around  the  world,  we'll  be  there. 
We'll  be  there  with  all  the 
necessary  things  that  make  your 
transition  smooth,  effective  and 
efficient. 

Everything  from  online  apartment 
locating,  touring  services,  hotel 


reservations  and  car  rentals,  to 
the  world's  largest  inventory  of 
rental  furnishings  for  offices  and 
residences. 

CORT  helps  you  stay  flexible 
and  productive  in  the  constantly 
changing  environment  of  today's 
business.  And  we  do  it  seamlessly, 
with  single-point  accountability, 
with  our  hundreds  of  local 


delivery  and  customer  service 
capabilities  all  across  the  US 
and  in  over  50  countries  around 
the  globe. 

If  you're  reading  BusinessWeek! 
chances  are  where  you're  heading 
is  up.  Fast.  And  CORT  can  help 
you  get  there.  As  our  boss  Warren 
Buffett  says,  "We'll  be  there." 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


V 


Visit  us  at  CORT.com  or  call  CORTline  at  1-888-360-CORT  ( 1-888-360-2678)         CORT.COm 
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"Someone  is  holding  the  bag, 
but  we  don't  know  who." 

-John  Edwards,  chief  economist  at  HSBC  in  Sydney, 

on  the  growing  unease  about  which  institutions  are 

going  to  disclose  major  losses  from  the  subprime 

crisis,  as  reported  by  The  New  York  Times 
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College  Basics 

1977 

2007 

Typewriter 

Laptop  with  Wi-Fi 

Turntable 

MP3  player  and  speakers 

Hallway  phone 

Cell  and  VoIP  phone 

Desk  calendar 

PDA,  Google  Calendar 

Letters  home 

Webcam,  e-mail,  blog 

Data:  BusinessWeek 
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Miat?  No 
spresso  Machine? 


0  PREPARE  FOR  his  freshman  year 
at  Georgetown  University,  Arjun 
Mehta  (above,  left)  packed  the 
clothes,  a  basketball,  a  32-inch 
TV,  and  an  Xbox  360.  A  quick 
:  of  Halo,  he  explains,  makes  for  a 
ct  study  break.  A  few  floors  down, 
man  Molly  Henningsen's  room  is 
|-coordinated  (aqua  and  green)  and 
jted  with  a  laptop,  printer,  digital 
:ra,  flat-screen  TV,  Wi-Fi  router,  and 
)act  fridge.  "I  wanted  everything  to 
ally  bright  and  really  functional," 
ays,  BlackBerry  in  hand. 
)ne  are  the  days  when  going  to 
?e  meant  picking  up  a  calculator, 
rer  tote,  and  the  cinder  blocks  and 
Is  for  a  bookshelf.  The  National 
11  Federation  predicts  that  back- 
dlege  sales  will  increase  9%  over 
all,  to  $956.93  per  student  or 
J  billion  overall— the  most  since 
Brganization  began  tracking  such 


spending  in  2003.  Small  wonder  then 
that  the  back-to-school  season  now 
ranks  second  only  to  the  holidays  in  sales 
volume  for  many  retailers— and  appears 
just  as  recession-proof.  "It's 
one  of  those  life  events  that 
the  traditional  swings  in  the 
economy  don't  get  in  the  way 
of,"  says  Michael  Brown,  a 
strategist  at  consultants  Kurt 
Salmon  Associates. 

Driving  the  trend:  This 
generation's  predilection 
for  the  latest  technology  and  dorm 
decor,  and  the  rationalization  among 
many  boomer  parents  that  splurging 
on  the  latest  gadgets  and  gear  is 
an  "investment"  in  their  children's 
education.  And  just  as  merchants 
now  put  Christmas  decorations  up  by 
Halloween,  retailers  like  Staples  and 
Circuit  City  began  aggressive  back- 
to-school  ad  campaigns  in  mid-July. 


Parents  often 
rationalize  the 
big  splurge  as 
"investment" 
in  education 


"School  ends,  there's  a  couple  weeks' 
break,  and  then  it's  right  back  to 
school  shopping,"  notes  Circuit  City 
spokesman  Bill  Cimino. 

And  many  now  target  their  marketing 
not  at  parents,  but  at  the  teens  who 
are  the  true  arbiters  of  what's  in.  Apple 
has  been  giving  free  iPod  nanos  to  Mac 
buyers,  while  J.C.  Penney  launched  an 
online  reality-based  "webisode"  starring 
four  teens  to  showcase  its  new  fashions. 

Retailers'  success  also  stems  from 
their  ability  to  reposition  yesterday's 
luxuries  as  today's  essentials— items 
such  as  portable  grills,  "gaming 
chairs,"  memory-foam  mattresses, 
and  countertop  dishwashers.  School 
tech  extends  beyond  PCs  to  digital 
voice  recorders,  Webcams,  TiVos,  and 
even  GPS  systems.  "These  products 
are  seen  as  necessary,  rather  than 
discretionary,"  notes  Marie  Driscoll,  an 
analyst  at  Standard  &  Poor's  (which,  like 
BusinessWeek,  is  a  unit  of  The 
McGraw-Hill  Companies). 

The  investment  plays  here 
aren't  lost  on  Driscoll  and 
her  team.  S&P  currently  rates 
11  retail  stocks,  including 
Best  Buy  and  Staples,  that 
it  expects  to  benefit  from 
strong  back-to-school  sales 
as  "buys"  or  "strong  buys."  If  parents 
invest  now,  perhaps  they'll  generate 
returns  strong  enough  to  cover  next 
year's  back-to-school  bill. 

-Elizabeth  Woyke 


\'>usmi'ss\\'wk\  weekend 


For  more  on  back-to-school  shopping,  watch  our 
weekly  TV  show,  BusinessWeek  Weekend.  To  see  video 
clips,  go  to  businessweekweekend.com 
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BLOGSPOTTING 

LOAN  SMARTS 

http://calculatedrisk. 
blogspot.com/ 

»MOST  HOUSING  and 

mortgage  blogs  these 
days  read  like  the  obits— a 
dry  chronicle  of  the  latest 
builders  and  lenders  to  fail, 
without  any  behind-the- 
scenes  insights  into  how 
this  mess  happened  in 
the  first  place. 

But  Calculated  Risk, 
written  by  a  retired— and 
anonymous— executive  of 
a  public  company  and  an 
ex-bank  officer  who  goes  by 
the  name  "Tanta,"  provides 
analysis  of  the  mortgage 
business  as  only  insiders 
can.  The  duo's  posts 
not  only  offer  running 
commentary  on  the  news 
but  also  break  down  the 
economics  of  the  mortgage 
game.  (The  mercurial 
Tanta  doesn't  suffer  fools 
lighdy.)  Some  of  the 
commentary  can  be  a  slog, 
but  no  other  site  offers  this 
level  of  analysis. 


WALL  STREET 

BLODGET  AND  MEEKER  REDUX 


IN  AN  ECHO  of  the  tech 
bubble,  once-iconic  Internet 
analysts  Henry  Blodget  and 
Mary  Meeker  are  battling 
it  out  again  over  stock 
valuations.  But  this  litde 
rivalry  involves  estimates 
of  how  much  Google  can 
make  by  overlaying  ads 
on  videos  viewed  at  its 
popular  YouTube  site.  In  an 
Aug.  22  post  to  his  Silicon 
Alley  Insider  blog,  ex-Merrill 
Lynch  analyst  Blodget,  who 
is  barred  from  Wall  Street 
for  hyping  stocks  that  he 
privately  dissed,  argued 
that  the  ads  could  bring  in 
as  little  as  $12  million  or  as 


much  as  $360  million  in 
gross  annual  revenues. 

Then  Meeker,  the  Morgan 
Stanley  analyst  dubbed  the 
"Queen  of  the  Net"  before  her 
name  became  synonymous 
with  the  excesses  of  the 
bubble,  quickly  released 
estimates  that  the  ads  could 
bring  in  $4.8  billion  over 
the  coming  year. 

Blodget  called  out  his 
former  rival  by  noting  that 
Meeker  had  made  a  critical 
math  error:  In  estimating 
how  much  YouTube  could 
make  for  every  1,000  video 
ads  shown,  Meeker's  team 
neglected  to  divide  by 


AFRICA 


THE  MAKINGS  OF  MOTOWN 
IN  ADDIS  ABABA? 


ETHIOPIA  IS  an  unlikely 

proving  ground  for  a  startup 
automaker,  what  with 
average  annual  income  of  just 
9,000  birr  (roughly  $1,000) 
and  lenders  that  routinely 
require  downpayments  of 
70%.  But  that  isn't  deterring 
Tadesse  Tessema.  With  the 
help  of  a  grant  from  the 
Dutch  government  (where 
he  worked  as  an  engineer), 
Tessema  has  opened  the 
first  assembly  plant  in  his 
native  country,  building  his 
Holland  brand  sedans  for 


the  local  market,  including 
high  ground  clearance  to 
help  avoid  damage  from 


■ 


ever-present  potholes.  He's 
betting  that  his  75-employee 
enterprise,  which  uses  parts 
from  Turkey  and  Europe 
to  build  a  variation  of  the 
1970s-era  Fiat  131,  stands 
a  chance  because  of  low 
labor  costs  and  stiff  tariffs 
that  can  easily  double  the 


TASSEMA 

No  tariffs 
mean  lower 
prices 
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1,000.  By  her  math,  Blo< 
mused,  the  YouTube 
revenue  would  amount  I 
only  $4.8  million. 

Meeker,  whose  firm  a 
underwrote  two  of  Goog 
stock  offerings,  prompd 
corrected  her  error.  But 
she  revised  upward  som; 
of  her  original  assumptit 
to  still  argue  that  YouTui 
could  bring  in  $504  mill 
to  $1.26  billion.  Meekeri 
on  vacation  and  unavaili 
to  comment.  Blodget 
declined  comment,  but  i 
on  his  blog  he  joked  tha 
Meeker's  move  was  ano 
example  of  the  Wall  Star 
practice  of  "backing  inti 
the  numbers." 

-Heather 


price  of  an  imported  car. 
a  result,  Tessema  is  able  t 
sell  his  Holland  Doccs  fo 
equivalent  of  $13,000— I 
than  half  what  a  new  Toy) 
Corolla  costs  in  that  mar 
Convincing  local  buye 
that  Made  in  Ethiopia  is 
good  investment  hasn't  I 
easy:  In  his  first  i 
months,  Tessem; 
sold  just  50  cars, 
the  recent  influx 
Chinese  autos  in 
Africa  presents  a 
new  threat.  But  i 
venture  flops,  Te 
can  go  back  to  h 
sideline— impor 
used  European  c 
for  sale  to  taxi  di 
-Jason  McL 
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PHONIES 

SLIPPING  PAST 
THE CALL 
WATCHDOGS 

THE  DO  NOT  CALL  registry 

created  by  Congress  in 
2003  was  supposed  to  spare 
consumers  of  calls  from 
aluminum  siding  salesmen 
and  their  ilk.  But  four  years 


in,  the  reality  is  that  many 
telemarketers  have  gotten 
crafty  at  finding  loopholes 
that  let  them  keep  dialing  for 
dollars. 

Marketers  are  conducting 
bogus  opinion  polls 
and  consumer  research 


studies  (which  all  end, 
conveniendy,  with  a  pitch 
for  their  product).  Old- 
fashioned  sweepstakes  are 
back  in  vogue,  since  each 
signed  entry  form  creates  a 
"business  relationship"  that 
allows  the  marketer  to  call  for 
the  next  three  months.  Time- 
share  operator  Bluegreen  says 
it  now  harvests  up  to  4.5 
million  names  and  numbers 
a  year  via  sweepstakes  and 
the  Internet.  "[The  fine 
print]  is  there,"  says 
Bluegreen  executive 
David  Bidgood.  "They 
should  read  it,  but  most 
people  don't." 

Legal?  Probably,  but 
annoying  nonetheless. 
The  FTC  last  year 
received  more  than  3 
million  complaints,  up 
fivefold  from  2003.  And 
enforcement  seems 
to  be  spotty.  Since 
2003,  the  FTC  has  brought 
fewer  than  30  lawsuits 
against  telemarketers— in 
part  because  many  calls 
consumers  report  prove  to  be 
legal.  Which  suggests  Caller 
ID  may  still  be  your  best 
defense.  -Brian  Burnsed 


LARGE-PRINT  RUNS? 

NEW  READS 

FOR  OLD  EYEBALLS 

DO  BABY  BOOMERS  really  want  to  be  remindec 
of  their  age?  Some  entrepreneurs  think  so  and  are 
bankrolling  a  bevy  of  new  magazines  and  Web  sitq 
targeting  aging  baby  boomers-a  demographic 
now  known  as  "abbies."  The  newest  entrants:  eldr, 
a  magazine  aimed  at  active  sixtysomethings,  witf 
articles  on  yoga  and  osteoporosis,  and  Tee  Bee  Dfj 
(tbd.com),  a  social  networking  site  that  launches 
on  Sept.  17.  They  join  Grand  ("the  official  magazinf 
of  grandparents"),  networking  site  Eons.com, 
and  GeezerJock,  a  magazine  for  aging  athletes. 
But  experts  think  the  odds  are  against  these  new 
ventures.  "People  don't  want  to  be  referred  to  by 
their  age,"  says  University  of  Mississippi  journalise 
professor  Samir  Husni.  -Joseph  Web 


IPHONE  PATROL 

HURT  A  HACKER, 
PAY  THE  PRICE? 

ALL  IT  TOOK  was  a  guitar  pick,  a  $10 
soldering  iron,  and  a  little  knowhow 
about  software  code  for  a  New  Jersey  teen 
to  become  a  tech  icon  overnight.  But  will 
George  Hotz,  the  17-year-old  who  became 
the  first  known  person  to  "unlock"  an 
Apple  iPhone  so  it  works  on  many  other 
cellular  networks,  now  need  a  lawyer? 

Apple  and  AT&T— which  Apple 
contracted  to  be  the  exclusive  network 
for  the  iPhone— have  since  unleashed 
their  attorneys  on  other  hackers  for 
selling  unlocking  software,  but  experts 
believe  that  any  legal  assault  by  the 
giants  could  backfire.  The  companies 
are  likely  to  cite  the  Digital  Millennium 
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Copyright  Act,  which  bars  individuals 
from  circumventing  "access  control" 
measures  that  protect  digital  content— in 
this  case,  by  selling  either  already- 
hacked  cell  phones  or  the  software  so 
that  others  can  do  so  themselves. 

But  some  scholars  say  Congress  never 
intended  to  protect  cell-phone  carriers. 
"This  law  was  written  for  DVDs  and 
video  games,"  says  Columbia  Law  School 
professor  Jane  Ginsburg.  These  experts 
believe  hackers  could  win  by  citing  the 
roadblocks  automakers  created  when 
they  built  their  dashboards  so  that  only 
their  own  radios  would  fit;  eventually, 
the  courts  ended  that  practice.  "If  Apple 
and  AT&T  push  too  hard,  they  might 
see  a  revision  of  [the  Copyright  Act]," 
says  tech  market  consultant  Richard 
Doherty— and  it  won't  be  in  their  favor. 

-OlgaKharif 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.  M.D. 


Straight  Talk  at  Review  Time 


More  than  70%  of  managers  admit  they 
have  trouble  giving  a  tough  performance 
review  to  an  underachieving  employee, 
according  to  a  survey  by  Sibson  Consulting 
and  WorldatWork.  How  do  you  learn  the  art 
of  delivering  constructive  criticism? 

LET'S  CONSIDER  why  courage  is  necessary 
to  overcome  our  reluctance  to  conduct 
such  a  fundamental  business  interaction. 
There's  the  fear  of  hurting  the  employee's 
feelings  or  being  perceived  as  mean. 
There's  the  awareness  of  what  it's  like  to  be 
on  the  receiving  end  of  a  poorly  delivered 
performance  review.  And  since  the  toughest 
feedback  usually  touches  on  deeply  ingrained 
behaviors  and  personality  traits,  there's  a 
fear  of  the  intimacy  required  when  offering 
observations  that  hit  so  close  to  home. 
Giving  feedback  is  indeed  more  art 
than  science.  The  trick  is  to  deliver  the 
message  fully,  candidly,  and  in  a  timely 
way  while  making  it  palatable  and  readily 
usable  by  the  employee.  Remember  that 
there's  a  difference  between  constructive 
and  destructive  criticism.  The  former 
involves  offering  support  and  alternative 
behaviors  along  with  the  feedback.  To  deprive 
employees  of  this  shirks  responsibility.  The 
latter  is  a  form  of  punitive  aggression  and  has 
no  place  in  the  workplace. 


< 


Don't  wait  until  the  last  possible  moment 
to  deliver  feedback;  make  it  a  regular  part  of 
your  one-on-one  interactions  with  employees 
rather  than  an  obligatory  exchange  prior 
to  discussing  next  year's  compensation. 
Shaming  someone— by  giving  feedback 
in  front  of  colleagues  or  by  attacking  their 
character— will  make  them  dislike  you  rather 
than  incorporate  the  feedback  you  gave. 


Confrontations  should  be , 
method  of  last  resort.  Sort 
leaders  have  a  knack  for 
giving  the  hardest  news  in 
way  that  leaves  employee; 
feeling  understood  and  go 
about  the  interaction.  One 
way  to  do  that  is  by  sharin' 
personal  experience  with 
same  sort  of  development 
challenge,  rather  than 
making  the  employee  feel 
they're  the  only  person  in 
world  with  this  problem. 

The  last  thing  you  want 
a  performance  discussion 
which  the  form,  rather  the 
substance,  of  the  messag; 
increases  the  employee's 
resistance  to  it.  While  son 
executives  say  "bring  it  or 
to  the  unvarnished  truth, 
in  my  experience  they're  i 
the  minority.  Alas,  those  most  welcoming 
of  constructive  feedback  are  the  ones  whe 
probably  need  it  the  least. 


Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  anc 
founder  of  the  Boswell  Group,  advises  execut 
on  psychological  aspects  of  business.  Sendf 
questions  at  analyzethis@businessweek.con 


HAGGLING  101 

YOU  DRIVE 
A  SOFT 
BARGAIN 

THINK  YOU'RE  a  tough  as- 
nails  negotiator?  Perhaps 
not.  A  new  study  conducted 
by  professors  at  two  leading 
MBA  programs  suggests 
that  most  negotiators  don't 
realize  how  much  they're 
leaving  on  the  bargaining 
table.  The  researchers, 
Richard  Larrick  of  Duke 
University  and  George  Wu 
of  the  University  of  Chicago, 


divided  266  Chicago  MBA 
students  into  either  buyers 
representing  a  motorcycle 
maker,  or  sales  reps  for  a 
parts  supplier. 

After  three  separate 
negotiations  lasting  45 
minutes  apiece, 
Larrick  and  Wu 
compared  the 
deal  that  both 
buyers  and  sellers 
had  accepted 
against  the  price 
both  parties 
had  decided  in 
advance  was  going 
to  be  their  limit. 
The  professors 


discovered  that  each  side 
underestimated  how  much 
the  other  was  willing  to 
bend,  with  the  result  that 
each  party  reckoned  it 
got  the  better  end  of  the 
negotiation.  The  buyers, 
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for  instance,  thought  the 
had  hit  the  sellers'  bottoi 
figure,  when  in  fact  they 
still  "overpaid"  by  a  wid  |  j 
margin. 

Larrick  and  Wu 
recommend  leading  with 
an  aggressive 
opening  bid,  an 
giving  ground  c 
grudgingly.  Sur 
you  may  offend 
other  side  and  I 
the  deal,  but"  tr 
cost  is  more  tha 
outweighed  by 
possible  benefit 
they  conclude. 
-Alison  Dai 
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Generation  gaps,  a  flexible 
work  arrangement,  and  the 
desire  for  financial  success: 
That's  not  the  'future5— 
it's  here  right  now." 

-Don  Phin 
West  Palm  Beach,  Fla. 


BusinessWe? 


THE  WORKPLACE 
OF  TOMORROW 

ALTHOUGH  DIANE  BRADY  writes  that 
"turning  yourself  into  a  brand  isn't 
easy"  ("Creating  brand  you,"  The  Fu- 
ture of  Work,  Aug.  20/27),  the  "Make 
'em  take  notice"  sidebar  makes  it  seem 
that  anyone  can  be  known  for,  essen- 
tially, anything. 

Here's  what  it  really  takes  to  be  a 
branded  influence  or  "thought  leader": 
Start  with  unusual  depth  of  knowledge  in 
your  field.  Without  knowledge,  the  world 
will  brand  you  as  a  fake.  Check  that  you 
have  the  ambition  to  make  a  small  piece 
of  the  world  a  better  place.  Then  you  must 
own  an  idea,  brand  it,  publish  it  in  book 
form,  and  hold  sway  in  front  of  many  au- 
diences. If  your  idea  does  become  part  of 
the  popular  or  industry  lexicon,  you'll  be 
known  as  someone  who  influences  many. 

Finally,  make  sure  your  skin  is  thick 
enough  to  manage  those  people  who  in- 
variably will  try  to  take  you  down. 

-Roberta  Guise 

Guise  Marketing  &  PR 

San  Francisco 

IN  THE  PIECE  "Which  way  to  the  future?" 
it  is  stated  that  employers  are  hiring  work- 
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ers  with  higher  levels  of  education. '. 
recognized  is  that  when  employers  to 
hire  someone  with  a  bachelor's  deg 
they  get  the  same  competence  a  h 
school  graduate  had  40  years  ago.  I  tau 
in  my  university  right  after  I  obtained 
advanced  degree  in  the  1950s  and  t 
not  again  until  after  retirement  in  i 
1990s.  Since  the  exposure  to  the  mod 
college  student  was  abrupt,  the  deterid 
tion  in  ability  was  immediately  apparer  j, 
-Harry R.  Clem.  < 

WiCn  1 1 
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MY  EXPERIENCE  is  working  with  prh  j 

companies  and  their  executives.  Tlj 

like  their  public  counterparts,  rea- 

the  future  of  their  business  is  the  fuit;  t 

of  work.  Most  of  all  what  was  discust.  $; 

can  fall  under  the  umbrella  of  hun  ,fr 

resources.  The  ability  to  hire,  retain,  l  , 

motivate  employees  will  continue  tci ,, 

the  primary  need  of  every  organizatiq  Bs 

Notions  of  globalization,  diverse  wv 

force,  new  methods  of  communical; 

and  a  leveling  of  the  field  of  opportu 

come  as  no  surprise.  Neither  do  genera 

gaps,  a  flexible  work  arrangement,  anciAy 

desire  for  financial  success:  That's  not,  ^ 

'future"— it's  here  right  now. 
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'he  future  of  work  is  going  to  be  very 
erent  for  any  individual  depending 
?ducation,  location,  and  willingness 
ake  personal  responsibility.  A  work- 
needs  will  evolve  over  time  through 
aham  Maslow's  hierarchy— from 
lomic  survival,  to  job  security,  be- 
ting, ego  gratification,  and  eventu- 
self-actualization.  It  is  easy  to  see 
future  of  work  for  the  self-actual- 
will  be  different  than  for  those  in 
Tval  mode.  Companies  that  master 
|  relationship  side  of  the  equation 
:  have  the  brightest  future. 

-Don  Phin 
West  Palm  Beach,  Fla. 

R  DISCUSSION  about  the  logical  and 
:ical  extensions  of  the  workforce 
1  to  address  one  of  the  most  criti- 
!issues  facing  corporations  today: 
vledge  management.  Firms  vying 
ustainable  competitive  advantage, 

I  have  a  dispersed  workforce,  are 
'pered  by  their  capacity  to  tap  into 
collective  wellsprings  of  employee 
[3.  Although  increased  connectivity 

provide  the  firm  with  nimbleness 
network  interoperability  yields 
ive  quantities  of  data,  the  meth- 
pgies  that  stimulate  idea  creation 
tin  elusive.  Ideally,  the  extension 
e  firm  should  not  only  provide  re- 
>  in  operational  effectiveness  and 
er  employee  morale,  it  should  also 
about  enhanced  creativity  that 
s  in  lockstep  with  the  cultures  and 
ms  it  touches. 

-James  W.  Gabberty 

Columbia  Consultants  Inc. 

Wantagh,N.Y. 

Y  RESEARCH  of  people  of  all  ages 

valks  of  life,  the  future  of  work  that 

lU^es  is  based  on  a  balanced  life  with 

ei  ing.  If  s  a  process,  not  a  destination, 

I I  .cussed  in  my  book,  Pursuit  ofPas- 
we  Purpose.  In  your  articles,  many 
ajples  focus  on  technology— particu- 
rll  nformation  technology— as  the  ob- 
01  solution. 

I;  fact,  such  technology  offers  a  way 
pivide  instant  access  and  connectiv- 
$•  employees,  but  it  can  often  result 
Is  balance  and  meaning  for  them. 
Companies  that  will  succeed  in  the 
tui'  are  those  that  can  combine  both 
chblogy  and  workplace  cultural  ad- 
incments  to  energize  and  empower 
npyees.  The  key  is  to  ignite  employ- 
s' lission  through  work  and  align  that 
iss|>n  with  the  organizational  pur- 
)SfiThe  result  is  greater  productivity 
id  orporate  profits  with  employees 


that  deliver  more,  have  more  fun,  and 
make  a  lasting  contribution.  That,  in  my 
view,  is  the  real  future  of  work. 

-Theresa  M.  Szczurek 

Technology  &  Management  Solutions 

Boulder,  Colo. 

BOTTLED  WATER 

AND  THE  ENVIRONMENT 

YOU'D  NEVER  KNOW  from  Ben  Elgin's 
description  that  the  Icelandic  bottled 
water  company  he  writes  about  ("How 
green  is  that  water?"  Marketing,  Aug. 
13)  has  a  carbon  footprint  estimated  to 
be  one-third  lower  than  the  industry 
average,  thanks  to  the  use  of  geothermal 
energy  for  all  of  its  manufacturing  op- 
erations. He  sniffs  at  the  validity  of  the 
company's  carbon-neutral  certification, 
although  if  s  the  only  bottled  water  com- 
pany to  receive  such  a  rating,  and  ignores 
any  discussion  of  the  stringent  certifica- 
tion process  the  company  went  through 
to  meet  these  guidelines. 

The  failure  to  report  the  full  facts  sur- 
rounding our  environmental  business 
practices  is  simply  a  conscious  deci- 
sion to  further  criticize  the  bottled  water 
industry  for  its  existence.  Leading  the 
environmental  charge  in  any  industry 
is  hard  enough,  and  for  BusinessWeek  to 
ignore  and  discredit  our  efforts  in  such  a 
way  sends  entirely  the  wrong  message  to 
other  companies  that  might  be  consider- 
ing how  they  too  can  make  positive  envi- 
ronmental changes.  The  image  depicted 
in  the  article  is  also  grossly  offensive. 

The  bottled  water  industry  isn't  going 
away  anytime  soon.  As  the  most  environ- 
mentally friendly  bottled  water  company 
currently  operating  in  the  U.S.,  we  aim 
to  continually  improve  and  set  industry 
benchmarks  to  help  inspire  others. 

-Patrick  Racz 

Chief  Operating  Officer 

Icelandic  Water  Holdings 

London 

ARE  SATURN  OWNERS 
MORE  LIKELY  TO  DEFAULT? 

WE  ALREADY  HAVE  enough  headaches 
for  a  while  without  your  magazine  induc- 
ing still  one  more  ("Another  headache 
for  Detroit,"  Up  Front,  Aug.  20/27).  The 
article  apparently  was  based  on  research 
taken  from  a  book  to  be  published  lat- 
ter this  year,  Household  Credit  Usage. 
This  research,  reportedly  from  a  single 
bank,  consisted  of  7,000  loans  and  con- 
cluded that  buyers  of  American  cars  are 
generally  more  likely  to  default  on  their 
loans  than  owners  of  Japanese  or  Euro- 
pean cars.  The  article  further  stated  that 
Saturn  owners  are  22  times  more  likely 


i 


to  default  on  their  loans  than  Toyota 
buyers. 

As  the  owner  of  six  Saturn  Stores 
in  Dallas  and  Houston  and  the  former 
president  of  Saturn  Corp.,  I  feel  this 
conclusion,  based  on  a  sample  that 
would  shock  most  researchers,  is  sim- 
plistic. My  experience  is  that  over  80% 
of  Saturns  are  financed  mostly  with 
GMAC  or  a  single  bank  that  each  Saturn 
retailer  elects  to  use,  with  the  subprime 
contracts  going  to  various  other  lenders. 
In  other  words,  the  major  lenders  had 
already  turned  down  most  of  the  "re- 
search sample."  We  expect  more  from 
you  than  a  superficial  overview. 

-Don  Hudler 
Charlotte,  N.C. 

THE 'LONG  HAUL  IS 
MORE  THAN  SIX  MONTHS 

I  FOUND  "A  stockpicker's  progress" 
(Finance,  Aug.  13)  quite  misleading  in 
trying  to  show  that  Gene  Marcial  can 
"outperform  the  market  over  the  long 
haul."  Twelve  out  of  the  40  stocks  list- 
ed as  best  picks  (30%)  are  also  some  of 
the  worst  picks.  My  question  is:  Since 
when  does  making  a  good  pick  for  one 
day,  one  month,  three  months,  and  six 
months  qualify  as  long  term?  I  can  tell 
you  that  if  you  calculate  real  long-term 
performance,  he  has  not  outperformed 
the  market. 

In  your  flawed  analysis,  you  show 
that  over  a  six-month  period,  Marcial's 
stock  picks  would  beat  the  Russell  2000 
Index  by  2%.  How  does  that  compare 
with  the  commission  fees  for  choosing 
his  stock  picks?  I  bet  you  that  commis- 
sion fees  would  more  than  add  up  to  the 
2%  your  article  claims  that  he  is  ahead 
of  the  market. 

-CefBada 
Houston 

How  to  reach  BusinessWeek 
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Tech&You 

BY  CLIFF  EDWARDS 


Net  TV:  Coming  Into  Focus    I 

The  search  for  Internet  TV  feels  like  the  hunt  for  the  Loch  Ness  monster: 
Plenty  of  people  claim  to  have  seen  the  beast,  and  many  will  sell  you 
expensive  trinkets.  Each  month,  there's  more  content  out  there  on  the  We 
that  you  might  enjoy  on  a  big  screen.  The  long-elusive  Internet  TV  device 
should  let  you  grab  what  you  want  and  watch  it  on  the  TV  set  of  your  chok 


ARCHOS  605  WI-FI 


The  Archos  605  Wi-Fi  video  player, 
on  sale  Sept.  1,  is  one  of  the  first  Internet 
TV  systems  to  hit  most  of  the  points  on 
my  wish  list.  People  tend  to  associate 
Archos  with  portable  media  players,  but 
the  fetching  silver-and-white  model  I 
tested  ($399,  with  160  gigabytes)  also 
surfs  the  Web,  downloads  content,  and 
docks  with  a  TV. 

Even  novices  should  find  it  relatively 
easy  to  operate,  thanks  to  intuitive 
icons  on  a  high-quality  4.3-inch  touch 
screen.  The  Archos  Content  Portal, 
represented  by  one  of  those  icons,  lets 
you  download  movies  and  TV  shows 
from  CinemaNow.  There's  also  a  music  download  service 
called  BurnLounge  and  a  link  to  YouTube,  and  Archos  may 
announce  several  other  content  partnerships  before  the 
November  launch  of  a  new  unit  with  a  7-inch  screen.  On 
all  models  there's  a  built-in  Web  browser  with  Adobe  Flash 
Player  support,  which  improves  the  hunt  for  Web  content. 
Videos,  Web-based  games,  animation,  and  other  offerings  I 
downloaded  all  looked  as  good  as  they  do  on  my  laptop. 

THE  PART  OF  THIS  PROCESS  that  has  flummoxed  other 
consumer  companies  is  getting  Net-based  content  to  the  TV. 
Archos  gives  you  two  ways  to  do  it.  Using  Wi-Fi,  the  player 
establishes  a  fast  link  to  your  home  network  and  lets  you 
stream  any  Windows-compatible  content  from  your  PC  to 
the  Archos  605.  A  $100  add-on  dock,  called  the  Archos  DVR 
Station,  takes  over  from  there.  You  connect  it  to  your  TV 
set  via  high-definition  or  standard-definition  cables.  Then 
simply  plop  the  Archos  into  its  dock,  pick  up  the  palm-size 
remote  control,  and  begin  browsing  the  Web  or  viewing 
content  stored  on  the  Archos  hard  drive.  Want  to  take  some 
recorded  TV  shows  with  you  on  a  plane?  You  can  connect  this 
same  dock  to  your  cable  or  satellite  set-top  box  and  record 
programming  in  standard  definition  on  the  Archos  player.  To 
make  the  experience  more  TiVo-like,  the  company  includes 
a  programming  guide  that's  free  for  the  first  year  and  $20 
a  year  after  that.  In  my  test,  almost  everything  worked  as  it 
should.  To  record  ABC  News,  all  I  had  to  do  was  tap  that  entry 


on  the  program  guide.  I  also  i 
the  schedule  function,  which 
let  me  record  while  away  fron 
home,  like  TiVo. 

Setting  up  the  Archos  605 
did  require  separate  online 
registration  for  the  unit,  the  I 
dock,  and  partner  sites  such! 
as  CinemaNow.  And  some  kfr 
icons  such  as  settings  and  m 
are  crammed  onto  the  bottoi 
right  of  the  screen,  making  i 
difficult  for  people  with  big 
fingers  to  tap  accurately.  I  al 
found  the  manual  controls 
lining  the  right  side  of  the 
player  a  little  confusing.  The 
an  unusual  rocker  switch  on 
each  of  these  side  keys  that 
serves  a  different  function 
depending  on  whether  you 
press  the  left  edge  or  the  rig] 
Users  must  also  figure  out  tfr 
infrared  code  for  changing 
channels  on  the  set-top  box- 
process  that  took  several  service  calls. 

And  of  course,  downloading  large  files  via  Wi-Fi  can  taJ. 
a  long  time;  I  had  to  restart  a  CinemaNow  download  of  M 
Hogs  several  times  because  the  unit,  when  it's  not  docked, 
turns  off  the  Wi-Fi  automatically  to  save  battery  life. 

Archos,  in  other  words,  isn't  nirvana.  (And  last  I  checks 
there's  still  no  Nessie.)  But  despite  the  occasional  hassle,  i 
device  offers  one  of  the  best  experiences  available  in  the  s 
troubled  arena  of  Internet  TV.  ■ 

Steve  Wildstrom  is  on  vaca 
E-mail:  tech&you@businessweek 


Archos 
makes  an 
advance,  but 
the  setup  is 
still  tricky 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

PODCASTiTo  hear  Steve  Wildstrom 's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm. 
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BY  JON  FINE 


Big-City  Woes  Hit  Country 

The  signal  stat  for  the  music  industry  right  now  is  not  the  one  you've  alreac 
heard.  That  one  shows  total  album  sales  down  about  15%  this  year.  (You 
may  recall  the  music  biz  was  not  exactly  going  gangbusters  last  year,  either 
Or  the  year  before.)  The  signal  stat  shows  country  music  album  sales  down 
almost  30%  so  far  this  year.  J  Because,  until  now,  of  all  the  major  pop  muj 


genres,  country  has  held  steadiest 
amid  the  ongoing  digitization  of 
the  music  biz.  As  a  percentage  of 
total  sales,  country  artists  sell  fewer 
downloads  than  all  other  top  genres, 
which  suggests  that  their  fans  are  more 
apt  to  buy  CDs  than  steal  downloads. 
Country  partisans  point  out  that  the 
last  few  months  of  this  year  bulge 
with  big  upcoming  releases— new 
CDs  from  chart-toppers  Rascal  Flatts 
and  Wynonna  Judd,  among  many 
others— and  that  means  '07  can't  be 
counted  out  yet.  A  lot  of  people  must 
be  hoping  that' s  so,  because  if  country 
falters,  the  biz  has  lost  the  one  genre  of 
popular  music  still  showing  some  signs 
of  commercial  health. 

There  is  a  danger  in  letting  coastal-city  assumptions  skew 
the  analysis,  which  is  why  this  column  will  now  make  its  first 
and  final  reference  to  pickup  trucks.  One  music  executive 
who  is  based  south  of  the  Mason-Dixon  line  couldn't  resist 
pulling  the  leg  of  a  Yankee  reporter  asking  questions  about 
the  country  biz  from  his  desk  in  Manhattan.  This  gent's 
deadpan  explanation  for  country's  staying  power:  "The 
South  is  still  suffering  the  effects  of  a  Civil  War  that  destroyed 
its  infrastructure  and  left  it  economically  100  years  behind 
the  industrialized  North.  Therefore,  fewer  people  living  in 
Tennessee  can  afford  computers  and  iPods." 

SERIOUSLY,  THOUGH,  COUNTRY  MUSIC  continues  to  be 
buttressed  by  the  traditional  pillars  of  the  music  biz.  Country 
album  sales  in  2005  and  '06  eroded  far  less  than  other  top 
genres.  In  2006  total  sales  were  off  just  0.5%,  while  R&B  sales 
sank  18.4%,  and  alternative  rock  sales  fell  almost  10%.  (All 
sales  data  provided  by  Nielsen  SoundScan.)  Many  executives 
I  contacted  cited  country  fans'  "loyalty"  to  favored  artists, 
and  while  this  doesn't  mean  the  tonnage  shifted  by  long- 
running  acts  stays  absolutely  equal  from  album  to  album,  it 
does  describe  how  country  devotees  are  less  fickle  than  most 
pop  music  fans.  The  country  radio  format  remains  the  most 
popular  in  the  nation.  Perhaps  more  important,  fewer  fissures 
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Album  sales  for 
country  artists 
have  held 
nearly  steady. 
Until  now 


affect  it.  The  radio  genre  that  ate  the  FM  dial.  n 
in  the  1970s  and  '80s— album-oriented  rock- ' B 
ended  up  splintering  into  so  many  formats  th) ? 
three  of  them  begin  with  the  letter  "A."  (Acti 
rock,  alternative,  and  adult  album  alternative 
for  those  keeping  track  at  home.) 

"The  country-music  community  has  alwa;if 
been  determined  not  to  fragment,"  says 
Sean  Ross,  a  vice-president  at  Edison  Mediae " 
Research.  Commercially,  this  has  exasperatee a 
less  traditional  performers,  as  Steve  Earle 
and  Townes  Van  Zandt  would  attest.  (If  Van 
Zandt  were  still  alive,  that  is.)  But  it  also  has  II 
ensured  that  the  schism  that  struck  rock  radiT 
in  the  early  1990s— when 
stations  were  faced  with 
the  binary  choice  of  not 
playing  the  likes  of  Nirva.f 
and  alienating  younger 
listeners  or  playing  Nirva 
and  losing  their  tradition  |' 
constituency— hasn't  hit 
country  mainstream  yet. 
^■■^^m^^^bh  And  country  fans  are  n 

rushing  toward  digital.  A 
study  conducted  by  Edison  Media  Research  and  Arbitral " 
in  January  found  that  respondents  who  cite  country  as  th^ 
favorite  radio  format  are  significantly  less  likely  than  the 
average  consumer  to  listen  to  online  radio.  This  is  reflecte 
digital  album  sales  for  the  first  half  of '07.  Country  sold  ur 
5%  of  its  albums  that  way.  Rock-related  genres  sold  nearl; 
twice  that  percentage;  even  iPod-unfriendly  classical  did 
better  with  downloads.  It  may  well  end  up  country  fans  w 
only  waiting  for  late-year  hits  to  open  their  wallets.  Or  it  r 
end  up  that  country,  like  other  genres  that  have  undergon 
commercial  renaissances,  has  a  bum  year  and  then  recove 
But  if  neither  scenario  occurs,  the  outlook  for  the  music 
industry  just  got  grimmer.  If  such  a  thing  is  still  possible. 
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For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
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f  Credit  Markets  Thaw, 
tecession  Is  Unlikely 

owth  will  get  squeezed,  but  housing  will  take  the  brunt 
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U.S.  ECONOMY 


It's  hard  to  know  which  way  you're  heading 
ten  the  ground  is  shifting  under  your  feet.  That's  how  economic 
ecasters  feel  right  now.  The  outlook  has  changed  for  the  worse,  but 
impossible  to  know  how  much  worse  until  the  tremors  from  the 
ancial  markets  stop  rocking  the  landscape.  Actions  by  the 


ral  Reserve  have  restored  some  calm.  Still,  investors 
dn  gripped  by  uncertainty,  especially  over  the  value 
j.y  asset  tied  to  mortgages, 
assess  how  the  storm  in  the  financial  markets 
ifFect  the  outlook  for  the  economy,  it's  important 
derstand  that  there  are  actually  two  dimensions 
at  turmoil:  A  short-term  liquidity  squeeze  and  a 
;r-term  repricing  of  risk  in  the  credit  markets  that 
icentrated  in,  but  not  confined  to,  the  mortgage 
jet.  The  liquidity  crisis  has  occurred  because  risk 
:ing  began  so  rapidly  and  with  such  fear  that  some 
ets  had  all  but  frozen  up  by  mid-August, 
lieving  the  short-term  crisis  is  the  Federal 
•ve's  first  order  of  business.  If  the  markets  don't 
out,  a  recession  is  a  real  possibility.  So  far  signs 
icouraging.  Still,  investors  remain  jumpy,  as  the 
je  in  stock  prices  on  Aug.  28  illustrated,  and  the 
et  is  chilly  for  asset-backed  commercial  paper,  a 
}urce  of  funds  for  the  day-to-day  operations  of 
businesses.  In  the  two  weeks  through  Aug.  24, 
)lume  of  this  $1.1  trillion  market  shrank  by 
billion  (chart). 

aks,  however,  appear  to  be  filling  some  of  that 
ith  commercial  and  industrial  loans,  which  have 
rated  in  recent  weeks.  The  Fed  is  trying  to  ease 
ueeze  by  accepting  as  collateral  asset-backed 
,iercial  paper  and  some  subprime  loans,  assets 
westors  have  rejected,  from  banks  that  wish  to 
vv  direcdy  from  the  Fed  to  secure  loanable  funds, 
[here,  yields  on  short-term  Treasury  issues  are 
)latile  but  off  their  lows.  They  had  plunged  with 
ors'  panicky  flight  to  quality,  spurred  by  the 
;ms  in  commercial  paper.  And  until  Aug.  28, 
ires  of  stock-market  volatility  had  receded. 

|:  FED  SUCCEEDS  on  the  liquidity  front,  and  that's 
le  bet,  then  the  economic  view  depends  on  the  longer- 
I;  effects  of  tighter  credit  conditions.  That  tightening 
lit  be  spread  evenly  over  the  whole  economy. 
jig  and  homebuilding  will  feel  the  biggest  chill 
Investors'  new  attitudes  toward  risk,  as  the  subprime 
lige  market  shrinks  and  lenders  begin  to  take  a 


A  KEY  PRESSURE  POINT 
IN  THE  MARKETS 


TRILLIONS  OF  DOLLARS 


closer  look  at  even  prime  borrowers'  loan  applications. 

Sales  of  new  and  existing  homes  in  July  showed 
some  stability,  but  another  round  of  weakness  is  sure  to 
develop  in  coming  months.  Inventories  of  new  homes 
in  July  required  7.5  months  to  sell,  and  stocks  of  existing 
homes  for  sale  rocketed  up,  reaching  a  9.6-month  supply, 
more  than  double  the  amount  of  two  years  ago. 

Now,  this  new  slackening  in  home  demand  and 
construction  will  create  a  heavier  drag  on  economic 
growth  in  the  coming  year  than  appeared  likely  prior 
to  August.  Over  the  past  year,  the  contraction  in 
homebuilding  subtracted  about  0.9  percentage  point 
per  quarter,  on  average,  from  the  economy's  annual  rate 
of  growth,  and  the  drag  had  been  diminishing.  Now, 
a  return  to  that  degree  of  subtraction  well  into  2008 
seems  a  good  bet.  Keep  in  mind  that  even  under  that 

burden,  the  economy  still 
managed  to  grow  at  a 
moderate  2%  pace  over 
the  past  year. 

The  still-growing 
stock  of  existing 
homes  for  sale  will  add 
downward  pressure  on 
prices.  Based  on  the 
Standard  &  Poor's/Case- 
Shiller  Home  Price  index, 
price  declines  through 
the  second  quarter  were 
already  accelerating  from 
previous-year  levels.  They  were  down  3.2%,  after  falling 
1.6%  in  the  first  quarter,  and  holding  about  steady  at  the 
end  of  2006.  Many  economists  now  think  a  price  drop  of 
10%  to  15%  from  the  peak  in  the  second  quarter  of  2006 
is  possible.  A 15%  decline  would  put  the  average  about 
where  it  was  at  the  end  of  2004. 

TO  A  MUCH  LESSER  EXTENT,  credit  will  also  be  costlier 
and  less  free-flowing  for  businesses  and  consumers,  a 
factor  that/ s  sure  to  slow  the  growth  of  spending  in  both 
sectors,  but  not  dramatically.  It's  important  to  remember 
that  the  economy  entered  the  August  turmoil  from  a 
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platform  of  strength,  not  weakness.  Economic  growth 
through  July  was  accelerating.  After  slipping  to  1.6% 
annually  in  the  second  half  of  last  year,  the  pace  picked 
up  to  more  than  2%  in  the  first  half  of  2007,  and  prior  to 
the  events  of  August,  the  economy  was  on  track  to  gain 
more  speed  in  the  second  half  of  the  year. 

Several  July  economic  reports  show  just  that 
momentum,  especially  the  big  5.9%  increase  in  new 
factory  orders,  the  largest  rise  since  last  September. 
That  jump  is  consistent  with  the  solid  0.6%  advances  in 
factory  output  in  both  June  and  July.  Those  production 
gains  were  concentrated  in  business  equipment,  with 
particular  strength  in  high-tech  gear.  That  pattern  shows 
businesses'  renewed  efforts  to  increase  capital  spending 
after  a  slowdown  late  last  year  and  early  this  year. 

Business  confidence  will  be  shaken  by  the  market 
mess,  and  that  new  caution  will  most  likely  slow  hiring 
and  delay  some  expansion  plans.  But  businesses  headed 
into  the  second  half  with  surprisingly  strong  earnings 
growth  last  quarter,  still-high  profit  margins,  and 
historically  strong  balance  sheets. 

CLEARLY,  THE  BIGGEST  WORRY  in  the  oudook  is  how 

the  shift  to  tighter  credit  will  affect  consumer  spending. 
As  expected,  households  registered  their  pessimism  over 
the  August  crisis,  as  consumer  confidence  plunged.  Still, 
it  remained  in  the  range  of  the  ups  and  downs  posted 
since  Hurricane  Katrina  (chart). 

So  far,  neither  a  sagging  housing  market  nor  soaring 
gasoline  prices  have  dealt  households  a  knockout  blow, 
mainly  because  job  markets  have  been  strong  enough 
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to  generate  healthy  gains  in  income.  Less  and  costliei 
credit  will  be  consumers'  next  test  in  the  coming 
year— especially  if  more  slowly  rising  stock  prices,  in 
combination  with  falling  home  prices,  cut  into  house 
net  worth.  The  most  vulnerable  type  of  spending  will 
on  big-ticket  goods  such  as  autos  and  appliances  thai 

usually  bought  on  en 
Much  depends  on 
continued  job  growd 
and  that  seems  likely 
given  that  payroll 
gains  have  been  driv 
mainly  by  service- 
sector  industries,  wh 
account  for  84%  of  j( 
and  are  less  sensitive 
credit  tightening.  Ah 
gasoline  prices  throu 
Aug.  27  have  droppe 
47<t  per  gallon  since 
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mid-May,  a  decline  big  enough  to  add  significantiy  tc 
buying  power  of  incomes  in  the  second  half.  Moreow 
changes  in  net  worth  affect  spending  with  a  long  lagt 
Economists  at  jPMorgan  estimate  that  even  if  wealth 
stalls  at  current  levels,  past  gains  would  still  add  to 
consumer  spending  in  the  coming  quarters. 

Gauging  the  impact  of  recent  events  on  the  outloot 
complicated  by  the  tighter  linkages  between  the  finaii 
markets,  housing  activity,  and  the  overall  economy.  I 
that  means  once  Wall  Street  finds  its  footing,  if  s  a  gc 
bet  the  economy  will,  too.  ■ 


LABOR  MARKET 


Keep  an  Eye  on  Jobless  Claims 


AS  INVESTORS  struggle  to  divine 
the  path  of  the  economy  in  the  wake 
of  the  August  financial  meltdown, 
economists  believe  one  indicator 
deserves  keen  attention:  initial  claims 
for  unemployment  insurance. 

The  claims  data  are  important 
because  they  are  weekly,  and  they 
show  trends  important  to  both 
business  activity  and  consumer 
spending.  Healthy 
gains  in  jobs  and 
incomes  have  been 
crucial  to  consumer 
resilience,  and  the 
claims  numbers  would 
be  the  first  place  any 
retrenchment  in 
hiring  would  show  up. 

So  far,  through 
Aug.  18,  there  is 
little  to  suggest  any 
significant  change 
in  this  year's  pattern 


EMPLOYERS  SHOW  SOME 
HESITANCY  TO  HIRE 
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of  layoffs.  The  four-week  average  of 
new  claims,  at  318,000,  is  close  to 
the  average  so  far  this  year,  a  period 
of  moderate  job  growth.  Economists 
generally  believe  that  claims  would 
have  to  rise  above  350,000  per 
week— and  stay  there— before 
signaling  any  new  tendency  by 
businesses  to  slash  payrolls. 

The  volume  of  continuing  claims 

also  will  be  important 
to  watch.  This  is 
the  total  number 
of  people  receiving 
benefits,  not  just  first- 
time  claimants,  and 
it  tends  to  track  the 
pace  of  hiring.  The 
four-week  average  of 
total  filings,  reported 
with  a  one-week 
lag,  stood  at  2.55 
million  through 
Aug.  11.  That  level 
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has  risen  in  recent  weeks  and  is 
appreciably  higher  than  at  the  ei 
of  last  year.  This  rise  suggests  th 
while  businesses  are  not  steppin' 
their  layoffs,  they  are  somewhat 
reluctant  to  bring  on  new  hires. 

In  coming  weeks  layoffs  in 
the  mortgage  industry  and  som 
financial  institutions  are  sure  tc 
push  the  claims  stats  up  a  bit.  E 
if  the  numbers  remain  below  cr  | 
levels,  any  hesitancy  to  expand 
payrolls  would  slow  job  growth' 
in  the  coming  months,  perhaps  I 
below  the  point  needed  to  keep 
unemployment  rate,  4.6%  in  Ju 
from  rising.  Before  August,  the 
Federal  Reserve  had  been  watel  I 
the  labor  markets  closely  for  hii 
of  inflation  pressures.  Now  the) 
the  most  important  place  to  loo 
signs  that  the  Fed  may  have  to  1 1 
cutting  interest  rates.  V 

-With  James  Mehring  in  Ne\  I 
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His  focus: 
The  costs. 


Leaders  are  always  looking  for  ways  to  move  their  company  forward.  Fidelity  Employer  Services  offers  just  that. 
HR  solutions  that  can  help  increase  employee  satisfaction,  productivity,  and  reduce  costs.  And  the  most 
innovative  retirement  plans  out  there.  With  Fidelity,  you  can  move  your  company  into  the  future  of  business. 


tional  products  and  services  provided  by  Fidelity  Investments  Institutional  Services  Company,  Inc. 
1/onshire  Street,  Boston,  MA  02109 
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GONZALES  TOSSES  IN  THE  TOWEL 

The  only  surprise  was  that  it  took  so  long.  Attorney  General  Alberto  Gonzales, 
apparently  deciding  he'd  taken  enough  lumps,  announced  his  resignation  on  Aug. 
27.  Gonzales  was  wounded  by  a  scandal  over  firings  of  U.S.  attorneys  and  had 
been  identified  with  politically  unpopular  Administration  policies  on  domestic 
wiretapping  and  the  treatment  of  prisoners.  President  George  W.  Bush  said  Gonzales 
received  "unfair  treatment"  in  Washington  and  that  his  name  had  been  "dragged 
through  the  mud."  But  even  some  Republicans  on  Capitol  Hill  voiced  relief:  "Our 
country  needs  a  credible,  effective  Attorney  General  who  can  work  with  Congress  on 
critical  issues,"  remarked  Senator  John  Sununu  (R-N.H.). 

Solicitor  General  Paul  Clement  will  serve  as  Acting  Attorney  General  once  Gonzales  steps 
down  on  Sept  17.  For  business,  if  s  one  more  sign  that  the  Bush  Administration  is  sinking 
deeper  into  lame-duck  status,  which  will  make  it  even  tougher  to  accomplish  corporate  goals 
on  everything  from  taxes  to  immigration. 


More  Scary  Numbers 

U.S.  housing  prices  sank  3.2% 
in  the  second  quarter,  the 
steepest  quarterly  sag  since 
the  S&P/Case-Shiller  Home  Price 
Index  was  created  in  1987. 
That,  combined  with  plunging 
consumer  confidence  in  August 
and  minutes  from  the  last  Fed 
meeting  indicating  that  a  rate 
cut  isn't  a  sure  thing,  combined 
to  spook  the  markets  on  Aug. 
28,  with  the  Dow  plunging  280 
points.  The  next  day,  however, 
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it  bounced  back. 
See  "If  credit  markets  thaw, 
recession  is  unlikely"  page  23, 
and  "The  heat  on  Countrywide," 
page  28 


Squeezed  in  Atlanta 

The  latest  outfit  caught  in 
the  credit  vise?  Home  Depot. 
On  Aug.  28  the  retailer 
officially  said  it  would  lop  $1.8 
billion  off  the  sale  price  of  its 
wholesale  unit,  HD  Supply. 


Caught  between  jittery  bank 
underwriters  and  skittish 
private  equity  buyers,  the 
Atlanta  company  agreed  to 
accept  $8.5  billion,  down  from 
$10.3  billion  in  June,  and  buy 
backa  12.5%  stake  itself. 
GEIIEI*  "Is  Home  Depot  giving 
away  the  store?" 
businessweek.com/go/tbw 


Splitting  Marlboro 

Altria  Group  keeps  dismantling 


itself.  It  sold  off  Miller  Brew  : 
SAB  and  earlier  this  year  s]  ii 
off  Kraft  Foods.  Now  it  will  i 
spin  off  the  global  arm  of  i  j 
cigarette  business,  Philip  M  g 
International.  The  key  reasc  j 
Cigs  are  still  a  growing  rrn  4 
overseas  but  a  shrinking  o  j 
the  U.S.  The  company's  en  m 
jewel,  its  Marlboro  brand,  I 
be  split,  with  Altria  ownin  I 
it  at  home  and  Philip  Mon  J 
International  abroad. 


Hard-Drive  Alarm 
For  the  past  year,  Bill  Watki>  I 
CEO  of  drive  king  Seagate 
Technology,  has  quietly 
expressed  concern  about    : 
national  security  breaches 
that  could  occur  if  a  foreig 
government  got  the  key  to 
encryption  software  that's 
becoming  a  standard  feati 
on  drives.  He  finally  got  tr 
world's  attention  on  Aug. 
when  he  told  The  New  Yor>\ 
Times  the  Chinese  were  in 
thinking  of  buying  a  US 
maker.  Seagate  sources  sa 
not  the  target.  The  only  ot 
big  U.S.  drive  maker,  West 
Digital,  isn't  commenting. 


A  Double  Duty  Deal 

Taiwanese  PC  maker  Acerij 
on  Aug.  27  that  it  will  buy 
U.S.  also-ran  Gateway  for  I 
million.  The  move  will  vai 
Acer  past  its  mainland  Ch 
archrival,  Lenovo,  into  the 
spot  in  the  world.  It  also  \ 
keep  strong  European  bn 
Packard  Bell  out  of  Lenovo 
hands  because  Gateway  h 
right  of  first  refusal  on  Pa 
and  Acer  says  it'll  hasten 
exercise  it. 

KK1IK1#  "Acer's  gateway  to 
U.S.  market" 
businessweek.com/go/tbw 


Kazakh  Power  Play 

Hey,  it  worked  for  Russia, 
forced  big  concessions  on  | 
projects  from  Royal  Dutch 
and  BP.  So  why  not  Kazakl  j 


country  on  Aug.  27 
:d  a  halt  to  work  on  the 
e  Kashagan  field,  citing 
ronmental  and  customs 
itions.  Experts  figure  that 
government  is  seeking  a 
er  deal  for  itself.  The  field 
>erated  by  Italy's  Eni  and 
ed  by  a  consortium  that 
ides  Exxon  Mobil,  Shell, 
,  and  ConocoPhillips. 


partners,  who  own  9.8%  of 
Wendy's  stock  and  have  three 
board  seats,  have  been  stalking 
it  since  last  year. 


.  Steel  Forges  Ahead 

ling  from  potential  prey  to 
er,  U.S.  Steel  said  on  Aug. 
tat  it  would  pay  $1.1  billion 
ianadian  steelmaker  Stelco. 
Steel  has  been  on  analysts' 
i  as  a  target  of  foreign  steel 
ucers  assembling  global 
res.  The  takeover  makes 
larder  by  raising  likely 
rust  concerns  for  would- 
quirers. 


Potty  Mouths  Hit  Pay  Dirt 

Who  says  an  R-rated  cartoon 
can't  be  a  media  darling? 
Viacom's  Comedy  Central  has 
signed  South  Park  creators 
Matt  Stone  and  Trey  Parker 
to  a  contract  through  2011 
that  guarantees  them  an 
unprecedented  50%  share  of 
ad  revenues  that  TV  oudets 
usually  don't  share  with 
content  creators.  Comedy 
Central  will  also  ramp  up 
efforts  to  distribute  South  Park 
on  the  Net,  cell  phones,  and 
other  new  technologies. 


k  May  Pounce 

very  private  equity 
jr.  has  been  turned 
ill  by  the  credit  crunch, 
naire  Nelson  Peltz  and 
investors  in  Triarc  said 
lg.  28  they've  reached 
identiality  pact  with 
's  International  that 
make  it  easier  for  them 
illy  gobble  up  the  No.  3 
iurger  chain.  Peltz  and 


An  Indian  Owner  for  Jag? 

The  ex-colony  strikes  back:  On 
Aug.  24,  Tata  Group  Chairman 
Ratan  Tata  confirmed  that  the 
Indian  behemoth  may  bid 
for  British  icons  Jaguar  Cars 
and  Land  Rover,  which  Ford 
Motor  has  put  on  the  block. 
The  audacious  move  would 
catapult  Tata,  which  makes 
cheap  cars,  into  the  luxury 
auco  sphere.  A  bid  is  also  likely 
from  Indian  rival  Mahindra  & 
Mahindra,  and  private  equity 
firms  are  kicking  tires,  too. 


;h  roller  of  the  week 

Vegas  Sands  Chairman  and  CEO  Sheldon  Adelson  has  made 
ty  of  bets  in  his  day,  but  on  Aug.  28  he  opened  the  doors  to 
iggest  gamble  yet:  the  $2.4  billion  Venetian  Macao- Resort- 

a  casino,  3,000-room  hotel,  and  convention  complex, 
ting  870  gaming  tables  and  3,400  slot  machines,  the  casino 

world's  biggest.  And  that's  just  for  starters.  By  the  end  of 
),  the  group's  investment  will  grow  to  $12  billion  after 
ling  14  more  hotels,  offering  a  total  of  20,000  rooms.  Macao 
:  only  region  in  China  where  gambling  is  legal.  It  overtook 
as  Vegas  Strip  in  gaming  revenues  last  year,  earning  more 
$7  billion,  thanks  to  newly  rich  mainland  Chinese.  Filling 
ose  hotel  beds  will  still  be  a  challenge.  While  Macao,  a  city 
st  450,000,  attracted  more  than  22  million  tourists  last 
they  stayed  on  average  only  1.25  days. 

"Betting  big  on  China's  Vegas,"  businessweek.com/go/tbw 
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THE  MORTGAGE  MESS 


THE  HEAT  ON 
COUNTRYWIDE 


Embattled  CEO  Angelo 
Mozilo  answers  critics  who 
claim  the  lender  helped  bring 
on  the  housing  crisis 


PI 

FACE  TIME 

WITH  MARIA 
BARTIROMO 

ANGELO  MOZILO,  CEO  OF  Countrywide  Financial  Corp., 
is  taking  serious  flak  for  the  mammoth  mortgage 
company's  role  in  the  housing  meltdown.  I  caught 
up  with  Mozilo  twice  in  the  space  of  a  week— first 
for  an  exclusive  interview  on  CNBC  following 
Bank  of  America  Corp.'s  $2  billion  infusion  into 
Countrywide,  and  then  on  the  heels  of  a  New  York 
Times  story  taxing  Mozilo  and  Countrywide  with  allegedly 
engaging  in  questionable  lending  practices.  Now  sources  tell 
me  the  embattled  Mozilo  will  soon  announce  layoffs  of  about 
10%  of  Countrywide's  60,000  employees  in  the  face  of  a  20% 
decline  in  the  mortgage  business.  In  addition,  I  am  hearing 
that  Countrywide  is  looking  for  further  financing  and  that  the 


next  investor  will  likely  come  from  pri- 
vate equity.  When  BusinessWeek  went 
to  press  on  Aug.  29,  Countrywide's 
stock  had  lost  about  half  its  value  since 
June  1.  That  was  the  same  day  that 
Senator  Chuck  Schumer  (D-N.Y.)  urged 
Countrywide  to  halt  "predatory"  lend- 
ing practices. 

Since  our  interview  on  CNBC,  you've 
been  criticized,  first  for  offering  aggres- 
sive loans  to  people  who  should  not  have 


taken  them  and  next  for  screaming  that 
a  recession  is  coming  while  still  offer- 
ing lax  lending,  because  those  loans 
were  so  lucrative  for  Countrywide.  Your 
response? 

I  don't  remember  screaming,  first  of  all. 
But  let  me  just  tell  you  that  Countrywide 
for  40  years  has  been  on  a  mission  to 
lower  the  barriers  of  entry  for  the  Amer- 
ican people  to  have  the  opportunity  of 
home  ownership.  And  every  application 
we  take  is  within  that  framework  of 
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making  certain  as  best  we  can  that  these 
individuals  can  afford  the  home.  And 
so  my  response  is  simply  that  we  have 
not  been  an  opportunist  but  have  cre- 
ated opportunities  for  individuals  and 
families  to  own  a  home.  We've  made  25 
million  loans  in  the  40  years  we've  been 
in  existence.  We  hold  about  $1.5  trillion 
in  loans  today  in  our  servicing  portfolio. 
And  we  work  very  hard  not  only  to  posi- 
tion people  to  own  a  home  but  also  to 
educate  them  on  the  responsibilities  of 
homeownership. 

What  was  the  main  driver  of  the  mortgage 
boom— the  desire  to  own  a  home  or  the 
Street's  insatiable  desire  to  buy  up  mort- 
gages, repackage  them,  and  sell  them  to 
hedge  funds  and  other  investors? 
The  main  driver  was  real  estate  values 
rising.  And  when  they  begin  to  rise— no 
different  from  the  tech  boom— everybody 
at  all  levels  of  society  wants  to  partici- 
pate. They  don't  want  to  be  left  behind. 
And  that's  particularly  true  with  home- 
ownership,  which  [comes  with]  a  pas- 
sion to  make  a  profit,  to  own  something, 
to  have  a  piece  of  America.  But  there's 
no  question  there  were  speculators  who 
were  trying  to  make  a  quick  profit. 

Did  you  tailor  your  business  accordingly 
as  this  was  happening? 

Remember,  we  didn't  reach  out  to  home 
buyers.  They  came  to  us.  And  as  prices 
went  up  and  interest  rates  were  at  a  pal- 
atable level,  we  began  to  tailor  programs 
to  see  if  we  could  assist  these  people  in 
getting  into  homes. 

Subprime  was  a  very  profitable  part  of 
your  business.  Did  the  company  push 
these  types  of  loans  over  others  because 
they  were  such  commission  generators 
and  money  makers? 

We  did  not.  I  mean,  our  subprime  com- 
pany, which  was  Full  Spectrum,  offered 
them.  But  if  a  prime  loan  came  through 
that  subprime  arena,  that  loan  had  to 
close  at  a  prime  price,  not  at  a  subprime 
price.  And  the  reason  why  the  sub- 
prime  prices  were  higher  is  because  they 
were  about  four  times  more  expensive  to 
originate  than  a  prime  loan.  It  was  more 
difficult  to  get  documentation.  We  had 
a  lot  of  counseling  involved.  It's  impor- 
tant to  understand  that  everybody  has 
experienced  substantial  losses.  So  it's 
not  a  matter  of  the  borrower  paying  too 
much.  There  wasn't  enough  that  could 
be  charged  because,  you  see,  every  com- 
pany that  was  involved  with  subprime 
is  either  out  of  business  or  going  out  of 
business  or  has  substantial  losses.  After 
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the  debacle  in  subprime,  the  conclusion 
that  people  charged  too  much  is  absurd. 

But  only  recently  did  Countrywide  stop 
making  risky  mortgages,  like  so-called 
liar  loans,  which  require  little  verifica- 
tion of  borrower  information.  Why  did 
you  let  underwriting  standards  become 
so  lax? 

Well,  I  don't  agree  that  the  standards  be- 
came lax.  On  every  loan  we  made,  we  be- 
lieved when  we  made  it  that  the  individu- 
als were  qualified  for  the  mortgage  product 
that  they  asked  for.  We  had  184  programs. 
They  picked  the  one  that  they  wanted.  And 
we  adjusted  our  underwriting  in  certain 
categories  based  on  rapidly  changing  mar- 
ket conditions.  We're  never  lax.  But  there 
was  no  way  that  anybody  could  foresee 
what  would  happen.  These  were  common 
practices  that  were  done  by  every  single 
institution  in  the  country,  be  they  large 
or  small.  You  know,  the  words  being  used 
here,  they're  very  incendiary  words.... 

On  Aug.  26,  a  New  York  Times  article 
suggested  that  Countrywide  steered 
borrowers  into  higher-cost  mortgages 
when  they  would  have  qualified  for  lower 
ones  under  traditional  standards.  Why 
did  you  choose  these  strategies? 
[Countrywide]  didn't  choose  those  strat- 
egies. This  is  not  true.  You  have  to  con- 
sider the  source.  People  [in  the  story] 
refused  to  identify  themselves.  This  is  all 
anonymous.  You  know,  if  s  very  easy  to 
indict  people  and  not  be  responsible  for 
the  words  that  you  choose.  I  don't  think 
a  lot  of  people  were  interviewed.  I  think 
there  was  an  allegation  from  one  person. 

You've  got  to  remember  that  this  was 
an  environment  where  values  were  rising 
very  rapidly  and  everybody  thought  that 
this  was  a  gold  rush.  And  they  wanted  to 
be  in  real  estate  and  would  say  anything, 
do  anything— not  everybody,  but  certain 
people— in  order  to  participate  in  the 
rising-value  environment.  And  by  the 
way,  while  values  were  rising,  we  heard 
none  of  this.  Not  one  complaint.  Not  one 
person  saying:  "I've  been  abused,  mis- 
used. I've  been  steered  into  something 
I  didn't  want."  None  of  it  until  values 
came  down. 

I  can  tell  you  this,  Maria,  we  have 
modified  over  40,000  loans  so  far  this 
year  to  try  to  keep  people  in  homes  at 
our  expense.  And  so  this  company  is  the 
antithesis  of  what  was  described  in  that 
article.  This  is  a  great  company  that  has 
solid  values.  It  was  never  about  taking  a 
group  of  people  or  a  certain  amount  of 
loans  and  exploiting  them  for  inordinate 
profits.  You  know,  the  press  is  losing 
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credibility  with  me  because  I've  seen  ar- 
ticle after  article  that  have  absolutely  no 
basis  in  fact,  but  there's  nothing  anybody 
can  do  about  it.  The  press  can  say  any- 
thing it  wants  without  retribution. 

So  what  about  the  Neighborhood  As- 
sistance Corp.  of  America,  the  nonprofit 
housing  advocate  that  is  making  some  of 
these  allegations? 

I  don't  know  much  about  the  organiza- 
tion, but  from  the  little  bit  I've  heard,  I've 
got  some  questions  about  their  credibil- 
ity. If  you  study  what  they  do,  they  attack 
lenders. 

Let's  talk  about  Bank  of  America's  in- 
vestment. Could  you  have  gotten  any 
better  terms  for  Countrywide? 

It's  a  terrific  thing  for  Countrywide.  Ter- 
rific. There's  only  one  Bank  of  America. 
There's  only  one  marquee  name  like  that. 
And  so  what  it  provided  Countrywide 
was  credibility.  They  came  in  and  did 
their  due  diligence,  and  the  conclusion 
was  that  we  were  a  great  investment  for 
them.  For  a  company  of  that  quality  to 
attach  themselves  to  Countrywide  was 
priceless  to  us.  I  hope  they  make  lots  of 
money  on  this  transaction,  because  if 
they  do,  our  shareholders  will,  as  well. 

Are  you  looking  to  bring  in  more  investors? 

We  look  continuously.  This  is  a  living 
organism.  Countrywide  continues  to  op- 


erate in  an  en- 
vironment that' s 
changing  con- 
stantly around  it. 
And  the  reason 

why  we've  survived  over  many  yeanr 
nobody  else  has  in  the  mortgage 
ing  space— nobody  else  has,  we'riil 
only  survivor— is  because  Country! 
constantly  adjusts  itself  to  the  ernj 
ment.  And  so  we  will  do  whatevej 
environment  dictates  that  we  must  i 
make  certain  we  remain  a  viable  f  j 
going  forward. 

Will  you  bring  in  private  equity  mom 

We  have  had  a  lot  of  people  approa 
over  the  last  several  months. ..and  wh 
do  going  forward  will  really  depend . 
how  the  company  is  positioned  relat 
the  market  that  we  find  ourselves  in. 

So  what  will  determine  whether  the  | 
of  America  investment,  in  addition  t 
$11V2  billion  credit  line  Countrywide 
tapped,  will  be  enough  for  the  near  I 

Again,  the  business  environment, 
happens  in  the  mortgage  origir 
space,  and  what  happens  with  in 
rates  going  forward.  You  could  h 
refinance  boom  going  forward,  ani 
would  create  one  situation.  As  yo 
real  estate  sales  are  down.  Real 
values  continue  to  go  down,  which  t 
dissatisfaction  on  the  part  of  peop 
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hat  if  you  lose 


We're  right  there  with  you. 

Think  of  the  different  risks  that  seven  continents,  hundreds  of 
countries,  and  all  the  oceans  can  serve  up.  Even  the  largest 
global  companies  struggle  to  keep  up  with  the  risks  they 
already  see,  let  alone  those  that  lie  just  under  the  surface.  To 
help  our  customers,  our  international  operations  are  designed 
to  provide  consistent  risk  analysis,  underwriting  and  claims 
services.  In  a  changing  world  where  risks  can  appear  any- 
where, we  believe  the  most  effective  approach  is  to  act  as  one. 
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there  who  bought  houses  thinking  they 
were  going  to  make  a  profit.  And  so  it  just 
depends.  You  just  have  to  have  confidence 
that  Countrywide  will  continue  to  morph. 

What  do  you  regret  most  about  your  busi- 
ness practices  or  not  seeing  this  downturn 
earlier  in  the  last  six  to  eight  months? 

I  reflect  on  this  all  the  time.  But  by  the 
way,  nobody  called  and  asked  me  these 
questions  a  year  ago.  Nobody  called 
me  and  said:  "Hey,  look,  there's  going 
to  be  a  real  problem  here  in  subprime." 
Knowing  what  I  knew  then,  I  don't  think 
I  would  have  done  anything  much  dif- 
ferent. Knowing  what  I  know  now,  obvi- 
ously I'd  do  a  lot  of  things  differently. 

But  we  didn't  know  that  values  would 
be  receding.  We  didn't  know  that  these 
markets  would  seize  up.  We  didn't  know 
that  there  would  be  no  liquidity  in  the 
global  system.  We  didn't  know  that  Bear 
Stearns  and  Lehman  and  people  of  that 
quality  were  going  to  have  major  problems. 
We  didn't  know  that  funds  were  going  to 
collapse  around  the  world.  And  we  didn't 
know  that  most  of  our  competitors  would 
go  down,  such  as  the  New  Centurys  and 
NovaStars  of  the  world.  We  didn't  know 
any  of  that.  You  can  only  deal  with  the  in- 
formation that  you  have  at  the  time  you're 
making  these  decisions.  And  I  had  very  dif- 
ferent information  then  than  I  have  now. 

But  not  so  long  ago  you  called  Country- 
wide a  prime  company,  with  subprime 
accounting  for  only  7%  of  the  business. 
You  lambasted  the  poor  underwriting 
standards  of  other  lenders.  And  then 
in  March,  I  remember  you  came  on  my 
show  and  said  Countrywide  would  bene- 
fit from  the  subprime  chaos  as  irrational 
lenders  got  blown  out.  Why  do  you  think 
the  events  turned  out  differently? 
They  didn't.  They  have  been  blown  out. 
You  know,  the  Ameriquests,  the  New 
Centurys,  the  Own  Its— just  go  through 
the  whole  list  of  them— are  gone.  So 
they  have  been  blown  out.  And  over  time 
Countrywide  will  be  the  beneficiary. 

There's  been  speculation  that  the  Fed- 
eral Reserve  lowered  the  discount  rate 
specifically  to  prevent  Countrywide  from 
going  under  after  it  couldn't  draw  on  the 
commercial  paper  markets  for  capital. 
What  do  you  think? 

Absolutely  not.  I  think  that' s  placing  an  in- 
ordinate amount  of  importance  on  Coun- 
trywide. This  deal  [with  BofA]  was  struck 
long  before  the  discount  rate  was  changed. 

Have  you  had  contact  with  the  Fed? 

I've  had  no  contact  with  the  Fed  whatso- 
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ever,  with  the  exception  of  a  single  trans- 
action that  had  nothing  to  do  with  the 
issue  we're  talking  about.  A  very  specific 
transaction  in  New  York.  But  not  with 
the  Washington  Fed  at  all. 

But  don't  you  think  it's  curious  that  on 
the  day  the  banks  go  to  the  discount 
window,  Bank  of  America  included,  it 
announces  the  $2  billion  investment?  Do 
you  think  at  some  point  the  Fed  in  some 
way  encouraged  Bank  of  America  or  one 
of  the  other  banks  to  get  involved? 
That  would  be  very  speculative  on  my 
part.  That's  for  you  journalists  [to  specu- 
late about].  Frankly,  I'd  be  surprised.  I 
know  of  no  connection  whatsoever. 
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How  much  more  pain  is  still  to  come  in 
the  mortgage  market?  What's  the  worst- 
case  scenario? 

I  can't  say  I  see  any  great  signs  of  light  in 
terms  of  the  market  easing.  There's  still  a 
lot  of  tension  in  the  [mortgage]  market,  a 
lot  of  stress  in  the  financial  markets.  But 
the  only  thing  I  would  say  is  that  a  couple 
of  weeks  ago  you  probably  couldn't  do 
anything  at  any  price,  and  now  it  appears 
you  can  do  something  at  some  price.  So, 
you  know,  maybe  there  is  a  little  bit  of 
liquidity  coming  back.  But  it's  hard  to  tell 
how  long  this  is  going  to  go  on. 

How  helpful  would  it  be  if  the  Fed  low- 
ered rates  in  September? 

If  nothing  else,  it  would  have  a  great  psy- 
chological effect  and  demonstrate  that 
the  Fed  is  really  concerned  about  the 
impact  that  housing  could  have  on  the 
rest  of  the  economy. 

You've  said  repeatedly  that  you  see  a  re- 
cession ahead  and  have  never  seen  hous- 
ing not  take  us  in  and  out  of  recession. 

There's  a  recession  in  housing.  I  don't 
think  anybody  can  debate  that.  Prices 
continue  to  go  down,  as  evidenced  by  the 
National  Association  of  Realtors  num- 


bers. Sales  are  down  12  months  in  ; 
[actually  16].  And  you  see  what's  | 
pening  to  homebuilders.  The  quel 
that  can  be  debated  is  whether  df 
going  to  spill  over  into  the  econoi[ 
one  form  or  another.  I  think  it  is. 

Given  your  position,  how  responsibl 
it  to  keep  predicting  recession  and  r 
does  that  benefit  your  shareholders 

I  think  it's  my  responsibility  to  i 
body  at  Countrywide  and  to  the  ; 
holders  that  I  tell  them  how  I  feel 
I  tell  them  how  I  believe  it  is.  It  ma 
be  the  way  it  is,  but  it's  the  way  I  bt 
it  is.  I  think  my  responsibility  is  t 
the  truth.  And  I  have  to  accept  th< 
sequences  of  that. 

Let  me  turn  to  another  source  of  u 
and  that  is  you  selling  stock.  You'v 
made  more  than  $100  million  just 
in  the  last  year.  How  do  you  answe 
people  who  say  it  is  wrong  for  you  I 
selling  while  shareholders  watch  tl 
shares  drop? 

I  have  not  sold  any  stock— to  my 
lection— in  10  years.  Everythings 
sold  were  options.  The  selling  is  be«j  « 
[when  the  options]  expire,  I  no  Id  m- 
have  the  benefit  of  what  I  have  builii  fc 
what  this  team  has  built  for  the  lflj  foe 
years.  Up  until  this  debacle,  I  cri  ;§ 
$25  billion  in  value  for  sharehcc  ifa 
There  have  been  very  few— only  aba  fe; 
stocks— that  have  performed  bettet)  itm: 
the  last  25  years  than  Countrywv  ,Xi, 
could  have  sold  all  of  those  shares  i  ^ 
bucks  a  share  and  didn't  because  I|  g-i 
to  be  aligned  with  the  sharehc  oppr 
Also,  I  have  to  have  an  orderly  wi  ^ 
selling  the  stock.  I  could  sell  ever} 
today,  but  I  don't.  If  anything,  I 
frankly  gone  overboard  to  protec 
interest  of  the  shareholders,  some 
at  the  expense  of  my  family. 


lei 


lev, 
iplic 


bin 
bquif 


sta 


'  CODS 

Did  your  planned  selling  accelerate    y 
ginning  last  fall? 

Let  me  see,  there  were  two  contra  ij^ 
volved.  One,  I  think— I  don't  knowM  fe  use: 
these  things  originate— was  in  0<  i  gg, 
and  one  in  December.  And  they  |^{ 
accelerate.  There  was  just  an  addi 
contract  put  on,  I  believe  in  Deceml  fa 

!  t  Wil 
Have  we  seen  the  worst  at  Countryv  f 

I  can  only  say  that  we  continue 

everything  we  can  to  make  certai:  f  j 

we're  prepared,  but  we're  facing  ai  [^ 

ronment  that's  unpredictable.  ■     :  ious^h  f 

'  fistmcn 
Maria  Bartiromo  is  the  anchor  of  CI 

Closing  Bell. 


love. 


IE  MORTGAGE  MESS 


iWOOPING  DOWN 
)N  SUBPRIME 

here's  a  banquet  of  troubled  investments 
•  pick  from,  but  valuation  is  still  tricky 


IARA  DER  HOVANESIAN 

NVESTORS   IN   DISTRESSED   SE- 
curities  have  long  been  whining 
about  a  dearth  of  opportunities. 
Now  the  subprime  mess  has  de- 
livered them  a  new  bounty.  Invest- 
ment pools  filled  with  troubled 
mortgages  are  selling  for  50$  on 
iollar.  Lenders  are  going  belly  up  by 
lozen.  And  prices  on  speculative  cor- 
te  loans  are  getting  slashed, 
s  all  piquing  the  interest  of  a  few  steely 
ey  managers— a  list  that  includes  some 
iar  vultures  from  past  periods  of  tu- 
Investors  are  flocking  to  funds  that 
alize  in  distressed  debt;  they  raised 
7  billion  in  the  first  half  of  the  year,  vs. 
>illion  in  all  of  2006,  according  to  Dow 
Private  Equity  Analyst,  a  newsletter. 
the  mad  rush  to  those  firms,  ones  al- 
V  awash  in  cash,  may  dampen  returns 
npetition  is  too  fierce  and  the  pickings 
lim.  "We're  excited  that  there  may  be 
r  opportunities  than  in  the  last  five 
,  but  if  s  definitely  not  easy  money," 
Andrew  Schmeltekopf,  manager  of 
acquisitions  for  FirstCity  Financial 
i,  founded  in  1986  to  feast  on  fallout 
the  savings  and  loan  crisis, 
mplicating  matters,  it's  hard  to  put 
:e  on  some  distressed  assets.  Unlike 
ius  downturns,  today's  problems 
been  largely  driven  by  the  risky  and 
times  even  fraudulent  underwriting 
Is  used  to  sell  more  and  more  loans. 
icing  gets  tricky  given  that  the  val- 
lay  have  been  inflated  or  unknown 
the  start.  "If  s  a  little  bit  like  trying 
ch  a  falling  knife,"  says  legendary 
e  Wilbur  L.  Ross  Jr.,  chairman 
ivate  equity  firm  WL  Ross  &  Co. 
lon't  think  the  fundamentals   will 
;e  for  quite  a  while,  so  you  really 
io  second-guess  yourself." 
tough  Ross  is  scanning  the  spectrum 
estments  from  shaky  loans  to  aban- 
properties,  he  has  made  just  one 
move.  On  Aug.  7,  he  agreed  to  put 


; 


$50  million  into  the  bankrupt  American 
Home  Mortgage  Investment  Corp.,  which 
originated  $60  billion  in  loans  last  year. 

Others  are  going  after  mortgages  and 
investment  pools  filled  with  home  loans, 
so-called  mortgage -backed  securities. 
The  $5  billion  Ellington  Management 
Group,  a  hedge  fund  in  Old  Greenwich, 
Conn.,  that  invests  in  mortgage  securi- 


ties, is  raising  $700  million  for  a  separate 
company  that  will  focus  on  subprime  as- 
sets. According  to  the  offering  statement, 
Ellington  plans  to  invest  in,  among  other 
things,  the  leftover  pieces  of  pools  origi- 
nally issued  by  New  Century  Financial 
Corp.,  the  defunct  subprime  lender  that 
helped  kick  off  the  turmoil  in  February. 
Ellington  CEO  Michael  Vranos,  a  former 
mortgage  trader,  is  an  old  hand  at  the 
game.  During  the  collapse  of  hedge 
fund  Long-Term  Capital  Management 
in  1998,  Ellington  survived  even  though 


its  lenders  pulled  their  credit  lines.  While 
most  funds  that  invest  in  mortgages  were 
down  for  the  year  through  July,  Elling- 
ton's was  up  8%.  (Results  for  August,  an 
especially  tough  month,  aren't  in  yet.) 

IFFY  TIMING 

DISTRESSED  INVESTORS  are  also  look- 
ing at  the  servicing  operations  associated 
with  MBS— that  is,  the  back-office  pro- 
cessing for  loans  in  those  pools.  Ocwen 
Financial  Corp.,  the  largest  independent 
servicer  of  subprime  mortgages,  and  dis- 
tressed specialist  Angelo,  Gordon  &  Co. 
recendy  launched  a  joint  venture  that  will 
invest  up  to  $300  million  in  the  mort- 
gage industry,  including  servicing  rights. 
That  business  provides  a  steady  stream 
of  income  from  the  interest  that  bor- 
rowers pay  on  their  monthly  mortgage. 
But  servicers  are  also  on  the  hook  for 
reworking  the  troubled  loans.  "You  have 
deep-value  guys  looking  at  servicing  for 
cash  returns,  but  they  have  to  figure  out 
how  bad  the  losses  are  going  to  be,"  says 


The 

Vultures' 

Prey 

Some  investors  are 
finding  opportunities 
amid  the  housing 
wreckage 

Mortgages  and  corporate 
loans 

Servicing  rights  tor 
home  loans 

Distressed  investment 
pools 
Troubled  or  defunct  lenders 

•Properties,  including 
abandoned  subdivisions  or 
condo  projects 


Frederick  Cannon,  an  analyst  with  Keefe, 
Bruyette  &  Woods  Inc.  "Three-fourths 
don't  get  their  timing  right." 

That  sort  of  uncertainty  has  sidelined 
even  some  hard-core  vultures.  "Ifs  too 
early,"  says  Andrew  S.  Miller  of  Sevo  Mill- 
er Inc.,  a  real  estate  investor  who  banked 
huge  profits  buying  distressed  properties 
when  the  1980s  housing  boom  went  bust. 
"The  problems  are  so  pervasive,  we're  not 
sure  when  this  is  going  to  setde."  ■ 

-With  Nanette  Byrnes  and 
Matthew  Goldstein  in  New  York 
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COMMENTARY 


BY  ROBEN  FARZAD 


Dude,  Where's  My  Bailout? 

An  open  letter  to  Fed  Chairman  Ben  Bernanke,  Treasury  Secretary 
Henry  Paulson,  and  Senate  Banking  Committee  Chairman  Chris  Dodd 


H 


onorable  Public  Servants:  As  you  know,  the  confla-  candlelit  dinners  in  Greer™ 

gration  in  the  subprime  mortgage  market  is  begin-  Sfe^^e  the^S 

ning  to  singe  the  very  fabric  of  the  American  dream,  of  Pyongyang  on  Kim  jung 

by  which  I  mean  life,  liberty,  and  the  pursuit  of  b*r*day-  °£' and  cab  fares- l 

J  J7  or  those.   Then,   sometime 


home  equity.  I  was  elated  to  hear  everyone  from  bond  guru  Bill 
Gross  to  Democratic  Presidential  hopefuls  endorsing  the  idea 
of  a  government  bailout  of  homeowners  facing  foreclosure 
as  the  payments  on  their  zero -money- down  mortgages  soar. 

Bad  credit?  No  credit?  No  problem!  Uncle  Sam  has  your  back. 

I  don't  have  a  mortgage,  much  less  one  that's  about  to  blow 
up.  But  I  have  no  shortage  of  other  losses,  some  of  them  quite 
painful,  from  the  many  well-considered  investments  I've  made 
over  the  years.  Therefore,  under  the  equal  protection  clause  of 
the  U.S.  Constitution,  I'm  entided  to  a  bailout  as  well.  At  least 
that's  what  my  law  school  buddies  tell  me. 

Here's  an  annotated  invoice: 
STOCKS.  In  the  dot-com  heyday,  I  had  the  misfortune  of  buy- 
ing shares  of  two  companies  that 
went  poof  within  12  months:  Excite@ 
Home,  the  residential  high-speed  In- 
ternet provider,  and  Allied  Riser,  a 
commercial  broadband  startup. 
(I  was   diversified— homes 
and  offices.)  Subtotal:  Seven 
long  years  of  regret  and  piti- 
ful looks  from  my  CPA  have 
encouraged  me  to  repress  the 
exact  sum  of  my  capital  losses, 
but  for  expediency's  sake  let's 
put  it  at  $60,000. 
MUTUAL  FUNDS.  I  also  invested  in  a 
tragicomic  Putnam  fund  that  some- 
how managed  to  lose  an  average  of 
44%  a  year  between  2000  and  2002. 

It  turns  out  that  Putnam  Investments  was  also  at  the  heart  of 
the  market-riming  scandal.  Yet  I  never  got  any  checks  in  the 
mail  from  Eliot  Spitzer  or  from  the  investment  pros  who  all  but 
forced  me  to  buy  the  shares.  Subtotal,  including  compounded 
pain  and  suffering:  $10,000. 

PERSONAL  RELATIONSHIPS.  At  about  the  same  time,  I  was  get- 
ting irrationally  exuberant  about  a  beautiful  brunette,  spend- 
ing my  paper  stock  gains  on  a  series  of  expensive  dates  in 
Manhattan.  There  were  mezzanine  seats  at  Broadway  plays, 


Cut  me  a 
check— and 
I'll  plow  the 
funds  back 
into  the  U.S. 
economy 


tween   NASDAQ  5000   and 
end  of  the  Elian  Gonzales  s^ 
said  brunette  dumped  me. 
broke  my  heart,  but  only  after 
broke  my  bank  account.  Subtc 
About  $3,000,  including  $1, 
in  self-prescribed  Johnnie  Walker  Blue. 
COLLECTIBLES.  Twenty  years  ago,  I  was  the  last  kid  on 
block  to  score  a  coveted  "first  series"  Garbage  Pail  1 
trading  card,  for  a  total  consideration  of  $25  in  cash,  tit 
bags  of  Doritos,  and  the  guitar  Dad  bought  me  in  the  sec 
grade.  Then  the  Garbage  Pail  market  crashed.  But  the 
Angeles  Dodgers  dramatically  won  the  '88  World  Se 
and  my  enthusiasm  shifted  to  baseball.  By  1990,  withh 
mitzvah  winnings  in  hand,  I  shelled  out  for  a  Jose  Offenr 

rookie  card.  Fifty  bucks  boi 
me  the  Lucite-encased  visagt 
this   dynamic   Dodgers   infie.' 
who  knocked  a  home  run  in 
first  major  league  at  bat.  I  figv 
it  would  double  in  price  dm 
every  season  of  Offerman's  pi> 
ising  career.  Instead,  his  res 
came   to   entail   mediocre   s? 
with    seven    teams,   culmins 
with   the  August  clubbing 
pitcher  in  an  independent-le; 
game  that  invited  two  coun 
second-degree  assault.  Subt 
How  can  I  attach  a  cold  sum  to  the  shattered  dreams 
middle  schooler?  Sigh.  $1,400. 

Please  remit  my  $74,400  by  check,  money  order,  or  Pa 
Rest  assured  that  I  will  cycle  the  dollars  back  into  economi 
vital  investments.  I  hear  some  hedge  funds  are  slashing 
minimum  buy-ins  to  $10,000,  and  that  half- finished  co 
in  Miami  can  be  gotten  for  pennies  on  the  original  dolls  :f"f 
any  case,  my  efforts  to  bolster  the  U.S.  gross  domestic  pre 
could  surely  be  strengthened  by  a  series  of  interest  rate 
so  please  see  to  those,  too.  After  all,  gentlemen,  while  int  I 
investors  like  me  crank  the  engine  of  American  capita 
times  like  these  call  for  all  of  us  to  pitch  in.  II 
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MICHELLE  DIAZ 


CENTER  MANAGER.  FEDEX  KINKO'S 
NEW  YORK,  NEW  YORK 


A  NEW  YORK  MINUTE. 

A  FLYING  TAXI. 

AND  A  SCAVENGER  HUNT. 


en  a  runaway  taxi  struck  a  FedEx  Kinko's  Office 
i  Print  Center    in  Manhattan,  that  New  York 

We  was  1:30  a.m.  Not  exactly  ideal  timing. 

i 

ess  you're  Center  Manager  Michelle  Diaz.  With 
front  of  the  store  in  shambles,  Michelle  quickly 

ed  the  customers'  jobs  to  a  nearby  FedEx  Kinko's 
taion.  She  also  realized  that  the  FedEx  drop  box 

buried  under  the  debris  of  the  storefront. 


She  and  a  team  member  pulled  the  box  from  the  rubble 
and  arranged  for  a  special  pickup  of  the  packages. 

Michelle  Diaz  is  one  of  over  275,000  FedEx  team  members 
worldwide  dedicated  to  every  FedEx  experience. 


Office  and  Print  Center 


Kinko's.  j|c 


1  To  see  more  stories  from  around  the  world,  go  to  fedexstories.com 

■warranties  or  representations,  express  or  implied,  are  extended.  Service  and  limits  o!  liability  are  governed  by  the  terms  and  conditions  in  the  FedEx  Service  Guide  at  fedex.com. 


MARKET  TURMOIL 


IS  TECH  A  PORT 

IN  THIS  WILD  STORM? 

With  the  market  shaky,  it's  one  of  the 
more  stable  bets  around 


BY  CATHERINE  HOLAHAN 

RICELINE.  CISCO.  AMA- 
zon.  Back  when  dot-com 
|  stocks  were  crashing  down 
around  their  ears  earli- 
er this  decade,  investors 
learned  to  fear  names  like 
these.  Fortunes  that  had 
been  made  as  those  stocks  rose  to  dizzy- 
ing heights  in  the  late  1990s  and  2000 
evaporated  as  some  tech-stock  prices 
plummeted  by  80%  or  90%  in  a  matter 
of  months.  So  today  it's  all  the  more  sur- 
prising to  find  that  as  stocks  once  again 
stagger,  this  time  in  a  sea  of  mortgage 
foreclosures  and  credit  crunches,  some  of 
these  same  companies  have  been  a  rela- 
tive safe  harbor. 

Tech  stocks  in  general  are  still  up  for 
the  year,  and  some  big  names  have  man- 
aged to  keep  their  heads  above  water 
even  during  the  past  few  wild  weeks. 
Shares  of  Cisco  Systems  Inc.,  the  lead- 
ing network-equipment  provider,  were 
trading  3.5%  higher  on  Aug.  29  than 
they  were  on  July  19,  just  before  markets 
began  their  meltdown.  Amazon.com,  the 
e-tailing  site,  has  seen  its  stock  jump 
104%  this  year  and  was  nearly  8%  higher 


over  the  past  six  weeks.  Several  other  big 
techies  are  down,  but  not  nearly  as  much 
as  the  overall  market:  IBM'S  shares  have 
fallen  1%  since  July  19,  but  are  still  up 
nearly  18%  this  year. 

Just  as  interesting,  perhaps,  is  that  the 
technology  sector  as  a  whole  is  proving  to 
be  much  more  stable  this  time  around.  By 
one  measure,  the  stocks  in  the  Standard 
&  Poor's  GSTI  technology  index  ,  which 
focuses  on  blue  chip  technology  stocks, 
were  several  times  more  susceptible  to 
wild  price  swings  in  2001  than  they  are  to- 
day. In  fact,  those  tech  stocks  have  proven 
less  volatile  than  a  corresponding  index 
for  the  financial-services  industry. 

To  be  sure,  tech  has 
hardly  been  unscathed  in 
this  summer's  stock  slam, 
and  plenty  of  risks  remain. 
Since  the  first  of  the  year, 
the  GSTI  tech  stocks  are  up 
10%.  That  compares  with 
a  9%  drop  for  the  financial 
stocks.  But  the  GSTI  and 
the  NASDAQ  index,  which 
is  heavily  weighted  toward 
tech  and  includes  such  bell- 
wethers as  Dell  Inc.  and 


Apple  Inc.,  are  both  down  a  bit  more 
5%  since  a  July  19  high.  That's  abou 
same  as  the  Standard  &  Poor's  500-s 
index's  5.8%  drop  and  the  Dow  Jone 
dustrial  average's  nearly  5.1%  declin 
Investors  look  at  tech  much  di 
ently  today  than  they  did  six  years  j 
Strong  company  results  are  far  i 
rooted  in  reality  than  the  breadi 
dot-com  growth  projections.   Ino  I 
research  firm  Interactive  Data  0 
expects  spending  on  corporate  iii  i 
mation  technology  to  rise  6.4%  in 
U.S.  during  the  next  12  months, 
phone  carriers  and  cable  companie 
spending  heavily  in  their  battle  fo 
digital  consumer.  "During  the  bui 
there  was  a  lot  of  field-of-dreams  b  ? 
ing  of  [computer]  networks,"  says .' 
G.  Kriens,  chief  executive  of  Juu  appi 
Networks  Inc.,  which  makes  netv1  l 
ing  gear.  "Today,  customers  are  all 
awake— and  the  demand  is  real." 
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"Today 
customers 
are  all  wide 
awake— and 
the  demand 
is  real" 


"MISSION-CRITICAL" 

BUSINESSES  ALSO  spent  heavily  ii  k  in 
period  leading  up  to  the  dot-com  era-  artt 
course.  But  then  demand  was  being . 
en  largely  by  guesswork  about  ho\fc 
the  Net  could  become,  and  a  fear  off  oomp- 
software  glitches.  With  the  turn  o  I  from 
millennium,  reality  set  in  and  busin  sfeni 
rapidly  scaled  back  st\  i»H 
ing.  Experts  say  today 
mand  is  being  driven  fe, 
more  fundamental  ne*n ) 
handle  the  billions  of  |dow 
of  data  created  by  new  H, 
management,  and  tel  haj 
systems.  "Certain  area  ktk 
communications  spei  i  y  d, ;. 
have  become  so  mis  to( 
critical  that  it  is  hard 
cut  back  there,"  says  >Min 
vid  B.  Yoffie,  senior  a'    ^ 
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dean  at  Harvard  Business  School, 
ewtech  companies  have  gone  public 
ecent  years,  and  a  more  skeptical 
ket  has  helped  ensure  a  higher  over- 
quality  of  business  plans  for  those 
:  did.  That  helps  explain  why  tech 
ial  public  offerings  have  averaged  an 
return  vs.  8%  for  all  IPOs,  according 
merica's  Growth  Capital, 
he  biggest  tech  players,  meanwhile, 
moving  rapidly  to  consolidate  their 
itions  in  key  markets.  That's  likely  to 
rinue  fueling  strategic  acquisitions 
nailer  companies.  And  they  are  in  a 
:h  better  position  to  take  advantage 
ast-growing  foreign  markets.  IBM 
:ed  9%  sales  growth  last  quarter- 
rest  since  2001— largely  thanks  to 
igth  overseas.  Cisco  is  also  feasting 
irders  from  places  like  Azerbaijan, 
nda,  and  Saudi  Arabia. 

ANTAGE INTERNET 

1SUMERS   ARE    PROVIDING    some 

e  fastest-growing  markets  for  tech, 

hose  would  be  the  most  vulnerable 

downturn.  Overall,  Web  commerce 

owing  more  than  25%  a  year,  and 

utors  are  finally  coming  to  realize 

the  scale  of  the  big  e-commerce 

sanies  such  as  Amazon.com  and 

Inc.  means  they  have  a  sustainable 

otage  over  physical-world  rivals. 

more  U.S.  consumers  worry  about 

ler  they  can  pay  their  mortgages, 

says  they  will  eventually  cut  back 

ew  iPhones,  big-screen  TVs,  and 

joing  in  general.  There's  no  sign  of 

lappening  yet.  Hewlett-Packard  Co. 

Ited  on  Aug.  16  that  profits  from  PC 

jumped  29%  in  the  third  quarter 

the  previous  year.  The  same  day, 

EO  Mark  V.  Hurd  told  analysts  he 

no  data  to  indicate  any  material 

ge  in  demand  in  any  segment  of 

larket." 

act,  the  sector  thaf  s  being  punished 
lost  by  Wall  Street  is  high-growth 
companies.  Investors  fear  they  will 
ftfrom  fewer  mortgage  and  financial 
sjinancial-services  ads  were  the  sec- 
■irgest  category  of  online  ad  spend- 
I  2006,  according  to  the  Interactive 
■rising  Bureau.  Google  Inc.'s  stock 
■lien  6.5%  since  mid-July;  Yahoo! 
■down  about  13%. 
m  don't  count  out  the  Webbies  just 
t.  .s  also  possible  that  as  companies 
■),  they'll  just  shift  even  more  of 
■d  dollars  away  from  print  and  TV, 
(■to  cheaper  Net  ads.  ■ 

-With  Peter  Burrows  and 

WRobert  D.  Hofin  San  Mateo,  Calif, 

and  Spencer  E.  Ante  in  New  York 


HOT  STOCKS 

VIRTUAL 
MACHINES, 
HARD  CASH 

The  market  values  tiny 
VMware  at  $26  billion 

BY  AARON  RICADELA 

HESE  DAYS,  MOST  TECH- 
ies'  attention  seems  locked 
onto  the  Web  and  con- 
sumer gadgets.  But  the 
hottest  tech  stock  offer- 
ing since  Google  Inc.  is 
being  driven  by  a  far 
more  basic  need:  to  save  money.  Shares 
of  VMware  Inc.,  a  little-known  company 
in  an  unglamorous  corner  of  the  com- 
puter industry,  have 
shot  up  135%  since  their 
Aug.  14  debut. 

VMware  dominates 
the  fast-growing  market 
for  "virtual  machine" 
software,  a  decades-old 
concept  that  the  com- 
pany updated  to  let 
the  work  of  a  dozen  or 
more  computer  servers 
be  piled  onto  a  single 
machine.  That  helps  cut 
hardware  budgets  and 
soaring  electric  bills  at 
data  centers. 

Some  experts  believe  virtualization 
could  fundamentally  alter  the  comput- 
ing landscape  as  companies  cope  with 
storing  and  trans- 
mitting ever-grow- 
ing piles  of  data.  "If 
the  average  investor 
could  have  under- 
stood Moore's  Law 
30  years  ago, 
would  have  invest- 
ed in  it.  This  is  like 
Moore's  Law,"  says 
Ray  Lane,  a  manag- 
ing partner  at  ven- 

UP,  UP,  UP  VMware 

boss  Diane  Greene 
at  her  stock  debut 
with  Big  Board 
chief  John  Thain 


ture  capital  firm  Kleiner  Perkins  Caufield 
&  Byers,  referring  to  the  concept  that 
chip  and  computer  performance  rise 
while  prices  fall.  (Kleiner  Perkins  has  a 
stake  in  a  rival  virtualization  outfit.) 

Companies  gorged  on  low-priced 
servers  to  handle  tasks  such  as  deliver- 
ing Web  pages  and  planning  produc- 
tion schedules.  The  result:  a  data- center 
obesity  epidemic,  with  thousands  of 
machines  running  way  below  capacity. 
Thaf  s  a  huge  opportunity  for  VM- 
ware. Its  shares  opened  at  $29,  jumped 
to  $51  after  their  first  day  of  trading,  and 
closed  on  Aug.  29  at  $68.20.  That  gives 
VMware  a  price-earnings  ratio  of  213 
and  a  market  value  of  $26  billion,  mak- 
ing it  the  world's  fourth  most  valuable 
software  company  behind  Microsoft, 
Oracle,  and  SAP. 

A  big  beneficiary  of  the  runup  is  EMC, 
a  Boston  area  data  storage  company  that 
bought  VMware  in  2004  from  investors 
and  founders,  including  current  CEO  Di- 
ane Greene  and  her  husband,  Mendel 
Rosenblum.  EMC  still  holds  an  86%  stake 
and  controls  most  voting  rights.  Soar- 
ing demand  from  big 
customers  such  as  Mer- 
rill Lynch  and  Chevron 
should  nearly  double 
VMware's  revenue  to 
$1.3  billion  this  year,  says 
Dan  Renouard,  an  ana- 
lyst at  Robert  W  Baird 
&  Co.  Operating  profits 
are  expected  to  jump  to 
$300  million,  from  $121 
million  last  year. 

Can  VMware  maintain 
its  lofty  perch?  Microsoft 
Corp.  has  been  slow  to 
bring  out  a  compelling  rival  product  in 
large  part  because  the  technology  might 
crimp  demand  for  its  software  by  helping 
put  servers  out  to  pasture.  But  starting 
next  year  it  plans  to  give  away  virtualiza- 
tion software  as  an  add-on  to  Windows. 
Industry  analysts  consider  VMware's  tech- 
nology more  robust,  but  Microsoft  could 
hurt  its  ability  to  charge  premium  prices 
or  may  persuade  customers  to  choose  a 
good  enough  product  that's  free.  ■ 
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WIRELESS 


NOKIA  AIMS  WAY 
BEYOND  HANDSETS 

It  will  offer  multiplayer  games,  maps,  new 
ways  to  swap  music  and  photos,  and  more 


BY  JENNIFER  L.  SCHENKER 

OR  THE  LAST  SEVERAL 
years,  Finnish  handset  giant 
Nokia  has  been  on  a  furious 
shopping  spree.  It  spent  $60 
million  on  a  rival  to  Apple 
iTunes  called  Loudeye,  the 
largest  independent  music 
distributor  on  the  Net,  and  followed 
that  up  by  acquiring  navigation  soft- 
ware maker  gate5  and  media-sharing 
site  Twango. 

Now  if  s  clear  what  the  buying  binge 
was  all  about.  At  an  Aug.  29  London 
press  conference,  Nokia  unveiled  plans 
to  launch  a  slew  of  services  for  mobile  us- 
ers, starting  later  this 
year  in  Europe  and 
Asia.  The  scheme 
includes  an  online 
music  store  aimed  at 
the  200  million  mu- 
sic-capable Nokia 
mobile  phones  al- 
ready on  the  market, 
an  interactive  multi- 
player  game  service, 
and  a  new  venue  for 
Nokia  handset  users 


to  swap  photos,  videos,  and  music.  Put 
all  the  pieces  together  and  it's  the  most 
ambitious  bid  by  a  phonemaker  to  spin 
profits  out  of  content  and  services.  "De- 
vices alone  are  not  enough  anymore," 
says  Nokia  Chief  Executive  Olli-Pekka 
Kallasvuo.  "Consumers  want  a  complete 
experience." 

Europe's  mobile  operators  shunned 
Nokia's  earlier  efforts  to  break  into  ser- 
vices. This  time  they're  listening  because 
their  own  efforts  to  create  music  stores 
and  other  destinations  have  failed.  With- 
out such  offerings,  there's  no  way  mobile 
subscribers  are  going  to  run  up  the  kinds 
of  high  monthly  data  charges  companies 


Services  That  Go  Ka-Ching 

Nokia  is  launching  a  Web  gateway  called  Ovi  to  deliver 
digital  content  via  carriers  or  direct  to  consumers 


MUSIC: 

Taking  on  Apple's 
iTunes,  Nokia  will 
offer  millions  of 
songs  over  the  air 
or  via  the  Web 


GAMES: 

A  community  for 
mobile  gamers  offers 
downloads,  previews, 
tips-and  a  place 
to  brag 


MAPS: 

Working  with  GPS, 
Nokia  Maps  helps 
you  find  a  local  pub 
or  get  home  if 
you're  lost 


are  counting  on. 
bile  operators  aroun 
world  have  invested  i 
tune  in  networks,  sf 
___  es,  and  marketing- 

it  has  been  a  gigant 
|^  saster,"  says  John  St 

j  -  ^     CEO  of  Copenhagen 

I  J  bile  consultancy  S1 

Consult.    For    exai 
instead  of  downlos 
music  over  the  airv 
as  operators  had  h( 
most   Europeans   " 
load"   music  to  ph 
s— •    — j~    from  their  computer 
jlWj^B         Britain's        Vod; 
jA  Group,  the  world's  la 

'^^^^^™  global  service  provic 
one  company  that  spent  big  for  naug 
sunk  a  total  of  $38  billion  into  third 
eration  mobile  licenses,  hoping  to 
customers  to  use  data  services  suf 
mobile  music.  But  as  of  last  spring. 
32  million  of  its  206  million  subsci 
used  its  Vodafone  Live!  content  por  \ 
Nokia  says  its  move  beyond  ! 
ware  can  help  the  carriers.  Take  I 
Maps,  the  service  it  launched  e 
this  year,  which  now  comes  prelcii 
on  the  high-end  Nokia  N95  phoneij 
by  many  of  the  world's  operators, 
choose  nearby  points  of  interest  onij 
screens,  such  as  a  coffeehouse,  anrl 
service  shoots  back  directions  or  a 
Operators  have  the  option  of  h 
the  billing  for  this  in  exchange  for 
of  Nokia's  content  revenues.  Its  nev 
sic,  photo,  and  game  services  pro 
will  be  handled  the  same  way. 

Arrangements  like  this  should  a 
to  smaller  mobile  operators.  But  an;i| 
expect  some  resistance  from  large 
ers  such  as  Vodafone  and  Orange,  v 
may  balk  at  the  idea  of  replacing 
own  music  services  with  Nokia's. 
while  Nokia  claims  it  has  had  "very 
tive  discussions"  with  most  wireles 
riers,  few  have  been  willing  to  com 
publicly  on  the  initiative. 

Nokia's  service  push  also  puts 
competition  with  Google  and  Yahot 
while  those  Internet  companies 
strong  brands,  they  don't  have  a 
over  the  phone's  screen.  Nokia,  o 
other  hand,  can  bundle  imaginativ 
vices  with  specially  tailored,  user-fri 
hardware.  With  close  to  a  billion  cu; 
ers  and  longstanding  relationships 
hundreds  of  mobile  operators  ai 
the  world,  Nokia  looks  to  have  a 
start  on  marrying  the  Web  wit! 
wireless  world.  ■ 

-With  Cliff  Edwards  in  San  Mateo.. 
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?  started  with  the  ideal  sedan, 

en  came  up  with  600  ways  to  improve  it. 
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Introducing  the  all-new  2008  Mercury  Sable  with  a  five -star  crash  safety  rating. 

When  asked  how  they  could  improve  on  the  idea  of  a  sedan,  our  engineers  came 
back  with  600  answers.  Including  a  new  3.5L  V6  engine,  AdvanceTrac*  electronic  stability 
control*  and  the  Safety  Canopy"  System.  And  its  five-star  crash  safety  rating**  means  Sable's 
emphasis  on  comfort  is  something  you'll  not  only  feel  physically,  but  emotionally  as  well. 

mercuryvehicles.com 
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BOX  OFFICE  WARS 


TICKETMASTER  FACES 
A  FULL-COURT  PRESS 

Can  the  Internet  break  the  giant's  grip  on 
music  and  sporting  events? 


BY  SPENCER  E.  ANTE 

N  THE  1990S,  GRUNGE  ROCKERS 
Pearl  Jam  famously  challenged 
Ticketmaster,  claiming  the  gi- 
ant was  a  monopoly.  The  group 
eventually  lost  the  battle,  leaving 
Ticketmaster  in  a  more  domi- 
nant position. 
Now,  Internet  technology  is  doing 
what  the  nation's  once-hottest  rock  band 
couldn't:  loosening  Ticketmaster's  tight 
grip  on  the  lucrative  live  concert  and 
sporting  event  scene.  The  Net  is  shaking 
up  the  ticketing  market  by  giving  artists 
and  venues  a  way  to  sell  tickets  directiy  to 
fans.  And  it  is  fueling  the  rise  of  a  resale 
market  by  giving  buyers  and  sell- 
ers a  safe  place  to  connect  with  one 
another  more  easily  and  cheaply. 

As  the  rules  of  the  game  change, 
talent  and  event  managers  sense  a 
chance  to  seize  back  some  control. 
Sports  teams  are  trying  to  assert 
more  say  over  the  way  tickets  are 
sold.  And  venues  and  concert  promoters 
are  rethinking  their  relationships  with 
ticket  sellers.  Industry  veterans  expect 
Live  Nation  Inc.— the  biggest  concert 
promoter,  providing  an  estimated  16% 
of  Ticketmaster's  business— to  ramp  up 
its  own  ticket  service  now  that  talks 
with  Ticketmaster  have 
broken  down. 

Meanwhile,  thanks 
to  the  repeal  of  anti- 
scalping  laws  in  many 
states,  a  secondary  mar- 
ket where  ticket  hold- 
ers can  resell  tickets  has 
blossomed  into  a  mul- 
tibillion-dollar  business 
with  new  players  such 
as  StubHub,  Tickets, 
com,  and  dozens  more. 
"There's  a  tremendous 
amount   of  dislocation 


and  opportunity  in  the  U.S.  market," 
says  Eric  H.  Baker,  CEO  of  viagogo,  a 
European  online  ticketing  agency  that 
on  Aug.  7  launched  a  U.S.  service. 

All  this  turmoil  may  produce 
more  open  market  for  tickets,  with 
greater  choice  and  lower  prices. 
But  the  convulsions  are  upsetting 
the  complex  economics  of  the  tick- 
eting food  chain.  So  far,  the  artists 
seem  to  be  capturing  the  li- 
on's share  of  value,  mostly 
through  higher  up-front 
fees.  That  leaves  pro- 
moters, venue  owners, 
and  ticketers  to  fight  over 


LEBRON  JAMES 

The  Cavaliers 
have  started 
a  site  for 
reselling 
season  tickets 


THE  STAT 


■24% 

Decline  in 
Ticketmaster's 
operating  income  in 
the  second  quarter 


Data:  Ticketmaster 


the  scraps. 

In  its  most  recent  quarter, 
Ticketmaster       disappointed 
Wall  Street  when  it  reported 
a  7%  decline  in  U.S.  ticket  vol- 
ume and  24%  lower  operating 
income,  pushing  down  shares  of  its 
parent,  Barry  Diner's 
IAC/InterActiveCorp. 
"Ticketmaster  faces  a 
challenge  in  maintain- 
ing the  level  of  busi- 
ness and  profitability 
it  has  had,"  says  Mark 
Wienkes,    a    Goldman, 
Sachs  &  Co.  analyst. 

To  protect  its  turf,  the 
company  is  launching 
a  major  counterattack. 
That  includes  building  a 
service  for  the  secondary 
market  called  TicketEx- 


change,  buying  stakes  in  online  m 
startups,  and  investing  heavily  in  t< 
nologies  that  could  allow  it  to  pro- 
better  marketing  data  and  sell  more  1 
ets  than  rivals.  "Everyone  is  lookin 
ways  they  can  provide  more  value  to  t 
clients  and  consumers  and  artists," 
Ticketmaster  CEO  Sean  Moriarty.  " 
road  is  not  always  smooth." 

Ticketmaster  is  also  turning  to 
courts.  In  July,  it  sued  a  customer, 
Cleveland  Cavaliers  basketball  team, 
its  launch  of  Flash  Seats,  an  online 
vice  that  allows  Cavaliers  season-ti 
holders  to  sell  or  give  away  their  tic 
over  the  Internet.  Ticketmaster  is 
ing  to  force  the  Cavaliers  to  use  its 
TicketExchange,  asking  the  court  to 
that  Ticketmaster  has  exclusive  righ 
handle  all  of  the  team's  sales,  inclu 
resales  of  season  tickets.  Several  w 
later,  Flash  Seats  and  the  Cavaliers  I 
Ticketmaster,  accusing  it  of  mon 
listic  behavior.  "We  do  not  ! 
a  level  playing  field,"  says  F«. 
Seats  CEO  Sam  Gerace.  Ti<n 
master  says  "such  claims 
without  merit." 

In  the  music  busi 
major  changes  an 
ready  under  way 
the  past  30  1 
John    Scher 
promoted 
world's 
est  music 
in    clubs 
stadiums 
New  York.  i\ 
relied  on  Til 
master,  which 
ated  a  huge  bus- 
for  itself  by  add 
service  fee  to  the 
of  a  concert  tickc 
Since    the    1< 
Scher     says    Ti 
master  would  in 
ably  raise  the  se 
charge,  by  25<t  to 
each     year.     But 
spring,  for  the  first 
ever,  Scher  negotiai 
drop  in  the  ticket  se 
charge.  It  wasn't  a 
drop— Scher    says    it 
around  50<t  to  75<t  per  t 
But  the  decrease  unders 
the  radical  shift  disruptin 
ticketing  market.  Ticket 
ter,  says  Scher,  "recog 
that   consumers   don't 
that  fat  service  charge 
\*C  they  are  pissed  off."  II 
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and  euerutning 
in  between. . . 


www.dubaidutyfree.com 


Full   of  surprises. 
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CHINA 


DEAF  TO  MUSIC  PIRACY 

Chinese  search  engines  make  it  easy  to  steal  Net  tunes 


BY  BRUCE  EINHORN  AND  XIANG  Jl 

RIC  ZHU  IS  JUST  THE 
sort  of  customer  that  West- 
ern music  labels  want  to 
reach  in  China.  The  28- 
year-old  Beijing  resident  is 
a  sales  director  for  a  local 
company  and  enjoys  listen- 
ing to  Western  pop,  from  the  Backstreet 
Boys  to  the  Spice  Girls,  on  his  MP3  player. 
Zhu  doesn't  pay  for  his  tunes,  though.  Like 
millions  of  other  young  Chinese,  he  down- 
loads them  for  free  using  Baidu.com,  the 
country's  biggest  search  engine.  Baidu 
makes  it  so  easy— just  hit  the  MP3  tab  on 
the  home  page,  type  in  the  name  of  the 
song,  and  click.  What's  more,  Zhu  doesn't 
believe  he  and  his  friends  are  doing  any- 
thing wrong.  "I  think  it's  a  problem  with 
the  law,  not  with  us  users,"  he  says. 

China,  home  to  a  thriving  commerce  in 
counterfeit  software  and  boodegged  films, 
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has  also  become  the  world  capital  of  pirated 
music.  Almost  100%  of  music  downloaded 
from  the  Net  is  stolen,  according  to  Leong 
May  See,  Asia  director  for  the  International 
Federation  of  the  Phonographic  Industry, 
an  umbrella  group  that  includes  Sony 
BMG  Music,  Universal  Music,  and 
Warner  Music.  It  doesn't  help  that  two  of 
the  country's  most  popular  search  engines, 
Baidu.com  and  Yahoo  China,  help  users 
find  and  download  songs  quickly,  and, 
Leong  alleges,  illegally.  The  two  provide 
"deep  search"  services  that  allow  listeners 
to  download  free  MP3s 
from  the  databases  of 
other  sites  without  ever 
having  to  go  to  those 
sites  themselves.  "We 
have  huge  problems  in 
China,"  says  Leong. 

It's    not    just    the 
international  music  in- 
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It  Doesn't  Pay 
To  Sue  in  China 

COST  OF  SUING  AN 
ALLEGED  MUSIC  PIRATE 

DAMAGES  PAID  BY  PIRATE 
LOSING  SUCH  A  CASE 

$13,000 

$130 

dustry  that  has  a  beef  with  China's  set  jj, 
engines.  Google  China  is  strugglim 
compete  against  Baidu,  which  haa 
edge  thanks  to  its  music  downlclt  v 
Local  startups  trying  to  build  busin 
around  selling  music  online  also  j 
about  Baidu  and  Yahoo  China.  "Bail 
at  the  root  of  the  problem  of  illegal  n 
downloading,"  says  Wu  Duanping,  | 
executive  of  online  music  seller  Zhe; 
Flyasia  Electronics  Business  Co.,  b 
in  Hangzhou.  Baidu  and  Yahoo  C 
declined  to  comment. 

Baidu  has  st: 
reaching  out  to 
recording  indusn 
January,  it  annou 
a  plan  with 
Music  to  provide 
online  strear 
which  allows  listt 
without  downloa 


Data:  International  Federation  of  the  Phonographic  Industry 
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all  of  the  label's  Chinese  songs.  A 
ice  on  Baidu's  Web  site  says,  "it  is 
du's  policy  to  attach  great  importance 
the  protection  of  copyright  and 
nply  with  all  the  applicable  [Chinese] 
■s."  The  notice  adds  that  after 
ming  of  an  infraction,  "Baidu  will 
love  relevant  links  in  accordance 
h  the  applicable  laws,  regulations, 
I  binding  measures." 
Hyasia's  Wu  actually  did  get  Baidu 
remove  links  to  some  of  the  more 
n  1,000  songs  his  outfit  owns  rights 
-after  he  filed  a  lawsuit.  But  he  says 
problem  persists,  and  his  staff  is 
up  to  the  task  of  constantly  policing 
du's  site.  "There  are  so  many  links," 
s  Wu,  whose  case  will  be  heard  by  a 
jing  court  in  October. 

0  APPEAL 

E IFPI  HAS  FILED  about  300  lawsuits 

Chinese  courts,  estimates  Leong,  and 

won  about  90%  of  them.  In  April, 

ourt  ruled  that  Yahoo  China's  MP3 

rch  service  enabled  online  piracy.  But 

:  five  months  earlier,  the  IFPI  lost 

imilar  case  against  Baidu  when  a 

jing  court  accepted  the  company's 

anient  that  if  s  simply  providing  a 

.  to  third-party  content.  Both  cases 

mow  on  appeal.  The  IFPI  estimates 

pends  some  $13,000  per  case.  Yet 

damages  awarded  average  just  $130 

*suit,  so  there's  "no  deterrence,"  says 

ng.  That's  why  her  group  is  also  trying 

it  Chinese  authorities  to  act.  On  Aug. 

he  U.S.  dispatched  a  formal  request  to 

World  Trade  Organization  asking  it  to 

action  against  China's  alleged  piracy 

usic,  movies,  and  software. 

nlike    Leong,    some    believe    the 

ition  is  getting  better.  Jianguang 

partner  with   IDGVC   Partners, 

of   Framingham    (Mass.)-based 

rnational  Data  Group  and  one  of 

?iggest  venture-capital  investors  in 

a,  says  more  Chinese  are  learning 

espect  intellectual  property  online. 

fiind  has  even  invested  in  Chinese 

panies  that  charge  for  music  and  TV 

ramming  delivered  over  the  Net. 

fee  years  ago  we  definitely  couldn't 

e  the  model  work,"  he  says. 

le  Internet  pioneer  that  still  can't 

t  to  make  it  work  is  9sky,  one  of  the 

Chinese  sites  to  charge  for  music 

iloads.  In  an  e-mail  exchange,  CEO 

ael  Cao  blames  search  engines  like 

l  for  the  fact  that  after  four  years, 

fusiness  is  still  on  shaky  ground: 

desperately  need  for  the  entire 

inment  to  improve."  II 

-With  Chi-Chu  Tschang  in  Beijing 


STRATEGIES 


a 


GOOGLE  HITS 
A  CHINESE  WALL 

Upstaged  by  Baidu.com,  it's  forging  ties 
with  local  Web  players  to  expand  its  reach 


BY  BRUCE  EINHORN 

OOGLE  IS  HAVING  A 
hard  time  getting  its 
China  strategy  to  click. 
Baidu.com  Inc.,  based 
in  Beijing,  owns  more 
than  58%  of  China's 
Internet  search  mar- 
ket, compared  with  less  than  25%  for 
Google,  according  to  Analysys  Interna- 
tional, a  research  firm  based  in  the  Chi- 
nese capital. 

What's  held  the  mmmmmmmmmmm 
U.S.  search  engine 
back?  Baidu  had  a 
big  head  start,  which 
it  used  to  build  its 
brand.  To  charge  up 
its  operation  in  Chi- 
na, Google  hired  Kai- 
Fu  Lee,  a  seasoned 
executive  from  Micro- 
soft Corp.  But  then 
it  had  to  go  through 
a  messy  trial  brought 
by  Microsoft  in  order 
to  keep  Lee.  Google 
has  not  acquired  all 
the  licenses  it  needs  to  run  a  full-service 
operation  in  China.  And  senior  manage- 
ment at  Google  headquarters  has  ques- 
tioned the  compromises  it  must  make  to 
satisfy  the  censors  in  Beijing. 

Still,  Google  Inc.  is  not  ready  to 
be  upstaged  by  any  rival.  In  late  Au- 
gust, Lee  announced  that  the  company 
wants  to  shake  things  up.  On  Aug.  20 
came  the  news  that  Google  was  form- 
ing a  revenue-sharing  partnership  with 
Tianya,  a  Chinese  social-networking 
site.  The  company  already  has  similar 
alliances  with  portals  run  by  SINA 
Corp.  and  Tom  Online  Inc.,  the  China- 
focused  Internet  operation  of  Hong 
Kong  billionaire  Li  Ka-shing.  "You'll 
see  continued  collaboration  with  local 


WHO'S  TOPS  IN  CHINA 

Share  of  the  mainland  Internet 
search  market 


BAIDU 

58% 


Data:  Analysys  International. 


companies,"  writes  Lee  in  an  e-mail 
exchange  with  BusinessWeek. 

With  these  deals,  Google  is  cobbling 
together  an  anti-Baidu  alliance,  explains 
Richard  Ji,  a  Hong  Kong-based  Internet 
analyst  with  Morgan  Stanley:  "They  are 
trying  to  isolate  Baidu  and  prevent  it 
from  partnering  with  other  major  Web 
sites."  The  alliances  give  Google  the 
chance  to  offer  more  features,  and  offer 
new  support  in  its  battles  to  extract  bet- 

ter  operating   terms 

from  Beijing. 

Recent  data  show 
a  modest  bump  up  in 
Google's  China  traf- 
fic. But  if  the  Moun- 
tain View  (Calif.) 
company  really  wants 
to  dominate  the  No.  2 
Internet  market,  it 
needs  to  think  big. 
Buying  Baidu  out- 
right seems  out  of 
the  question,  even 
though  Google  was 
once  a  minority  in- 
vestor in  its  rival. 
With  Baidu  now  a  major  dissemina- 
tor of  news  on  the  mainland,  there's 
no  way  China's  leadership  would  give 
such  a  deal  a  green  light. 

What  other  options  does  Google  have, 
then?  Edward  Yu,  CEO  of  Analysys,  has 
an  idea:  "Team  up  with  state-owned 
media"  such  as  Xinhua  News  Agency  or 
The  People's  Daily.  "These  relationships 
would  give  Google  China  more  share  of 
the  voice  around  government  officials," 
says  Yu.  There's  a  precedent:  Rupert 
Murdoch's  News  Corp.  last  year  became 
partners  with  a  Web  site  run  by  state- 
owned  China  Central  Television.  Such 
a  deal,  though,  would  trigger  criticism 
of  Google  among  Americans  for  dealing 
with  the  powers  that  be.  II 


September  10.  2007  I  BusinessWeek  I  43 


(GlobalBusiness 


QUAGMIRE  IN  INDIA 


TOO  MANY  MISSED 
OPPORTUNITIES 

Business  is  losing  faith  in  Indian 
Prime  Minister  Manmohan  Singh 


BY  MANJEET  KRIPALANI 

IT'S  BEEN  A  ROUGH  SUMMER  FOR 
Manmohan  Singh.  In  May  the  In- 
dian Prime  Minister  endured  a  hail 
of  criticism  from  the  business  com- 
munity after  he  urged  corporate 
chieftains  to  "eschew  conspicuous 
consumption"  or  risk  a  backlash— a 
warning  that  left  his  audience  wondering 
whether  the  sage  economist  was  turning 
his  back  on  reforms  he  himself  had  pio- 
neered as  finance  minister  15  years  ago. 

The  rupee  then  began  to  levitate, 
crimping  competitiveness,  especially 
vis-a-vis  China.  Heavy  monsoon  rains 
caused  devastating  floods,  displacing 
thousands  of  villagers  and  focusing  at- 
tention on  the  government's  inability  to 
shore  up  India's  crumbling  infrastruc- 
ture. Now,  leftist  parties  are  threatening 
to  withdraw  their  support  for  the  ruling 
coalition  unless  Singh  turns  his  back  on 
a  landmark  agreement  with  the  U.S.  on 
nuclear  power  for  civilian  uses. 


Singh's  stumbles  have  not  hurt  growth, 
which  is  expected  to  come  in  at  8.5%  for 
the  year.  But  his  government  has  been  so 
embroiled  in  internal  disputes  that  New 
Delhi  has  failed  to  capitalize  on  an  extraor- 
dinary opportunity  to  cut  farm 
and  oil  subsidies,  abolish  rent 
control  laws,  and  change  oner- 
ous labor  regulations.  These 
and  other  measures  are  essen- 
tial if  India  is  to  keep  growing 
at  almost  double  digits  and 
lower  the  poverty  level  from     SlOWLQg 
25%  of  the  population. 

What  went  wrong?  Part  of 
the  problem  lies  with  the  16- 
party  coalition  led  by  Singh's 
Congress   Party:    Keeping  it    ^^^" 
together  is  a  full-time  job  in  it- 
self. Another  is  that  voters  had  unrealistic 
expectations  of  Singh.  As  finance  minister, 
the  Oxford  grad  unshackled  India's  econ- 
omy with  the  support  of  then-Prime  Min- 
ister Narasimha  Rao.  Now  he  looks  inef- 


Sonia 

Gandhi 

maybe 


the  pace 
of  reform 


SINGH  At  the  60th         fective       Cri  i 
anniversary  of  Indian    sayitisCong] 
independence  in  TiJ.     u-  rg  u 

New  Delhi  Party  chief  Sc  | 

mhbbmhb  Garuihi-a 

not  Singh— \ 
really  pulls  the  levers  of  power,  and  1 
she  is  lukewarm  about  market  refor 
"We  thought  Manmohan  Singh  as  Pr 
Minister  would  be  the  same  as  Mam 
han  Singh  the  finance  minister,"  lame 
Subir  Gokarn,  chief  economist  for  A 
Pacific  for  Standard  &  Poor's.  "Our  ex] 
tation  was  misplaced." 

FOUNDERING  PLANS 

THE   BUSINESS   COMMUNITY'S   lisij 
complaints  is  long.  Privatization  of  st 
run  companies  has  been  put  on  hold 
ideological  grounds.  A  program  to  b 
Chinese-style  special  economic  zones  | 
foundered  over  how  much  to  pay 
placed  farmers  for  their  land.  Official  I 
provals,  slow  to  come,  are  blocking  h  J 
needed  commercial  and  residential 
struction.  "Our  lives  are  getting  chokl 
says  Mohan  Pai,  head  of  human  resou  J 
at  Infosys  Technologies  Ltd.  "The  airp] 
are  choked,  the  trains  are  choked,  the ; 
ers  are  choked.  I  am  feeling  less  optim  I 
about  my  country's  ability  to  get  ov| 
this,  at  the  best  time  in  our  history." 

India's  poor  don't  have  much  to  cd 
about  either.  In  2004  the  govern™ 
launched  a  $2.8  billion  annual  pla;J 
guarantee  rural  laborers  100  days  of  \\ 
at  minimum  wage— a  bid  to  provide  a  I 
lihood  to  millions.  But  in  most  states,  d 
ics  say  the  scheme  has  been  wasteful  I 
ineffective  and  that  a  $6.1  billion  projef 
revamp  rural  infrastructure  has  had  mi 
results.  Meanwhile,  measures  to  overJ 
education  and  health  care  have  not  yieJ 
a  payroll  yet,  though  Delhi  raised  taxej 
the  affluent  to  fund  the  reforms.  "Whil 
my  tax  for?"  says  Ajay  Shah,  an  econo 
and  former  adviser  to  the  fin 
ministry.  "They  are  trying 
improve  outcomes  by  thro^ 
more  money  at  dysfunctrl 
systems."  A  government  spcj 
man  says  the  programs  are  ( | 
a  good  start. 

Those  inclined  to  optml 
say  that  the  quarrel  betv| 
Singh  and  his  left-wing 
ners  could  help  reinvigorat  I 
leadership.  Others  are  air  | 
putting  their  hopes  on  the 
regime.  "Perhaps  a  new 
ernment,  whatever  it  will  be,  will  ch;  I 
things,"  says  Madhav  Bhatkuly  of  M 
bai  equity  fund  New  Horizon.  That's 
comfort  for  those  who  were  hopin)  | 
badly  needed  action  now,  not  later. 
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ANTTI  KUJALA  OF  NOKIA 


Quick  Tension  Lever 


Body  Adaptive  Control 


r^T** 


Introducing  Relate'.'"  Intuitive  ergonomics  in  a  durable  framework  for  a  lifetime  of  comfort. 
Body  Adaptive  Control™  and  a  Quick  Tension'"  lever  allow  you  to  easily  adjust  to  any  position. 
Spoil  yourself  rotten  at  AllsteeiOffice.com/rel1 . 
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Innovation  through  collaboration  is  a  management  philosophy  that  leading- 
edge  corporations  increasingly  embrace.  But  it  takes  a  highly  sophisticated  skill 
to  manage  networks  that  span  the  globe,  and  only  5%  get  it  right,  according  to 
Forrester  Research.  In  this  issue  of  IN,  we  explore  how  IBM  gets  its  innovation 
networks  to  work,  generating  new  ideas  and  products  while  sharing  costs  with 
partners.  We  profile  10  top  innovators— call  them  cross-pollinators— who  draw 
inspiration  by  crossing  boundaries.  We  show  how  companies  must  collaborate  with 
consumers  or  risk  the  hijacking  of  their  brand  messages.  And  we  look  at  how  job- 
hunting  twentysomethings  are  transforming  social  sites  into  business  networks. 


BRUCE  NUSSBAUM,  EDITOR 
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Cool  executive  tools  and  design  trends 

►  innetworks 

I  Social  networking  graduates  from 
[  college— and  hits  the  job  market 

►  indesign 

WIN  profiles  10  innovators  who  cross 
I  disciplines  to  find  breakthroughs 

isinglobal 

■A  Q&A  with  Nokia's  Antti  Kujala  about 
■designing  for  emerging  markets 


16  indepth 

IBM'S  RADICAL  ALLIANCES 

Big  Blue's  chip  unit  was  on  the  ropes— 
until  it  opened  its  once-guarded  research 
labs  to  industry  partners.  Now,  business 
is  booming 

24  instrategies 

Feeling  trashed  on  the  Web?  Three  ways 
to  project  your  brand  from  a  hijacking 

28  indata 

Sizing  up  those  carbon  footprints 


Go  to  businessweek.com/go/07/IN  for 

online  extras  to  this  issue  of  IN: 

Full  profiles  of  10  cutting  edge-innovators 

A  slide  show  of  Nokia  phone  designs 

Video  clips  of  user-generated  attack  ads 

Senior  Writer  Steve  Hamm's  slide  show  on 

innovation  networks 

Plus  these  special  IN  reports: 

How  Starwood  used  Six  Sigma  to  spur 

innovative  services  and  inspire  design 

A  look  at  Formula  One  designer  Gordon 

Murray's  pioneering  cars 


SEPTEMBER  2007  IN    1 


inshort 


Reena  Jana 


Q  Favorite  phone:  Nokia  ) 


(  Favorite  beverage:  Coca-Cola  J 


TOOL:  COOL  SCHOOL 

Cool  School,  a  service  started 
by  boutique  marketing  con- 
sultancy ElectricArtists  of 
New  York,  curates  events 
that  introduce  executives 
to  "cool"  subjects,  such 
as  blogging  and  viral  ad 
campaigns,  and  show  how 
to  efficiently  deploy  those 
features  in  business  strat- 
egies. Cool  School  sets  up 
demonstrations  and  discus- 
sions with  experts  such  as 
blog  king  Nick  Denton  of 


Gawker  Media  or  Robert 
Greenberg  of  advertis- 
ing agency  R/GA,  which 
designed  the  Nike+  social 
networking  site  for  runners. 
Cool  School's  clients  include 
American  Express  and  A&E 
Television.  Contact  marc@ 
electricartists.com. 


("Favorite  TV  show:  The  Simpsons  J 


{  Favorite  Web  site:  Miniclip 


(  Favorite  shoe:  Nike  j 


(^Favorite  electronics  brand:  Sony  ) 
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TOOL:  HABBO  GLOBAL  YOUTH  SURVEY 

Sure,  virtual  worlds  are  hyped  a  lot.  But  how  can  managers  use  them  to  communicate  wil 
young  consumers  beyond  the  increasingly  tired  tactic  of  joining  Second  Life?  Sulake,  t 
Finnish  company  behind  Habbo  (habbo.com),  an  eight-year-old  virtual  world  for  teens,  cau| 
up  with  a  fresh  take:  It  surveyed  the  avatars  of  42,000  teenagers  in  22  countries  about  thi 
real-world  buying  habits.  The  results  are  compiled  in  a  colorful,  data-packed  book  availalJ 
by  e-mailing  info@sulake.com.  It's  a  boon  for  marketing  managers  and  trend  watchers;  1 1 
top  favorite  brands  among  respondents  worldwide  are  listed  above. 


TREND:  DESIGN  DIALOGUES 
AT  FAIRS  AND  CONFERENCES 

This  fall  a  series  of  design  exhibitions  and  conferences  addresses  trends 
in  industrial,  product,  and  socially  responsible  design.  On  view  now 
through  Sept.  23,  the  INDEX:  Award  2007  exhibition  in  Copen- 
hagen focuses  on  user-friendly  design.  The  Dwell  on 
Design  conference  in  San  Francisco,  Sept.  14-16, 
looks  at  creating  sustainable  communities. 
Design  trade  organization  AIGA's  NEXT 
conference  in  Denver,  Oct.  11-14, 
hopes  to  pair  potential  funders 
with  socially  responsible 
designers.  And  the  Interna-        /[  \ 

tional  Council  of  Societies  of 
Industrial  Design's  meeting 
in  San  Francisco,  Oct.  17-20, 
will  look  at  improving  how 
people  connect  physically  (via 
better  vehicles,  for  example)  in  our  age 
of  virtual  networks. 
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TREND:  PECHA  KUCHA  NIGHT 

Wish  you  could  shorten  your 
lengthy  (and  boring)  Pow- 
erPoint presentations?  Try 
the  Pecha  Kucha  (or,  in  Jap- 
anese, "the  sound  of  conver- 
sation") method.  It's  a  hip, 
four-year-old  technique  for 
delivering  speeches  devised 
and  patented  by  Tokyo- 
based  Klein  Dytham  archi- 
tecture. People  are  taught 
to  compose  compelling  20- 
second  slides— it  takes  less 
than  7  minutes  to  deliver 
a  20-slide  show.  From 
Amsterdam  to  Washington, 
architects  are  holding  offi- 
cial Pecha  Kucha  nights. 
Autodesk  adopted  Pecha 
Kucha  at  its  annual  sales 
meeting  in  March  and  CEO 
Carl  Bass  is  a  fan.  Klein 
Dytham  also  endorses  cor- 
porate Pecha  Kucha  nights. 
www.pecha-kucha.org 


)L:  PERIODIC  TABLE  OF  VISUALIZATION  METHODS 

jant  visualizations  can  make  sense  of  dense  sets  of  data. 

rtin  Eppler,  a  professor  at  the  Institute  of  Corporate 

nmunication  at  Switzerland's  University  of  Lugano,  and 

)h  Lengler,  coordinator  of  the  school's  visual  literacy  ini- 

ive,  created  a  handy  online  tool  that  neatly  classifies  100 

>sic  types  of  visualization  graphics  (visualliteracy.org/ 

■odic_table/periodic_table.html#).  It  looks  like  a  peri- 

1:  table  of  elements.  Scroll  a  cursor  across  the  entries,  and 

■nples  of  graphs— from  hype  cycles  to  semantic-network 

■rts— pop  up.  The  appropriate  use  for  each  appears,  too: 

■diagramming  stats,  concepts,  or  strategies. 
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Social  networking  is  graduating— and  hitting  the  job 
market.  How  do  the  online  Rolodexes  stack  up? 


Social  networking  may  have  started  with  friends  gossip- 
ing in  high  school  and  college  on  MySpace,  but  users  are 
now  turning  to  networking  sites  for  professional  reasons 
as  well.  Work  is  becoming  as  important  as  play  in  this  new 
medium,  with  job-seeking  as  crucial  as  dating.  Being  able 
to  see  all  your  contacts'  contacts  helps  people  find  multiple 
routes  into  the  company  they  want  to  join.  And  the  young 
demographic  is  broadening  to  include  the  parents  of  the  teen- 
agers who  pioneered  social  networking  in  the  first  place. 

In  response,  Facebook  and  other  general-purpose  social 
networking  sites  are  creating  business  offshoots.  And  other 


sites  that  are  focused  solely  on  business  networking 
popping  up  all  over  the  world.  Here's  our  roundup  of  the  1 1 
sites  to  consider  when  expanding  your  online  Rolodex: 

DOOSTANG,  PALO  ALTO,  CALIF. 

doostang.com 

The  founders,  alums  from  Harvard  University  and  M 
created  the  curious  name  for  this  site  by  jumbling  the  lef  | 
in  the  Latin  term  dos  tango,  which  loosely  means  to  re  i 
for  talent.  This  invite-only  site  was  founded  in  2005,  r  j 
has  250,000  users,  and  targets  20-  to-35-years-olds  ini 
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^  this  baby  does  zero  to  market  in  record  time. 


■  the  pastter  .ears,  new  model  releases  have  increased  by  a  third.  How  do  you  get  to  market  faster? 

IBM's  unique  expertise  in  business  consulting  and  technology  is  already  helping  leading  OEMs  and 

:  _.:: ::  ers  r  ;rease  efficiency  and  cut  design  time  by  up  to  40%.  From  PLM  solutions  to  manufacturing 

crac:  ces.  we're  helping  ideas  jump  from  sketches  to  showroom  floors.  Want  innovation  for 

c  -  ?o9  Talk  ;o  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/automotive 
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country's  top  schools  and  companies  to  help  them  find  each 
other  and  new  jobs.  The  site  was  inspired  by  the  studies 
of  Stanford  University  researcher  Mark  Granovetter,  who 
found  that  70%  of  jobs  are  discovered  through  network- 
ing. Google  has  hired  30  to  40  people  from  the  site,  says 
Doostang  co-founder  Mareza  Larizadeh.  It's  heavy  on  high- 
end  finance  jobs  at  such  firms  as  investment  banks  Goldman 
Sachs  and  Morgan  Stanley  and  consultants  McKinsey,  he 
says.  Other  employers  who  have  recently  hired  Doostang 
members  include  MTV,  Apple,  eBay,  and  ABC. 

LINKEDIN,  MOUNTAIN  VIEW,  CALIF. 

Iinkedin.com 

As  of  the  end  of  August,  Linkedln  boasts  more  than  13 
million  active  users  in  five  continents.  It  targets  profession- 
als between  the  ages  of  25  and  65  and  lets  them  connect 
with  others  in  their  current  jobs, 
past  jobs,  or  schools  they  have 
attended.  People  use  it  to  main- 
tain professional  ties  or  for  spe- 
cific tasks  such  as  tapping  their 
contacts  to  find  a  good  attorney  or 
to  do  due  diligence  on  a  company 
they're  looking  to  interview  or 
invest  in.  Even  though  its  ser- 
vices are  currently  offered  only  in 
English,  half  of  its  market  is  over- 
seas, with  India  and  Brazil  being 
its  fastest-growing  international 
hubs.  Ashish  Kumar,  the  director 
of  Tekriti  Software,  a  social  net- 
working startup  in  New  Delhi, 
likes  "the  no-nonsense  attitude" 
of  Linkedln,  and  says  it  appeals  to 
those  who  are  so  busy  at  work  they 
have  little  time  for  idle  surfing  on  social  networking  sites. 

XING,  HAMBURG,  GERMANY 

xing.com 

Xing  is  shaping  up  to  be  Linkedln's  chief  rival.  While  it 
has  fewer  users— 3-5  million— the  German  networking  site 
operates  in  16  languages,  and  its  strategic  partnerships  and 
acquisitions  this  year  will  give  it  access  to  new  markets. 
In  March  it  announced  a  deal  with  Zoomlnfo,  the  search 
engine  that  trawls  the  Internet  to  collect  details  on  profes- 
sionals (without  their  knowledge).  By  this  fall,  Xing  users 
will  be  able  to  tap  into  Zoomlnfo's  profiles  of  nearly  36 
million  business  people  and  3.8  million  companies  world- 
wide. In  May,  it  acquired  Neurona,  a  networking  site  that 
has  850,000  members  in  Spain  and  Latin  America.  Xing 
connects  people  to  jobs  and  contacts  at  companies  and  also 
recently  added  a  personal  brand-mana-jement  feature  that 
allows  people  to  influence  what  shows  up  first  when  their 
name  is  Googled. 


WEALINK,  SHANGHAI 

wealink.com 

Founded  in  2004  by  United  Capital  Investment,  a  Chines 
investment  firm  that  funds  startups,  Wealink  describe 
itself  as  a  "social  capital  bank."  It  mixes  entertainmei 
and  business  and  helps  people  find  their  next  job  or  mail 
tain  their  digital  profile.  While  still  in  a  testing  phase  an 
operating  only  in  Mandarin,  it  has  1  million  registers 
users  and  room  to  grow:  According  to  the  latest  repo 
from  the  China  Internet  Network  Information  Center,  *■ 
million  Chinese  Web  surfers  use  the  Internet  while  at  wor 
Other  similar  homegrown  sites  that  have  sprung  up 
China  include  Linklist  and  Tianji.  While  social  networ 
ing  is  gaining  in  popularity  among  adults,  says  analyj 
Ning  Liu  of  investing  advisory  firm  BDA  (China)  Ltd.,  i| 
main  users  are  the  young,  and  they  tend  to  use  it  more  f 

entertainment  than  business.  B 
that's  changing  as  they  begin 
enter  the  workforce. 


YOU  CAN  TRADE 
JOB  CONTACTS, 
PAIR  WITH  A  MENTOR, 
GET  STARTUP  LOANS- 
EVEN  FIND  LAWYERS 

TO  SCOPE  OUT 
PROSPECTIVE  BOSSES 


SILICONINDIA,  BANGALORE 
AND  FREMONT,  CALIF. 

siliconindia.com 

This  networking  platform, 
outgrowth  of  Bangalore  meci 
company  Silicon  Media  Techm 
ogies,  and  Silicon  India  magazi 
in  Fremont,  Calif,  is  designed  | 
connect  Indians  around  the  wo  I 
for  professional  purposes.  W*j 
nearly  100,000  users,  it  has 
apprentice  and  mentoring  progr| 
pairing  the  young  and  the  old,  a  \ 
organizes  career  fairs  in  Inn 
and  America.  Microsoft,  Amerll 
Online,  and  Cisco  have  hired  through  Siliconlndia.  Rival  si  I 
include  San  Francisco's  techTribe,  which  has  an  audience  j 
300,000  professionals  in  India.  NEN  Online,  an  offshoo 
India's  National  Entrepreneurship  Network,  is  another  popi  | 
homegrown  site  for  the  Indian  professional  set. 

FACEBOOK,  PALO  ALTO 

facebook.com 

Founded  three  years  ago  solely  as  a  social-networking  s!< 
Facebook  opened  to  people  with  corporate  addresse; 
2006  and  is  increasingly  used  for  work  as  well  as  pla;| 
now  has  37  million  users  and  thousands  of  business  il 
works.  Privacy  features,  such  as  control  over  which  pec 
see  your  profile  and  how  much  of  it  they  can  see,  h<| 
attract  the  more  cautious.  Facebook  has  developed  ol 
business-friendly  features,  such  as  the  ability  to  use  c 
tacts  to  lend  or  borrow  money— to  help  fund  startups, 
example.  You  can  now  even  buy  or  sell  items,  a  la  eBay,\  | 
people  in  your  networks. 
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.is  employee  is  in  two  places  at  once. 

Globalization  has  changed  the  way  you  manage  your  workforce.  Today,  you  need  to  match  skills  in 
Brazil  to  a  project  in  China.  IBM  has  the  business  and  technology  knowledge  to  help  HR  managers 
map  their  talent  base,  leveraging  human  capital  data  to  drive  key  business  decisions.  We're  helping 
companies  increase  employee  productivity  by  up  to  20%.  Want  innovation  for  efficiency?  Talk  to 
the  innovator's  innovator.  For  a  copy  of  our  HR  study,  or  to  learn  more  about  what  IBM  can  do  for  you, 
visit  ibm.com/special/hr1 
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CROSS- 


The  Frisbee.  The  escalator.  Reinforced  concrete.  None  of  these  very  different  invention 
were  exactly  invented— each  had  its  origin  in  an  unrelated  field.  The  flying  toy  was  inspire 
by  college  students  tossing  the  metal  pie  tins  of  the  Frisbie  Baking  Co.  The  escalator  we 
conceived  as  a  Coney  Island  amusement  ride.  And  reinforced  concrete  was  patented  i 
1848  by  a  French  gardener  trying  to  develop  a  better  flowerpot.  ^|  These  stories  of  produi 
tive  serendipity  sound  almost  unbelievable.  You  might  think  they  are  nothing  more  tha 
dumb  luck,  as  relevant  to  business  strategy  as  a  winning  lottery  ticket.  But  each  serves  < 
an  enduring  example  of  how  blending  ostensibly  unrelated  ideas  can  result  in  innovativi 
improved,  and  profitable  products.  ^]  Business  is  full  of  similar  examples.  Today,  cros 
pollination  of  concepts  is  taking  place  in  corporate  research  and  development.  At  Proct 
&  Gamble,  traditionally  divided  business  units  work  together  to  come  up  with  such  hi 
as  Crest  Whitestrips.  This  product,  which  controls  68%  of  the  at-home  tooth-whitenir 
market,  was  actually  based  on  the  P&G  laundry  division's  knowledge  of  whitening  agerr 
H  On  the  next  two  pages  is  a  list  of  10  cutting-edge  innovators  who  exemplify  the  spirit 
cross-pollination  and  push  the  borders  of  their  fields  by  borrowing  tools  or  techniques 
from  other  disc   ilines.  The  result:  new  solutions  and  greater  possibilities  for  growth, 
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*$£  this  bank  is  invisible. 


A  data  thief  can't  steal  what  he  can't  see  -  that's  why  keeping  vital  information  hidden  is  so 
crucial.  Your  customers  expect  it.  Regulators  demand  it.  It's  absolutely  essential  to  your 
business.  IBM  can  help.  From  enterprise  security  specialists  and  mainframe  cryptography 
to  the  world's  first  tape  drive  with  built-in  encryption,  IBM  has  the  unique  combination  of 
business  acumen  and  proven  technology  to  help  companies  protect  their  most  important 
asset:  trust.  Want  innovation  for  security?  Talk  to  the  innovator's  innovator.  Call  on  IBM 
To  learn  more  or  download  our  security  white  paper,  visit  ibm.com/special/trust 

what  makes  you  special? 
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New  York-based  ad  agency v 
Anomaly  not  only  provides 
marketing  strategy  but  also 
develops  intellectual  property, 
created  a  luggage  line  for  Virgin 
America  with  sports  apparel 
maker  Burton  Snowboards. 
Anomaly  also  acts  as  a  busine 
partner.  For  its  new  campaign  for 
the  Aliph  Jawbone  headset,  the 
firm  gets  a  cut  of  thgidevice's 
sales,  not  an  agency  fee. 
Johnson  runs^business  strategy 
for  the  90-person  firm. 

Robin  Chase 
CEO,  GoLoco  Inc. 
In  2000,  Robin 
Chase  launched 
Zipcar,  a  membership-based 
car-sharing  organization  that 
allows  drivers  worldwide  to  rent 


a  car  by  the  hour  or  day,  via 
online  sign-up  and  without-tfie 
hassle  of  rental  car  offices.  After 
leaving  Zipcar  in  20J33,  Chase 
studied  transportation  policy, 
urban  design^-and  city  planning 
as  a  LoebJellow  at  Harvard 
University.  Her  new  venture, 
GoLOco.org,  is  an  online 
social  network  that  connects 
passengers  with  drivers  who 
\ offer  rides  in  the  cars  they 
awn.  With  the  goal  of  reducing 
traffic,  the  service  blends 
environmental  sensitivity  with 
smart  transportation  design. 

Hilmar  Janusson 
Vice-President, 
R&D,  Ossur 
At  Icelandic 
medical-device  maker  Ossur, 
Hilmar  Janusson  works  at 
the  crossroads  of  two  fields: 
artificial  intelligence  and 
prosthetics.  He  supervised  the 
production  of  the  Proprio  Foot. 
Introduced  in  2006,  it  applies 


Richard  G  Liddle 

Founder,  Cohda 

Design 

These  days, 
many  designers  work  with 
materials  that  are  sustainable 
or  can  be  recycled  at  the  end 
of  a  product's  lifetime.  Richard   . 
Liddle's  patented  technique 
combines  these  approaches  in 
a  single,  repeatable  process: 
Plastic  bottles  are  melted  and 
reformed  into  furniture.  His  first 
design  was  the  RD4  (the  letters 
stand  for  "roughly  drawn") 
chair,  which  can  itself  be  melted 
and  reformed  endlessly. 


Jeff  Salazar,  Art  Sandoval^ 
Alex  Rochat 

DesignDirecfor,  Engineering 
Sctor,  and  Lead  Designer,  | 
Lunar  Design 
Palo  ArtQ(Calif.)-based 
Lunar  Design. applied  haptic 
technology,  or  ^3Q  touch- 
sensation,  to  create^ao  inven 
PC  game  controller,  the  Novi 
Falcon,  that  allows  players 
to  experience  such  textures 
as  riding  over  bumps.  Lunar 
licenses  the  technology  frorr 
Force  Dimension,  a  maker  o' 
industrial  training  simulator 
The  Falcon's  robotic  arms 
rotate  and  bend  to  mimic  th 
sensations  within  a  game.  It 
changeable  grips,  from  a  gu 
for  shoot-'em-up  games  to  s 
syringe  for  nongame,  medic 
training  simulations. 
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H^Gameron  Sinclair 
Open  Architecture 
Network 
As  the  force 
Bind  the  Open  Architecture 
work  (OAM),  Cameron 
lair,  executive  director  and 
ounder  of  the  organization 
litecture  for  Humanity, 
gs  the  collaborative 
hods  of  the  open-source 
/vare  movement  to 
itecture  to  help  meet  global 
sing  needs.  OAN  is  a  free, 
based  platform  that's 
database,  part  design 
and  part  community, 
iched  in  March,  OAN  has 
;  than  6,500  members  and 
projects. 

Lisa  Strausfeld 
Partner,  Pentagram 
Known  for  creating 
displays  that  blur 
leal  and  digital  boundaries, 

as  the  giant  screens  at 
inberg's  New  York  offices, 
KStrausfeld  led  the  team    ' 


visualizations  of  poll  resuttsJor 
the  Gallup  Organization. 

John  Thackara 
Program  Director, 
Designs  of  the  Time 
(Dott  07);  Director, 
Doors  of  Perception 
A  former  design  journalist  and 
educator,  Ganges  (France)- 
based  John  Thackara  meshes 
the  practices  of  social 
innovation  and  design.  He's  now 
focusing  on  Dott  07,  a  year's 
worth  of  events,  exhibitions, 
and  projects  around  North 
East  England,  all  intended  to 
promote  genuinely  sustainable 
lifestyles  at  a  grassroots  level. 
Projects  include  devising 
ways  to  promote  local  food 
production.  Thackara  also 
runs  design  network  Doors 
of  Perception  and  its  biennial 
conferences. 


Martin  Wattenberg 
Group  Manager, 
BM  Visual 

Communication  Lab 
Martin  Wattenberg  wants  to 
encourage  a  social  approach 
to  data  analysis.  With  IBM 
colleague  Fernanda  Viegas, 
Wattenberg  recently  designed 
Many  Eyes,  a  Web-based 
software  tool  that  transforms 
data  sets  into  elegant  graphics. 
Anyone  can  upload  data  and 
create  custom  visualizations 
and  post  comments  on  the 
accuracy  of  others'  graphs 
(services.alphaworks.ibm.com/ 
manyeyes/home).  IBM  is  using 
a  secure,  internal  version  for  its 
own  research. 


Jeffrey  Zeldman 
Founder/Executive 
Creative  Director, 
Happy  Cog  Studios; 
Co-Founder,  Creative  Director, 
Publisher,  A  List  Apart 
Jeffrey  Zeldman's  Web-design 
clients  include  Warner  Bros. 
But  he's  best  known  for  his 
support  of  Web  standards— the 
software  codes  that  make  sites 
load  faster,  reach  more  users, 
and  cost  less  to  produce.  In 
1998  he  co-founded  the  Web 
Standards  Project,  a  coalition 
that  persuaded  Microsoft  and 
Netscape  to  support  the  same 
Web-browser  technologies. 
A  List  Apart,  the  Webzine 
Zeldman  co-founded  on  Web- 
design  best  practices,  spawned 
a  conference  and  a  book  series. 
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NOKIA:  IT  TAKES  A  VILLAGE 

TO  DESIGN  A  PHONE 
FOR  EMERGING  MARKETS 


iBYNANDINI  LAKSHMAN 


Nokia  plans  to  add  2  billion  new  customers  by  the  end  of  the  decade  by  focusing  on  emergij 
economies.  China  already  is  its  leading  market  and  India  just  surpassed  the  U.S.  as  No.  2.  Tl 
mobile-phone  giant  hopes  to  meet  the  ambitious  target  in  part  by  culling  consumer  tastes  frc  | 
its  design  studios  in  China,  Brazil,  and  India,  where  researchers  and  developers  from  its  Finn:! 
headquarters  blend  macro  trends  with  insights  gleaned  from  each  local  culture.  Nokia  has  just  begj 
rolling  out  a  line  of  seven  new  phones  for  the  developing  markets.  Antti  Kujala,  head  of  design 
entry-level  products,  is  spearheading  Nokia's  strategy  and  development  for  the  phones.  He  spokej 
Nandini  Lakshman  in  New  Delhi  about  the  nuances  of  designing  for  emerging  markets. 


What  role  does  ethnography  play  in  Nokia's  design  strategy 
across  a  wide  variety  of  global  markets? 
Our  process  starts  with  a  team  of  anthropologists  and  psy- 
chologists working  in  our  design  group.  They  spend  time 
with  specific  types  of  people  around  the  world  to  under- 
stand how  they  behave  and  communicate,  and  spot  early 
signals  of  new  patterns  of  behavior  that  could  be  harnessed 
into  mobile  communication.  We  have  an  advanced  design 
team  which  is  looking  5  to  15  years  out,  spotting  and  pre- 


dicting megatrends  and  coming  up  with  thought-pro\  j 
ing  ideas  on  what  mobile  design  could  do  to  influence 
react  to  these. 

We  also  have  a  large  research  group  within  Nokia  Des  | 
It  looks  at  long-term,  macro,  and  societal  trends  as  we.\ 
more  short-term  trends  in  colors,  fashions,  and  textures, 
identify  very  local,  country-specific  trends  but  we  also  1 1 
across  countries  to  identify  similarities  in  lifestyles  and  gL 
trends.  In  practice,  this  means  localized  colors,  surface 
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Ha  relies  on  design  studios 
hina,  Brazil,  and  India 


tures,  and  user  interface  content  such  as  wallpaper,  services, 
or  ringtones.  In  our  emerging-markets  research,  a  key  finding 
was  that  everybody  wanted  a  range  of  options. 

How  do  tastes  in  India  and  China  differ? 
In  India  there's  a  lot  of  aspiration  in  a  purchase.  It's  about 
looks,  style,  and  projecting  the  right  image.  [A  phone]  isn't 
just  a  status  symbol  but  about  people  trying  to  acquire  things 
to  move  to  the  next  level.  It  has  to  be  the  right  bargain  in 
China.  So  you  have  to  hit  certain  price  points.  Africa  is  also 


Nokia  seeks  design  input  from 
consumers  in  Bangalore  and 
eight  other  developing  markets 

create  a  sleek  and  glossy  look  and  feel.  The  dimensions  < 
the  phone  also  played  an  important  role;  it  is  one  of  01 
slimmest  phones. 

Were  there  any  surprises  in  Nokia's  research? 
For  several  years  our  anthropologists  have  been  studyir 
how  people  in  rural  areas  overcome  some  of  the  specif 
barriers  to  communication  they  face  in  their  daily  live 
Mobiles  [surprisingly]  were  shared  among  villages  or  fam 
lies  because  one  of  the  key  issues  was  cost. 

What  impact  did  this  finding  have  on  the  design  of  the 
phones? 

First,  it  challenged  a  very  basic  assumption  that  we  all  hav 
that  a  mobile  phone  is  something  that's  owned  and  used  1 
one  person.  Building  on  this,  we  designed  the  Nokia  12C 
and  Nokia  1208  phones,  which  have  shared  use  as  the  t< 
priority.  They  are  robust  enough  to  deal  with  many  diffe 
ent  people  using  them.  We  added  a  shared  address  book 
each  member  of  a  family  or  village  could  save  [his  or  he 
own  contacts  and  numbers  separately  from  others.  There 
also  a  call  tracker  that  allows  people  to  preset  a  time  or  cc 
limit  on  each  call.  And  the  [phones]  have  certain  physici 
features  to  reinforce  their  robustness:  a  seamless  keypp 
to  protect  them  from  dust  and  special  grip  areas  to  ma; 
them  easier  to  hold  in  hot  conditions. 
There  is  also  a  range  of  features  in  the  phone  that  is  sr 


"[IN  INDIA]  IT'S  ABOUT  LOOKS,  STYLE ...  IT  HAS 
TO  BE  THE  RIGHT  BARGAIN  IN  CHINA" 


a  lot  like  that,  too.  The  next  big  thing  is  understanding 
these  global  traits  and  translating  them  into  functionality 
and  usefulness. 

Did  you  adapt  any  global  design  traits  for  emerging-market 
customers? 

Take  the  Nokia  2630,  which  is  an  entry-level  phone.  We 
wanted  to  create  a  phone  that  really  focused  on  style  and 
fashion,  bringing  the  same  sleek  design  in  other  parts  of 
our  range  to  this  market  while  at  the  same  time  making 
it  affordable.  We  wanted  to  avoid  the  look  of  some  of  the 
other  designs  produced  for  this  market,  which  tend  to  look 
"cheaper"— square  boxes  that  look  very  brittle  and  lack 
robustness.  We  created  an  organic  shape  with  rounded 
edges  and  a  curved  back  so  that  it  fits  in  the  hand  beauti- 
fully. We  also  used  special  finishes  and  color  contrasts  to 


cially  created  with  the  users  in  mind.  Both  of  these  phoij 
have  a  one-touch  flashlight  in  case  of  power  outages,  loo 
ized  languages,  and  a  demo  mode  that  allows  people  wl 
have  never  used  a  mobile  or  have  very  limited  experience  | 
quickly  learn  how  to  master  the  phone. 

Nokia's  newest  satellite  design  studio  just  opened  in 
Bangalore.  Is  the  company  collaborating  with  local  designed 
The  Bangalore  studio  is  located  on  the  campus  of  a  lo 
design  school,  Shristi.  We  want  to  work  with  young  desij 
ers  and  will  employ  students  from  the  school.  At  our  stud 
around  the  world,  designers  help  us  to  find  out  more  aboi ) 
country's  culture,  which  we  can  then  share  with  our  desi; 
ers  globally  to  make  our  products.  But  our  studios  are  I 
just  about  design— they  also  incorporate  cultural  insigl  j 
market  insights,  and  consumer  findings. 
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ONCEPT  -  The  initial  designs  for 
f  /ehicle  are  developed  with 

-  ;_;S:jdio"'''  software. 


ENGINEER  -  SuDp!  c'S  ::es  J" 

the  engine  assembly  in  Autodesk" 
Inventor7"  software,  which  can 
then  be  easily  incorporated  into 
the  ^nal  prototype. 


collaborate  -  With  integrated 
data  management,  design  data  can 
be  shared  easily  from  concept 
through  manufacturing. 


^ 
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HOW  DIGITAL  PROTOTYPING 
DRIVES  THIS  NEXT-GENERATION 
RACER  TO  THE  FINISH  LINE. 


autodesk.com /digitaiprc' 


\  V 


Image  courtesy  of  Daniel  Simon,  CosmicSMotor.s 
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An  IBM  factory 
changing  room 


indepth 


LESSONS  FROM 
IBM'S  INNOVATION 

FACTORY 


IBYSTEVEHAMM 


)W  IBM  MAKES  RADICAL  COLLABORATION  WORK. 

k  late  2003,  IBM's  decision  three  years  earlier  to  pump  $5  billion  into  its  chip  business  wasn't  look- 
g  so  smart.  The  division  had  lost  more  than  $1  billion  in  2002  and  was  on  its  way  to  losing  $252 

|illion  more  in  2003.  Investors  urged  Big  Blue  to  quit,  but  that  wasn't  going  to  happen.  IBM  saw 
iding-edge  chip  technology  as  vital  to  keeping  its  lead  in  the  highly  profitable  business  of  making 

^werful  server  computers.  Still,  clearly,  something  had  to  be  done.  J  That's  why  John  Kelly,  who  then 
the  semiconductor  division,  summoned  10  executives  to  IBM's  chip  factory  in  East  Fishkill,  N.Y. 
\\\y  argued  it  was  time  for  a  new  strategy.  IBM  needed  to  share  its  most  advanced  semiconductor 
search  with  a  few  key  allies.  The  tech  giant  already  had  a  handful  of  alliances  aimed  at  improving 
inufacturing  and  chip  design.  Several  partners  had  come  forward  asking  for  deeper  relationships, 
:luding  collaboration  with  scientists  working  for  IBM  Research.  Kelly  expected  pushback  from  his 
•pie,  and  he  got  it.  "It  was  a  real  struggle.  We  had  never  thrown  our  doors  open  before,"  recalls 
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A  REAL 
GLE.  WE 
HAD  NEVER 
THROWN  Oil 
DOORS         I 

-BERNARD  MEYERSON,  Hfl 


w 


Bernard  Meyerson,  who  then  ran  research  and  development 
for  the  chip  division  and  now  manages  alliances.  "We  could 
all  envision  nightmare  scenarios  of  a  decade  of  research 
value  being  lost." 

After  two  hours  of  heated  debate,  Kelly  prevailed.  Since 
then,  IBM  has  built  what  it  calls  an  "open  ecosystem"  of  chip 
R&D  with  nine  partners,  including  Advanced  Micro  Devices, 
Sony,  Toshiba,  Freescale  Semiconductor,  and  Albany  Nanon- 
tech,  a  university  research  center.  All  told,  in  five  separate 
alliances,  IBM  partners  have  contributed  more  than  $1  billion 
to  help  expand  the  company's  facilities  and  buy  the  latest 
chipmaking  equipment.  But  just  as  important,  they're  pro- 
viding brainpower,  including  more  than  250  scientists  and 
engineers  who  now  work  in  East  Fishkill.  As  a  result,  IBM's 
chip  operation  boomed,  and,  even  now,  during  a  cyclical 
downturn  in  the  chip  industry,  it's  still  making  a  profit. 

IBM  is  reinventing  the  way  it  innovates.  At  one  time  the 
tech  giant  was  a  true  believer  in  go-it-alone  R&D.  The  feeling 
was  that  if  a  technology  wasn't  invented  by  IBMers,  it  wasn't 
as  good.  Now  the  computer  pioneer  realizes  that  no  matter 
how  big  an  organization  is,  more  smart  people  are  going  to 
work  outside  its  walls  than  inside.  So  it  courts  R&D  partners 
aggressively.  "We  are  the  most  innovative  when  we  collabo- 
rate," declares  Chief  Executive  Samuel  J.  Palmisano. 

IN  AN  ERA  OF  FIERCE  COMPETITION, 
IT  PAYS  TO  INNOVATE  COMMUNALLY. 

IBM's  decision  to  invite  in  outsiders  and  open  up  the  innova- 
tion process  reflects  one  of  the  most  intriguing  concepts  in 


V 


corporate  strategy  today.  Many  major  companies  have  co 
eluded  that  succeeding  in  the  21st  century  requires  teamii 
up  with  other  companies— or  even  individual  researcher." 
to  create  so-called  innovation  networks.  "These  networl 
allow  companies  to  seamlessly  weave  internal  and  ext< 
nal  innovation  capabilities  to  optimize  profits  and  spet 
products  to  market,"  says  Navi  Radjou,  an  analyst  wi ; 
Forrester  Research. 

Companies  no  longer  compete  simply  against  one  anoth 
Now  alliances  devoted  to  innovation  go  head-to-head.  1 
Group,  BASF,  Boeing,  Eli  Lilly,  Procter  &  Gamble,  and  IE 
are  the  pioneers.  They  all  have  revamped  their  strategies 
expand  collaboration  with  outsiders.  Forrester  estimat 
that  while  most  major  companies  are  aware  of  innovati 
networking,  only  about  20%  to  30%  are  experimenting  wi' 
it,  and  a  mere  5%  have  mastered  the  practice. 


%l 


lead 


FORGET  THE  COOKIE  CUTTER. 
GET  OUT  THE  CHAINSAW. 

There's  no  one-size-fits-all  approach  to  collaborative  in 
vation.  What  works  best  overall,  strategy  consultants  i 
is  to  think  radically. 

Some  companies  turn  suppliers  of  goods  and  services  ii 
something  much  more  valuable— sources  of  ideas  about  h 
to  design  a  product  and  its  components.  Boeing,  for  instai 
tapped  a  global  network  of  suppliers  to  produce  much  of 
detailed  design  work  for  its  new  787  Dreamliner  jet. 

Other  companies  are  busy  prospecting  for  valuable  n 
ideas  from  individuals  and  startups.  Britain's  BT  plan   ^ 
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scouts  in  India,  China,  and  Silicon 

J  Valley  to  spot  useful  inventions  and 
funnel  them  into  its  businesses. 
Yet  another  approach:  Bring  together 
a  handful  of  companies  to  sharpen  their 
competitive  edge  together.  Businesses 
have  been  doing  that  sort  of  thing  for 
more  than  two  decades,  but  the  alli- 
ances are  different  now.  Increasingly, 
they  are  global,  not  national.  In  1987, 
hard-pressed  U.S.  chip  companies  set 
up  a  research  consortium,  SEMATECH, 
to  counter  Japan's  growing  power  in 
the  chip  industry.  Today,  SEMATECH 
has  two  Japanese  members.  Another 
change:  Scientists  from  different  com- 
panies work  more  closely  than  ever, 
sharing  ideas  and  intellectual  prop- 
erty in  ways  their  research  forefathers 
would  never  have  considered. 

Some  early  results  are  in.  Boeing  cut 
12  months  off  the  time  it  took  to  bring 
the  787  Dreamliner  to  market.  P&G 
improved  its  R&D  productivity  by  60% 
through  its  Connect  +  Develop  program, 
here  it  links  up  with  individual  inventors  from  around  the 
orld.  And  at  BT,  teaming  up  with  outsiders  on  innovation 
ojects  has  spawned  $1  billion  in  incremental  sales  for  the 
lecom  giant  since  2002. 

JST  BELT  REBIRTH:  IBM'S  FACTORY  OF  THE  FUTURE. 

ven  years  ago,  IBM's  chip  fabrication  plant  in  New  York's 
idson  Valley  was  in  mothballs.  Today  it's  humming  with 
jtivity.  That's  thanks  in  no  small  measure  to  the  company's 
1  iance  strategy. 

The  200,000-square-foot  factory  cost  $4.4  billion  to  reha- 
1  itate  and  expand.  IBM  shared  the  huge  cost  with  its 
irtners.  "By  ourselves,  we'd  have  to  bear  expenses  that 
I;  just  enormous— and  well  beyond  our  appetite,"  says 
Illiam  Zeitler,  general  manager  of  the  company's  Systems 
©Technologies  Group. 

ITie  shared  investments  buy  a  load  of  cutting-edge  tech- 
logy.  In  the  vast  plant,  you  feel  like  you  have  crossed  into  a 
*rld  where  robots  are  in  charge.  There  are  hundreds  of  giant 
■pmaking  machines  as  large  as  locomotives.  An  automated 
■  rhead  transport  system  carries  stacks  of  silicon  disks  in 
■nic-cooler-size  pods.  The  pods,  lowered  on  cables,  feed  the 
Iks  into  machines  that  will  move  them  through  each  step 
one  assembly  process.  Within  the  machines,  robotic  hands 
lis  the  disks  from  one  workstation  to  the  next,  where  the 
si  faces  are  etched,  coated  with  chemicals,  or  baked.  Each 
4k  typically  holds  500  to  1,000  chips. 
Ind  the  humans?  They're  crawling  all  over  the  place, 
sed  in  cloth  "bunny  suits"  that  keep  dust  off  the  disks. 


Although  the  chipmaking  is  highly  automated,  it's  hard  to 
get  it  right:  Engineers  and  R&D  scientists  constantly  monitor 
every  step  in  the  process  and  make  adjustments  or  experiment 
to  increase  the  number  of  usable  chips  on  each  disk. 

In  most  chip  plants,  those  who  aren't  employees  typi- 
cally wear  different-colored  bunny  suits  to  distinguish 
them.  Not  so  in  East  Fishkill.  All  the  scientists  and  engi- 
neers—2,000  IBMers  and  hundreds  more  who  work  for 
partners— wear  the  same  white  outfits.  They  work  together 
without  regard  to  who  issues  their  paycheck.  Sometimes 


IBM'S  INNOVATION  NETWORKS 

In  the  chip  industry,  costs  of  design,  engineering,  and 
manufacturing  run  into  the  billions  of  dollars.  Here  are  the 
alliances  IBM  has  set  up  to  share  expenses  and  ideas: 


PROJECT 

PARTNERS 

PURPOSE 

Cell  Chip 

Sony,  Toshiba, 

Begun  2001.  Design  the 

Albany  Nanotech 

cell  multimedia 
processor  used  in 
PlayStation  3,  TVs,  and 
speedy  computers. 

Manufacturing 

Chartered,  Samsung 

Begun  2002.  Develop 
common  manufacturing 
techniques  for  chips 
made  in  any  foundry. 

Foundry  R&D 

Chartered,  Infineon, 

Begun  2002.  Develop 

Samsung,  Freescale, 

manufacturing 

STMicroelectronics 

processes  for  chips  in 
mobile  phones  and 
consumer  electronics. 

High-Performance 

AMD,  Freescale 

Begun  2003.  Develop 

R&D 

manufacturing 
processes  for  high- 
performance  chips  for 
powerful  computers. 

Advanced 

Applied  Materials, 

Begun  2005.  Research 

Research 

AMD,  Sony,  Toshiba, 

next-generation 

Freescale,  Albany 

materials  and  processes 

Nanotech 

to  achieve  break- 
throughs in  chip  science. 

Data:  IBM 
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an  IBM  worker  leads  a  team;  other  times  it's  somebody 
from  AMD  or  Freescale.  "We  don't  work  in  silos,"  says 
John  Pellerin,  the  top  AMD  manager  at  the  plant.  "We're 
a  fully  cross-mixed  team." 

SHRINKING  CHIPS.  SOARING  COSTS. 

AN  INDUSTRY  LEARNS  TO  SHARE  AND  SAVE. 

In  a  business  where  new  fabrication  plants  and  advanced 
research  are  frightfully  expensive,  collaboration  is  nearly 
a  necessity.  Only  Intel  and  a  handful  of  other  giants  can 
afford  to  go  it  largely  alone. 

How  expensive  is  chipmaking?  A  new  factory  costs  $4 
billion  or  more  over  two  years.  Then  there's  the  research  into 
designs,  materials,  and  chipmaking  processes  needed  for  a 
company  to  remain  competitive.  R&D  costs  have  been  rising 
at  an  average  of  12%  per  year  while  revenues  for  the  industry 
are  growing  at  just  6%.  "The  cost  of  research  is  kicking  them," 
says  Dan  Hutcheson,  CEO  of  VLSI  Research.  Collaboration 
saves  billions.  All  told,  Hutcheson  estimates  the  members 
of  IBM's  chip  alliances  have  saved  $2  billion  to  $4  billion 
on  research  costs  by  throwing  in  together.  Market  research 
outfit  In-Stat  estimates  the  group  will  save  an  additional  $7 
billion  over  the  next  three  years. 

INNOVATION  NETWORKS  CAN  BE  TOUGH  TO  MANAGE. 

If  the  benefits  of  collaborative  innovation  are  easy  to  spot, 
so  are  the  pitfalls.  Think  how  hard  it  is  to  get  people  in  a 
single  corporation  on  the  same  page.  Now  multiply  that 
by  a  factor  of  three  or  five.  Who's  in  charge?  Who  owns 
the  innovations?  "The  complications  are  always  going  to 
be  about  control  and  the  danger  of  goals  diverging,"  says 
Laura  Tyson,  professor  of  economics  and  business  at  the 
Haas  School  of  Business  at  the  University  of  California  at 


Berkeley.  "The  other  big  issue  is  the  intellectual  proper 
that  you  create  in  common.  Later,  if  you  break  up,  you  ha^ 
to  be  prepared  to  work  through  the  divorce." 

Experts  say  the  secret  to  successful  alliances  is  agreeir 
on  common  goals  and  setting  rules  of  engagement  fro 
the  start.  Then  the  partners  should  set  up  procedures  f 
day-to-day  interactions,  including  spelling  out  what  can  1  i 
discussed  by  people  from  different  companies  and  what 
strictly  off  limits. 

Just  because  a  company  weaves  partners  into  its  opei 
tions  doesn't  mean  it  won't  have  to  change  the  way  it  op 
ates.  Once  P&G  CEO  A.G.  Lafley  set  a  goal  of  going  outsii 
to  find  half  of  all  innovations,  the  people  he  put  in  char:  | 
realized  they  would  have  to  set  up  an  external  departme   I 
to  cherry-pick  innovations  and  bring  them  into  P&G.  An 
house  team  of  more  than  200  now  sizes  up  more  than  2,5'  \ 
innovations  a  year.  "You  have  to  set  up  an  internal  structu  j 
so  you  can  digest  all  this  stuff,"  says  Larry  Huston  of  strate  j 
consultancy  4inno,  who  formerly  managed  P&G's  exterr  I 
innovation  programs. 

In  some  cases,  to  avoid  conflicts  companies  target  fi 
damental  research  they're  willing  to  share,  even  with  rivs 
This  approach  is  starting  to  catch  on  in  the  pharmaceuti< 
industry.  Lilly  and  other  drugmakers  have  teamed  up 
identify  "biomarkers,"  substances  that  indicate  the  pi 
ence  of  a  disease.  With  that  research  in  hand,  each  co 
separately  develop  drugs  to  combat  the  diseases. 

Innovation  networks  do  sometimes  fail,  most  often  becaii 
companies'  interests  diverge.  That's  what  happened  earlier  t 
year  when  the  three  partners  in  the  Crolles2  chip  research  a 
ance  went  their  own  ways.  Netherlands-based  NXP  Semiconci 
tors  was  the  first  to  quit,  followed  by  Freescale  and  STMicrod 
tronics.  The  three  companies'  priorities  were  out  of  whack.  Be* 


A  NETWORK  FOR  EVERY  PURPOSE 

While  IBM's  chip  alliances  involve  deep,  formal  collaborations  between  10  partners, 
other  innovation  networks  work  very  differently.  Here  are  four  examples: 


Global  Ecosystem 

Tata  Consultancy  Services 

Indian  tech  leader  TCS 
launched  an  innovation  network 
in  January  that's  made  up  of 
universities  from  all  over  the 
world,  venture  capital  firms, 
and  tech  startups.  TCS 
convenes  meetings  and  leads 
discussions  of  the  latest  trends. 
Out  of  those  discussions  come 
joint  research  projects  at 
universities  and  partnerships 
with  startups. 


tPV  TCS  has  already  launched 
-5  projects  in  data  privacy  and  is 
ceo  harnessing  large  numbers  of 
1      computers  to  take  on 
^      mammoth  processing  jobs. 


Software  Commune 
Eclipse  Foundation 

The  foundation  oversees  the 
Eclipse  Community,  an  open- 
source  software  initiative  where 
people  from  162  companies 
contribute  software  code  to  a 
platform  that  is  used  for 
building  business  applications. 
Bitter  rivals  such  as  Oracle  and 
BEA  Systems  collaborate  on 
the  common  technology,  then 
they  compete  when  they  use  it 
in  their  own  products. 

Since  being  formed  by  eight 
companies  in  2001,  Eclipse  has 
emerged  as  the  No.  2  software 
programming  platform,  trailing 
only  Microsoft. 


Invention  Marketplace 
InnoCentive 

A  Web-based  community  that 
matches  corporations  with 
more  than  120,000 
researchers.  "Seekers"  post 
requests  for  solutions  to 
problems.  These  "challenges"  , 
come  with  rewards  ranging  up 
to  $100,000.  "Solvers"  from 
around  the  world  propose 
solutions.  In  some  cases, 
collectives  of  researchers  take 
on  challenges  together. 

InnoCentive  plans  on  adding 
features  that  will  make  it 
possible  for  solvers  to  auction 
their  ideas  to  the  highest 
bidder. 


eBay  for  Business  Software 
AppExchange 

Salesforce.com  last  year 
launched  AppExchange,  a  Wi 
site  where  software  company 
and  corporations  use  commc 
technologies  to  write 
applications  that  run  on  its 
computers.  Customers  who 
subscribe  to  Salesforce.com' 
customer-management  servi 
can  select  from  among  more 
than  600  additional  services 
available  on  AppExchange. 

AppExchange  is  giving  rise  tc 
dozens  of  tiny  companies, 
many  of  which  share  subsidi; 
space  in  a  Salesforce.com 
incubator  in  Silicon  Valley. 

Data:  Busine: 
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artners  "is  like  being  roommates.  If 
ne  comes  in  at  3  a.m.  and  another 
ets  up  at  7  a.m.,  it  just  doesn't  work," 
lys  Andreas  Cuomo,  chief  strategy 
fficer  for  STMicro. 

OW  IBM  LEARNED  TO  MIX  CULTURES 
ND  MAKE  OPEN  INNOVATION  PAY  OFF. 

:'s  telling  that  when  Crolles2  fell 

part,  STMicro  and  Freescale  quickly 

lrned  around  and  joined  IBM's  alli- 

tices.  Freescale,  in  fact,  joined  three  of 

le  five.  The  reason:  The  Austin  (Tex.) 

)mpany  has  seen  IBM  gradually  hone 

s  skills  at  managing  such  arrange- 

ents.  "This  is  not  IBM's  first  rodeo," 

lys  Freescale  Vice-President  Gregg 

irtlett.  "They  have  a  lot  of  experience, 

id  there  won't  be  any  surprises." 

IBM's  success  is  hard-won.  Some 

fits  earlier  collaborations  didn't  go 

laoothly.  In  the  1990s,  the  Armonk 

iI.Y.)  behemoth  formed  a  venture 

\  develop  memory-chip  technolo- 

jies  with  Germany's  Infineon  Tech- 

Idogies  and  Japan's  Toshiba,  but 

(air  national  and  corporate  cultures 

tshed.  At  one  point,  Toshiba  engi- 

ers  accused  IBMers  of  withholding 

brmation  from  them.  The  problems 

t  so  bad  that  the  companies  sent 

(people  each  on  a  three-day  team- 

ilding  session. 

Face-to-face  with  their  differences, 

|  engineers  mapped  out  better  ways 

work  together.  At  IBM,  people  typi- 

Ily  reached  decisions  by  discussing 

ftblems  in  open  meetings.  Toshiba's 

Irineers  preferred  to  see  presenta- 

ti  is,  read  reports,  and  make  decisions 

Br.  IBM's  dearth  of  reports  made  the 

Banese  engineers  suspect  they  were 

«ng  kept  in  the  dark.  The  solution: 

».'  gning  people  to  take  notes  on  the 

actings  and  issue  reports  later. 

Ijhese  days  IBM  managers  are  par- 

i  larly  sensitive  to  cultural  issues. 

Wkesh  Khare,  a  project  manager, 

|p  that  typically  in  group  discus- 

m.s,  Toshiba  engineers  will  say  "yes" 

o  gnal  they  understand  a  proposal— 

K  necessarily  that  they  agree.  Later, 

e  circle  back  to  them  and  find  out 

vl  t  they  really  think. 
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Your  market  is  changing. 
Your  competition  is  changing. 
Your  organization  is  changing. 
And  you?  ^§ 

What  are  you  changing? 


New  York's  Columbia  Business  School  offers  16  Executive 

Education  programs  to  help  you  succeed  in  a  rapidly  changing 

world,  including: 

THE  COLUMBIA  SENIOR  EXECUTIVE  PROGRAM, 

APR.  27- MAY  23  or  OCT.  19-NOV.  14,  2008: 

Our  premier  4-week  program  for  senior  executives,  focused  on 

providing  the  tools,  insights,  and  skills  to  maximize  your  potential. 

EXECUTIVE  DEVELOPMENT  PROGRAM:  TRANSITION  TO 

GENERAL  MANAGEMENT,  APR.  27-MAY  9  or  OCT.  26-NOV  7. 2008: 

For  upper-level  specialists  seeking  to  develop  the  skills  needed 

as  a  cross-functional  general  manager 

COLUMBIA  ESSENTIALS  OF  MANAGEMENT,  APR.  6-18, 2008: 

For  high-potential  managers  who  seek  to  further  their  leadership 

development  and  enhance  their  business  acumen. 

To  learn  more,  go  to  WHATAREYOUCHANGING.COM 

or  call  us  at  212.854.3395. 


+ 


Columbia  Business  School 

EXECUTIVE  EDUCATION 


ARE '       MOST 

I^HVE 
WHEN  WE 
COLLABORA 


Mutual  respect  is  also  key  to  making  these  link-ups  succeed. 
When  IBM,  AMD,  Sony,  and  Toshiba  worked  together  on 
a  semiconductor  breakthrough  called  low-k,  metal  gate, 
which  makes  it  possible  to  place  circuits  closer  together  on 
a  chip,  each  company  brought  a  particular  expertise.  AMD, 
for  example,  was  adept  at  devising  experiments  to  test  the 
group's  theories.  "I  used  to  have  trepidation  about  these 
relationships,  but  not  now,"  says  IBM  Fellow  Dan  Edelstein. 
"Their  work  was  unassailable." 

MOTTO  FOR  THE  21ST  CENTURY:  NETWORK  OR  DIE. 

Alain  Kaloyeros  isn't  your  typical  college  professor.  The 
deeply  tanned,  51-year-old  physics  professor  at  the  Uni- 
versity at  Albany  drives  a  Ferrari  F430  Fl  Spider  with  a 
500  horsepower  engine  and  a  vanity  plate  that  reads:  Dr 
Nano.  Readying  for  a  BusinessWeek  interview,  he  tore  the 
tops  off  of  15  packets  of  Splenda  and  poured  them  into 
a  16-ounce  cup  of  coffee.  "I  need  sweetness  in  my  life," 
Kaloyeros  explained. 

This  high-octane  prof  is  one  of  IBM's  key  partners  in  its 
chip  research  network.  And  he  embodies  two  of  the  most 
important  requirements  of  successful  alliances:  nerve  and 
commitment. 

In  the  late  1990s,  Kaloyeros  and  IBM's  John  Kelly  dreamed 
up  a  plan  to  make  the  Albany  campus  of  the  State  University 
of  New  York  a  hotbed  of  semiconductor  research.  The  pair 
relentlessly  pursued  their  vision  until  they  got  the  state  and 
corporate  funding  they  wanted.  Now,  10  years  and  $4.2 
billion  later,  Albany  Nanotech  boasts  a  staff  of  1,800  uni- 
versity and  corporate  scientists  and  is  the  most  advanced 
university  chip  research  complex  in  the  world. 

There,  Big  Blue  and  its  partners  gain  access  to  the 


latest  chipmaking  equipment  and  design  the  process 
that  they'll  use  when  those  machines  are  installed  in  thij 
own  manufacturing  plants.  That  gives  them  a  head  st 
on  other  companies  that  can't  afford  such  early  ace 
And  it  gives  members  of  the  alliance  a  chance  to  mi 
up  ground  on  Intel,  which,  thanks  to  its  vast  resour 
is  typically  a  year  ahead  in  advancing  to  each  success 
generation  of  technology. 

The  hookup  between  IBM  and  New  York  State  has  b\ 
something  of  a  high-wire  act.  Both  sides  ran  into  fund 
hurdles.  Now  the  major  investments  have  been  mn 
and  the  rewards  are  rolling  in.  For  those  who  fought 
funding  wars,  the  formula  for  success  is  simple:  Share 
risk  and  stick  to  the  vision.  "John  Kelly  went  back  to  ) 
numerous  times  and  said,  'This  is  going  to  happen 
really  stuck  his  neck  out,"  says  former  New  York  Govei 
George  Pataki,  who  backed  the  project.  "Fortunately.* 
state  came  through." 

IBM's  alliances  with  the  likes  of  Albany  Nanotech,  J1 
and  Freescale  have  paid  off  just  the  way  its  leaders  he 
Now,  the  company  is  expanding  its  innovation  ecosys 
to  include  suppliers  of  chip  materials,  chemical  compa 
and  chip-design  software  companies.  "This  is  a  model 
will  not  only  survive  but  will  prosper,"  predicts  Kelly, 
is  now  director  of  IBM  Research. 

For  pioneers  such  as  Kelly  and  Kaloyeros,  there' 
turning  back.  For  other  R&D  leaders,  an  open-im 
tion  strategy  is  still  new  and  risky.  But  as  more  co 
nies  embrace  it,  the  pressure  will  be  on  the  holdou 
reach  across  organizational  borders  in  search  of  idea! 
greater  productivity.  They  can  delay,  but  they  could  b 
far  behind  if  they  don't  play.  IN 
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Maha  Atal  and  Conrad  Wilson 


FEELING  TRASHED  ON  THE  WEB? 

HERE'S  HOW  TO  AVOID  HAVING 

YOUR  BRAND  MESSAGE  HIJACKED 


You've  heard  the  hype  about  viral,  homemade  TV  ads  on  YouTube.  You've  res 
scathing  peer-to-peer  product  reviews  on  blogs.  And  you've  seen  brands  evangelize 
or  slammed  by  teens  and  twentysomethings  on  social-networking  sites.  On  Aug.  8, 1 
example,  Wal-Mart  Stores  launched  the  Roommate  Style  Match  group  on  Faceboo: 
1,000  members  joined.  The  idea  was  to  market  dorm  furnishings  to  college-age  a 
diences,  but  several  hundred  vehement  comments  surfaced  about  Wal-Mart's  lab 
practices,  hijacking  the  brand's  message.  Clearly,  in  the  age  of  online  social  medi: 
companies  can  no  longer  talk  at  their  customers.  They  need  to  cultivate  converse 
tions  with  them  or  risk  getting  slammed.  Smart  companies  realize  their  customer 
whose  voices  now  have  widely  distributed  forums  for  complaints  or  praise,  have  till 
potential  to  become  either  brand  partners— or  brand  message  hijackers. 


This  summer,  BusinessWeek  teamed  up  with  leading  inno- 
vation strategy  and  design  firm  IDEO  to  host  "Unpacking  the 
Networked  Economy,"  a  day-long  workshop  with  a  group  of 
C-suite  marketing  managers  to  discuss  how  to  best  use  social 
media  as  part  of  an  overall  branding  strategy.  We  looked  at 
examples  of  recent  brand  attacks— a  trend  examined  by  Alex 
Wipperfurth  in  the  2005  book  Brand  Hijack.  Like  Wipperfurth, 
our  goal  was  to  study  how  consumers  are  using  social  media 
to  influence  marketing  campaigns  both  to  promote  and  attack 
brands.  We  also  instant-messaged  a  young  blogger  who,  on  his 
site  thenorthfaceguru.com,  complained  about  a  fake  North  Face 
fleece  jacket  bought  on  eBay.  Today,  readers  exchange  anec- 
dotes about  North  Face  products  on  his  blog— and,  he  says,  the 
company's  counterfeit  team  points  customers  to  his  site,  turning 
a  potential  brand-damaging  consumer  into  an  ally. 

Throughout  the  day  we  asked  three  key  questions:  1)  What 


does  it  mean  to  no  longer  have  creative  control  of  your  bra:  i 

2)  How  does  social  media  enable  new  forms  of  co-creatit| 

3)  How  can  your  customers  become  your  biggest  allies  ini 
creation  of  new  ideas?  There  were  no  easy  answers,  but  (| 
consistent  and  valuable  themes  surfaced. 

First,  companies  need  to  develop  and  maintain  clear  rj 
transparent  brand  messaging  across  all  platforms.  Seccfl 
they  need  to  be  ready  to  accept  and  work  with  consumi 
instant  feedback.  Social  media  involves  instant,  raw  comira 
nication.  Consumers  turn  to  these  channels  for  honest)  | 
both  the  part  of  corporations  and  each  other. 

"People  are  looking  for  the  truth,"  says  Paul  Bennett,  ID]  I 
chief  creative  officer.  Workshop  speakers  such  as  Dou  ] 
Atkin,  chief  community  officer  for  Meetup.com,  a  popular  or 
network  that  allows  folk  with  common  interests  to  arrange  1 1 
world  gatherings,  agree.  "If  you  want  to  create  a  strong,  cult 
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community  around  your  brand,"  says  Atkins,  "you  have  to  draw 
a  line  in  the  sand  and  say  Sve  believe  in  this  and  not  in  that.' " 
As  social  media  comes  of  age,  there  are  many  examples  of 
companies  that  have  either  benefited  or  suffered  from  connecting 
directly  with  customers  online.  Here  are  three  guiding  principles 
and  brief  analyses  of  ways  to  network  with  consumers  online. 

1.  BE  HONEST  AND  AUTHENTIC 

Everyone  hates  feeling  conned.  And  young  and  old  are  well- 
versed  in  Madison  Avenue's  machinations.  Avoid  insincere 
blog  postings  or  faux  user-generated  videos.  A  Wal-Mart 
tactic  famously  backfired  in  2006,  when  an  advocacy  group 
backed  by  the  retail  chain  picked  up  the  tab  for  a  couple 
traveling  across  the  U.S.  that  posted  favorable  comments 
about  Wal-Mart  on  their  online  travelogue.  More  recently, 
Malibu  Rum  posted  two  contradictory  sets  of  rules  for  an 
online  contest  this  year,  promising  $25,000  for  the  best  user- 
generated  ad.  But  the  winning  spot  was  suspiciously  profes- 
sional enough  to  prompt  skeptical  viewers  to  post  their  own 
videos  on  YouTube  mocking  the  winner  and  asking  the  company 
to  confess  it  rigged  the  contest.  A  Malibu  Rum  spokeswoman 


centered  on  fans'  love  of  the  game.  Nike  also  joined  with  App 
in  2007  to  offer  Nike+,  an  iPod  program  that  allowed  runne 
to  listen  to  music  and  simultaneously  measure  the  distance  th 
ran  and  how  many  calories  they  burned.  On  the  online  runnii 
community  Nike+,  runners  sent  data  and  songs  to  their  frienc 
challenged  them  to  virtual  contests,  and  arranged  real  meetuj 
The  project  was  healthy  for  Nike's  bottom  line— 40%  of  use 
on  Nike+  become  converts  to  the  company's  shoes,  says  Trev 
Edwards,  Nike  vice-president  of  global  brand  management. 

3.  LISTEN  TO  CONSUMERS  AND  BUILD  PARTNERSHIPS 

Savvy  companies  can  tap  consumers  to  help  improve  ct 
tomer  service.  Blog  critics  can  "define  what  better  is,"  sai 
blogger  Jeff  Jarvis  ofBuzzMachine.com.  In  July,  2005,  Jar 
wrote  about  Dell's  poor  service,  echoing  mainstream  met 
reports.  The  PC  maker  recognized  Jarvis's  influence— his  bl 
traffic  since  doubled— and  founder  Michael  Dell  persona 
apologized  to  Jarvis.  Dell  added  phone  reps  and  saw  improv  | 
ratings  in  the  University  of  Michigan's  annual  custom 
service  study.  This  year,  the  company  launched  its  own  bl<| 
direct2dell.com,  to  solicit  and  monitor  dialogue  between  c<  | 


Powered  by  the  Web, 
customers  can  influence 
brand  messages  in  ways  they 
never  have  before— from 
a  user-generated  ad  that 
mocks  Malibu  Rum  (left)  to  an 
online  community  of  runners 
brought  together  by  a  slick 
Nike  and  Apple  forum  (center) 
to  a  customer's  upbeat  blog 
promoting  Treo  accessories 
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declined  to  say  if  the  company  had  produced  the  ad,  dismissing 
the  fiasco  as  a  "miscommunication  with  one  entrant."  But  in 
the  networked  economy  where  consumers  value  openness  and 
transparency,  failures  to  communicate  can  be  a  costly  lapse. 

2.  FIND  AND  COURT  EXISTING  COMMUNITIES 

Identifying  user  communities  whose  needs  and  interests 
match  those  of  a  company's  is  hard.  A  Coca-Cola  attempt 
was  a  classic  failure.  In  2003,  the  same  year  MySpace.com 
was  launched,  the  beverage  giant  created  its  own  social 
network,  MyCoke.com.  Although  an  innovative  branding 
strategy  then,  the  site  was  clearly  a  marketing  vehicle  and 
nothing  more.  It  failed  to  offer  any  distinct  value  for  con- 
sumers or  an  incentive  to  favor  it  over  pure  social-network- 
ing sites  such  as  then-popular  Friendster. 

Nike,  on  the  other  hand,  wooed  communities— and  got  it  right. 
It  began  building  online  networks  around  specific  sports,  not  just 
products.  The  athletic  apparel  maker  launchedjoga.com  during 
the  2006  FIFA  World  Cup  and  had  1.5  million  soccer  fans  sharing 
video,  images,  and  opinions  by  the  tournament's  end.  Some 
athletes  showcased  Nike  footwear,  but  the  online  talk  mostly 


sumers  and  employees.  But  its  work  to  reconnect  with  us| 
may  have  just  begun;  the  latest  Michigan  study,  publis! 
on  Aug.  14,  indicates  Dell's  ratings  fell  last  year. 

Engaged  users  can  also  be  a  company's  best  marketers.  Til 
years  ago,  Andrew  Carton,  a  loyal  Palm  user,  set  up  the  t 
Treonauts.com,  where  smart  phone  shoppers  read  posts  a  J 
paring  the  Treo  to  its  rivals,  the  BlackBerry  or  iPhone. ' 
Sunnyvale  (Calif.)  company  found  the  site  could  be  an  as 
even  if  it  couldn't  limit  negative  comments.  "We  can't  cor 
it,"  admits  Charlie  Simpson,  the  company's  director  of  >| 
retail.  Palm  doesn't  need  to;  fans  often  defend  its  brand.  To  J 
its  customers  voluntarily  share  troubleshooting  tips,  help 
Palm's  own  customer  service  operations  and  cutting  costs.  F  [ 
now  directs  customers  to  Treonauts  directly. 

Such  partnerships  can  pay  off.  Attracting  300,000  uni  J 
visitors  monthly,  Treonauts.com  sells  phones  and  acces; 
devices  and  claims  $2  million  in  Treo  sales  to  date. 


BusinessWeek  .com 


ONLINE:  For  a  look  at  the  viral  videos  mentioned  above  and  other  social- 
dia  campaigns,  go  to  businessweek.com/innovate 
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fhe  MX-Series  with  Sharp's  Data  Security  Kit. 


ihese  color  MFPs  help  prevent  sensitive  information  from  falling  into  the  wrong  hands  by 
Iroviding  multiple  layers  of  advanced  security.  Combining  encryption,  overwrite  and  controlled 
■etwork  access,  Sharp  provides  a  comprehensive  security  suite.  With  that  level  of  superior 

'Otection,  it's  no  wonder  Sharp  won  BERTLV'Best  Security  Solutions  Suite  for  a  full  MFP  Range" 
2007  and  BLI's  "Pick  of  the  Year"  in  2006  for  the  MX-FRX  Data  Security  Kit.  The  MX-Series  is 

ore  than  a  multifunction  product.  It's  a  multifunction  portal.  So  why  are  you  still  working  with 

limitedMFP7Visitsharpusa.com/security 
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Dow  Chemical 

ECO-CHIC:  HOW  HOT  IS  THEIR  AIR? 

Companies  are  stepping  up  their  environmen- 
tal stewardship  to  lure  eco-chie  customers, 
slash  operating  costs,  and,  well,  to  fight  global 
warming.  They're  launching  pioneering  green 
products  (think  Toyota's  iconic  hybrid  Prius). 
And  they're  dedicating  resources  to  green 
technology  research  and  development;  with 
its  "ecoimagination"  initiative,  General  Elec- 
tric plans  to  invest  $1.5  billion  yearly  in  clean 
energy  products  and  services  by  2010,  up  100% 
from  2005.  But  how  do  the  leaders  in  earth- 
friendly  R&D,  marketing,  and  corporate  poli- 
cies stack  up  in  terms  of  their  own  carbon  foot- 
prints, per  employee?  Here's  a  snapshot: 

Sources:  Carbon  Disclosure  Pro|ect  4/Climate  Leaders  Index,  published 
fall,  2006  (featuring  self-reported  corp<  'ate  data);  Capital  IQ. 
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The  Irish  mind. 

The  unique  resource  you'll  need  to  bring  your 

knowledge-based  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
Jt  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
leas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
fal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
/namic  information  infrastructure.  In  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
\t\  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
•i'ork  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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e  world  s  most  affordable  Business  Class  on  every  flight. 

Free  drinks  to  keep  you  refreshed.  Priority  boarding  that  gets  you  on  and  off  the  plane  first.  Low  fares  that 
will  keep  you  away  from  the  fiscal  watchdogs.  We're  proud  to  offer  these,  along  with  the  other  joys  of  our 
affordable  Business  Class,  on  every  flight.  Book  at  airtran.com,  where  you'll  always  find  our  lowest  fares 
and  no  booking  fee.  Go.  There's  nothing  stopping  your 
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[HI-CHI  MEETS  QUIRKY 

duxe  hotels  try  to  raise  their  hip  quotient 


\ROL  MATLACK 

E  MERIDIEN  OPENED  A 
294-room  luxury  hotel  in  Vi- 
enna four  years  ago  at  a  cost 
of  $160  million.  But  when 
Le  Meridien  Senior  Vice- 
President  Eva  Ziegler  strides 
through  the  lobby  on  a  re- 
isit,  she  is  not  impressed.  "There  is 
otional  connection  in  this  room," 
ys  with  a  wave  at  the  high-gloss 
walls  and  sleek  modern  furniture, 
leed  an  anchor  point— a  pool  or 
ling  with  water."  Ziegler  joined 
ien  last  year,  following  its  acqui- 
by  Starwood  Hotels  &  Resorts,  to 
ead  a  makeover  of  Meridien's  120 
With  touches  such  as  art  exhibits, 
m-blended  cedar  scent,  and  origi- 
isic  compositions  piped  into  lob- 
d  hallways,  "we  aim  to  inspire  our 
at  every  turn,"  she  says. 
;e  days,  a  successful  luxury  hotel 
:  lot  more  than  designer  bed  linens 
white-gloved  doorman  to  stand 
>m  the  crowd.  Boutique  hotels, 
ig  imaginative  designs  and  quirky 


extras  such  as  a  goldfish  companion  for 
solo  travelers,  are  stealing  a  march  on 
big  innkeepers,  whose  more  traditional 
properties  can  lc^ok 
bland  by  comparis&i. 
Over  the  past  three 
years,  boutique  hotels' 
per-room  revenue 
growth  in  the  U.S.  has 
averaged  about  11% 
annually,  about  one- 
third  above  the  industry 
average,  says  Smith 
Travel  Research  of 
Hendersonville,  Tenn. 

That  helps  explain 
why  Meridien  and 
other  big  chains 
are  scrambling  to 
develop  their  own 
distinctive  styles. 
Marriott  International 
recendy  inked  a  deal 
with  boutique  hotel 
pioneer  Ian  Schrager 
to  develop  100  hip  new 
properties.    Hyatt   and 


Meridien 
Makeover 

How  it's  revamping  its 
look  and  feel: 


A  behavioral  scientist  studied 
how  people  use  lobbies  and 
suggested  fountains,  pools, 
and  new  seating  arrangements 

A  parfumier's  signature  scent 

will  be  used  in  candles  and  air 
fresheners  in  all  hotels. 

Newly  commissioned  music- 
some  specifically  for  daytime, 
some  for  night— will  play  in  the 
background. 

Guests  get  into  museums  free 
by  flashing  their  key  cards. 


Intercontinental  are  rolling 
out  boutique-style  chains, 
too.  Starwood,  which 
already  runs  the  successful 
boutique-inspired  W 
chain,  is  launching  others. 
"Anybody  that  has  a  four- 
star  brand  is  looking 
in  this  direction,"  says 
Tom  McConnell,  senior 
managing  director  at 
Cushman  &  Wakefield  Inc.'s 
hospitality  group. 

At  Meridien,  the  task  has 
fallen  to  Ziegler,  40,  a  native 
Austrian  who  was  Toyota 
Motor  Corp.'s  brand  honcho 
in  Europe.  The  chain  has  had 
a  rocky  history:  Founded  by 
Air  France  in  the  1970s,  it 
passed  through  a  series  of 
four  owners  in  the  decade 
before  Starwood  bought  it  in 
2005.  By  taking  advantage 
of  Starwood's  centralized 
reservations  and  back- office 
services,  Le  Meridien  says  it 
boosted  per-room  revenues 
12.2%  last  year,  above  the  average  for  all 
boutique  hotels. 

To  differentiate  Le  Meridien  from 
other  chains,  Ziegler  is  marketing  it  as  a 
destination  for  art  enthusiasts.  She  has  cut 
deals  with  local  museums  to  allow  hotel 
guests  free  entry  by  presenting  their  room 
key  cards,  and  she  has  hired  modern  art 
curator  Jerome  Sans  to  organize  special 
exhibits.  Can  a  splash  of  art,  perfume,  and 
music  turn  Le  Meridien  into  an  industry 
star?  With  some  of  its  older  properties 
^^^  requiring   extensive 

renovations,  the  answer 
won't  be  evident  for 
several  years.  But 
Ziegler  is  confident  that 
she's  on  the  right  track. 
"Emotional  connections 
lead  to  loyalty,"  she 
says,  "and  loyalty 
leads  to  increased 
profitability."  ■ 
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Fear  &  Lo 
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Long  lines,  late  flights,  near  collisions— everyone  is  unha] 


one,  especially  not  the  FAA,  seems  able  to  do  anything  aboi 


WHEN  MARION  C.  BLAKEY  TOOK 
over  at  the  Federal  Aviation  Adminis- 
tration in  2002,  she  was  determined 
to  fix  an  air  travel  system  battered  by 
terrorism,  antiquated  technology,  and 
the  ever-turbulent  finances 
of  the  airline  industry.  Five 
years  later,  as  she  prepares 
to  step  down  on  Sept.  13,  it's  clear  she  failed.  Almost 
everything  about  flying  is  worse  than  when  she 
arrived.  Greater  are  the  risks,  the  passenger  head- 
aches, and  the  costs  in  lost  productivity.  Almost  ev- 
eryone has  a  horror  story  about  missed  connections, 
lost  baggage,  and  wasted  hours  on  the  tarmac.  More 
than  909,000  flights  were  late  through  June  of  this 
year,  twice  the  level  of  2002. 

And  if  you  think  the  Summer  from  Hell  is  over,  fasten 
your  seat  belt.  The  FAA  predicts  1  billion  passengers  a  year 
will  take  to  the  skies  by  2015,  a  36%  increase  from  the  cur- 
rent level.  FAA  officials  say  this  year's  Labor  Day  crunch 
could  become  an  everyday  flying  fiasco  within  eight  years, 
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costing  America's  economy  $22  billion  annij 
There  was  a  time  not  long  ago  when  the  head  of  tb  | 
would  be  the  last  person  you'd  expect  to  express 
doubts  about  potential  catastrophe.  Today,  Blakey 
abashed  about  the  rising  risk  of  flying.  There  have  bet 
incidents  so  far  this  year  where  planes  got  to<- 
to  each  other  or  to  objects  on  the  ground,  up 
297  in  the  same1  period  last  year.  On  Aug.  16 1| 
senger  jet  on  the  runway  at  Los  Angeles  Ir  J 
tional  Airport  came  within  just  37  feet  of  a  [ 
airliner— the  eighth  such  incident  this  year 
alone.  "While  it  is  the  safest  form  of  trans  J 
tion,"  Blakey  says,  "deep  in  your  heart  y<| 
know  that  [when  you're]  flying  at  30,000  fo 
no  safety  net  you're  counting  on  the  systj 
system  that  is  at  the  breaking  point." 
So  why  is  it  that  we  can  put  a  man  on  the  moon  bi  [ 
fry  him  from  Atlanta  to  Charlotte,  N.C.,  without  at 
two-hour  delay?  While  Blakey  bears  some  responsibi  j 
the  abysmal  state  of  air  travel,  she  follows  a  long  line 
chiefs  who  failed  to  put  much  of  a  dent  in  the  agency5 
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list.  It's  not  a  lack  of  money.  Last  year  the  FAA  did  not  spend 
all  of  the  money  it  was  allocated.  Nor  is  it  a  lack  of  knowhow. 
Existing  technology  could  easily  meet  the  demands  created 
by  the  exploding  number  of  fliers.  Nor,  for  that  matter,  is 
it  security  concerns.  Instead,  it's  a  fundamental  organiza- 
tional failure:  Nobody  is  in  charge.  The  various  players  in  the 
system,  including  big  airlines,  small  aircraft  owners,  labor 
unions,  politicians,  airplane  manufacturers,  and  executives 

Blakey  isn't  the  first  to  struggle 
as  head  of  the  agency.  "The 


FAA  as  currently  structured  is 


impossible  to  run  efficiently55  says 
one  former  administrator 


with  their  corporate  jets,  are  locked  in  permanent  warfare 
as  they  fight  to  protect  their  own  interests.  And  the  FAA,  a 
weak  agency  that  needs  congressional  approval  for  how  it 
raises  and  spends  money,  seems  incapable  of  breaking  the 
gridlock.  "The  FAA  as  currently  structured  is  impossible  to 
run  efficiently,"  says  Langhorne  M.  Bond,  administrator  of 
the  agency  from  1977  to  1981. 

When  no  one's  in  charge,  no  one  can  be  held  accountable. 
Small  aircraft  operators  blame  the  big  airlines  for  scheduling 
too  many  flights  out  of  the  major  airports.  The  big  carriers 
say  the  smaller  operators  aren't  paying  their  share  of  what  it 
takes  to  maintain  the  air  traffic  control  system.  The  control- 
lers complain  they  are  understaffed  and  underpaid,  and  that 


Blakey,  w 
down  as  f 
on  Sept.  ] 
Reagan  N 
Washingt 


their  facilities  need  repair.  The  FAA  says  it  needs  new  reve  | 
sources  to  invest  in  new  technologies.  Congress  says  the  J 
needs  to  manage  the  money  it  has  better.  And  passen  l 
blame  everybody  in  sight,  but  aren't  willing  to  spend  a  c  l 
more  on  tickets. 

Often  when  Blakey  meets  with  interest  groups— the  ail  l 
pilots'  lobby,  say,  or  an  aircraft  manufacturer— they  give  J 
a  metallic  airplane  pin.  Not  the  cheap  kind  friendly  stew  I 
esses  once  handed  children,  but  a  classier-loo!  J 
piece  of  jewelry.  Rather  than  risk  offending  an;  I 
by  seeming  to  take  sides,  she  wears  more  thaiiil 
at  a  time.  As  she  made  the  rounds  in  Washin  | 
last  week,  Blakey  sported  no 
fewer  than  three  passenger 
jets  and  a  pilotless  drone  on 
her  crowded  lapel.  Each,  fit- 
tingly enough,  was  flying  in 
a  different  direction.  "It's  a 
holding  pattern,"  she  says, 
only  half-joking.  In  a  couple 
of  weeks  she  is  going  to  hand 
out  her  own  pins  when  she 
becomes  the  new  chief  of  the 
Aerospace  Industries  Assn., 
yet  another  of  the  big  lobby- 
ing groups  with  a  stake  in  FAA 
decision-making. 

To  see  how  these  groups  paralyze 
the  FAA,  consider  the  fate  of  some  far- 
reaching  reform  proposals  that  would 
help  solve  the  congestion  problem.  One 
of  the  big  reasons  flying  is  so  miser- 
able is  because  airlines  schedule  more 
flights  at  desirable  times  than  airports 
can  handle— much  as  they  sell  seats  to 
more  passengers  than  their  planes  can 
hold.  On  a  typical  Tuesday  morning  in 
August  at  New  York's  John  F.  Kennedy 
International,  the  airport  has  enough 


Plenty  of  Blame  to  Go  Around 

Everyone  involved  with  the  emotion  system  1ms  high  expectations— 
and  little  willingness  to  compromise.  No  wonder  the  system  is  a  mess 


PASSENGERS 

VroV    All  they  want,  say 
n^    fliers,  is 

*       consistently  safe, 
on-time,  and  comfortable 
flights  at  convenient  times  and 
at  cheap  prices.  And  roasted 
peanuts.  Yet  they  complain 
when  flights  are  crowded,  and 
bristle  at  paying  more.  And 
woe  to  the  airline  that 
withholds  peanuts. 


AIRLINES 

The  carriers, 
unwilling  to  limit 
offerings,  schedule 
more  departures  than  airports 
can  handle.  This  has  boosted 
bottom  lines,  but  created 
runway  rage  among 
customers.  Airlines  oppose 
flight  restrictions  that  might 
ease  congestion. 


It 


UNIONS 

Air  traffic 
controllers 
complain  of 
overwork,  inadequate  pay,  and 
warn  of  facilities  in  disrepair. 
They  say  they  are  in  favor  of 
modernization-but  not  at 
their  expense. 


g       SMALL  PL 
AS     OWNERS 
|n^     Many  indu: 

"  players  cor 
that  weekend  flyers  am 
business  jet  owners  do 
their  Gulfstream-fuelei 
share  of  air  traffic  cost: 
FAA  Administrator  Blal 
to  get  high-fliers  to  por 
more,  they  sought  tote 
the  initiative  in  Congre: 


■■' 
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acity  for  around  44  departures  between  8  and  9  a.m.  But 
ines  schedule  57,  guaranteeing  delays,  even  under  perfect 
ditions. 

'he  carriers  are  well  aware  that  their  commitments  to  trav- 
s  are  often  impossible  to  keep,  but  they  make  them  anyway 
mse  they  like  to  give  passengers  what  they  want.  And 
yone  prefers  to  fty  in  the  morning  or  early  evening  so  they 
get  in  a  day  of  work  or  play  on  the  day  they  fly.  "We  don't 
:dule  flights  at  one  o'clock  in  the  morning  because  people 
't  want  to  travel  at  that  time,"  says  Peter  McDonald,  chief 
•ating  officer  of  UAL  Corp. 
ut  the  consequence  of  giving  customers  an  unrealistically 


high  number  of  flight  options  is  that  a  weather  delay  at  a  key 
airport  such  as  New  York's  LaGuardia,  Chicago's  O'Hare 
International,  or  Dallas-Fort  Worth  International  can  have  a 
cascading  effect  on  the  entire  system.  "You  can't  physically 
get  these  airplanes  out,"  says  Barrett  Byrnes,  a  controller  at 
JFK,  who  says  there  was  a  41/2-mile  long  taxi  line  at  the  airport 
on  the  night  of  Aug.  22.  "It  just  backs  up  into  the  next  hour 
and  gets  worse  and  worse  until  you  have  a  dysfunctional 
parking  lot." 

One  victim  of  this  type  of  congestion  is  Richard  P.  Coorsh, 
vice-president  for  communications  at  the  Federation  of 
American  Hospitals.  His  8  p.m.  flight  from  LaGuardia  back 


CONGRESS 

Politicians  in 
3  Washington  are 

happy  to  bond 
lying  public  in 
)g  the  air  traffic 
ost  just  lack  the 
to  do  anything  about 
iss  has  been  reluctant 
ghts  and  to  close 
facilities  that  provide 


+  COMMUNITY 

•  %&   GR0UPS 

ji'fin    People  want  the 
convenience  of 
having  an  airport  nearby  but 
complain  about  aircraft  noise. 
Local  opponents  regularly 
challenge  airport  expansions 
on  environmental  grounds, 
often  leading  to  decades  of 
project  delay. 


a       LOCAL 
yW\  GOVERNMENTS 
m    «  Airport  authorities, 
^^^^  aware  of  shortages 
in  runways  and  gate  space,  are 
unwilling  or  unable  to  spend 
the  money  to  expand  and  risk 
public  disapprovai.  Prodigious 
thumb-twiddling  and  study- 
launching,  rather  than  actual 
building,  often  rules  the  day. 


FAA 

s§L*^     The  Federal 
\       Aviation 

Administration 
wants  a  system  overhaul  but  is 
almost  powerless  to  impose  any 
big  fix.  The  regulatory  weakling 
has  no  borrowing  authority.  It 
can't  compel  changes  in  airline 
overscheduling  and  lacks  clout 
to  drive  consensus  throughout 
government  and  industry. 
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home  to  Washington  in  early  August  stood  on  the 
tarmac  for  nearly  four  hours  before  departure.  "My 
next  trip  to  New  York  will  be  on  Arntrak,"  says 
Coorsh,  who  used  to  be  a  regular  on  the  air  shuttle 
between  the  two  cities. 

In  the  short  term,  the  most  effective  way  to  solve 
the  congestion  problem  would  be  for  Congress 
to  authorize  auctioning  off  the  right  to  fly  into 
overburdened  airports— a  move  that  would  allow 
the  FAA  to  limit  the  number  of  takeoffs.  The  rights 
could  expire  every  few  years,  opening  up  the  mar- 
ket to  competitors,  while  the  money  raised  could 
pay  for  airport  improvements.  Underbidders  could 
schedule  more  flights  at  smaller,  less  crowded  air- 
ports or  at  off  hours.  "If  we  auctioned  off  the  space 
at  the  10  worst  airports,  it  would  go  a  long  way 
towards  fixing  the  national  problem,"  says  George  Donohue, 
a  former  FAA  official  who  now  teaches  engineering  at  George 
Mason  University. 

But  the  airline  industry,  which  is  just  now  getting  back  on 
its  feet  after  a  horrible  few  years  of  losses,  layoffs,  bankrupt- 
cies, and  restructurings,  opposes  the  idea.  Auctions  would 
raise  costs  for  the  carriers,  who  have  fought  their  way  back 
to  solvency  by  economizing  on  customer  service.  It  is  now 
considered  unlikely  that  Congress,  which  took  away  the  fed- 
eral bureaucratic  authority  over  routes  and  pricing  when  it 
deregulated  the  airline  industry  in  1978,  will  consider  the  auc- 
tion proposal  this  year.  "If  you  can't  deal  with  scheduling," 
observes  former  Transportation  Dept.  inspector  general  Ken 
Mead,  "you  don't  have  as  much  authority  as  people  think." 

The  best  way  to  relieve  congestion  over  the  long-term— and 
to  improve  safety— is  to  rebuild  the  nation's  air  traffic  control 
infrastructure.  Pretty  much  everybody  agrees  that  today's 
system  would  be  more  at  home  in  the  Smithsonian  Institution 
than  running  the  world's  largest  and  busiest  air  traffic  net- 
work. Indeed,  the  system  is  based  on  decades-old  technology 
and  relies  on  radar  beacons  and  squawking  flight  controllers. 
Pilots  fly  FAA-determined  routes  that  are  based  largely  on 
where  bonfires  and  electric  beacons  were  built  in  the  early 
days  of  aviation,  the  better  to  guide  the  air  mail  pilots  of  the 
1920s  as  they  crisscrossed  the  country,  navigating  by  sight. 


DIGITIZATION?  The  entire  network  runs  on 
software  known  as  Jovial,  so  old  there  are 
only  six  programmers  in  the  country  who 
know  how  to  write  it.  And  incredible  as  it 
seems,  family  minivans  with  NavStar  have 
more  sophisticated  location  guidance  than 
some  aircraft. 
The  FAA  has  been  trying  to  shift  to  a 
satellite-based  system,  as  well  as  better  computer  and  au- 
tomated communications  networks,  since  the  1980s.  But 
this  rational,  not  particularly  controversial  goal  has  been 
difficult  to  achieve  because  the  agency  has  to  please  so  many 
constituencies.  Ask  Charles  Leader,  a  former  McKinsey  & 
Co.  consultant  and  aircraft  industry  executive  who  heads 
the  Joint  Planning  &  Development  Office,  a  consortium  of 
seven  government  offices,  which  is  charged  with  designing 
what  the  FAA  calls  its  Next  Generation  Air  Transportation 
System  (NextGen).  The  new  system  would  allow  planes  to  fiy 
straighter  paths,  closer  together,  even  in  bad  weather,  freeing 


; 


Auctioning  takeoff  slots  at  the 
nation's  busiest  airports  would 
help  ease  congestion,  but  the 
airlines,  still  reeling  from  years 
losses,  balk  at  the  increased  cos> 


up  space  in  the  air  and  reducing  work  for  the  contrc 
It's  expected  to  cost  upward  of  $44  billion— half  paid  b 
government  for  facilities,  half  by  airplane  owners  for  go 
the  planes.  The  catch:  The  current  completion  date  is  I 
estimated  to  be  2025.  As  a  result,  Leader  talks  not  in 
but  in  "epochs."  The  parties  involved  include  the  FAA,  r 
and  the  Transportation,  Defense,  Homeland  Security 
Commerce  Depts.,  along  with  the  White  House.  "It's 


Untangling 
The  Traffic  Jam 
In  the  Air 


U 


OST  IN  ALL  THE  HAND-WRINGING  over  how  to  fix  the 

skies  is  one  simple  fact:  The  technology  already  exi 
make  flying  simpler,  safer,  and  more  efficient.  It's  an 
luse  now  at  some  airports.  United  Parcel  Service  anr 
use  state-of-the-art  satellite  navigation  to  guide  planes  to ; 
consolidation  centers.  Australia  and  China  are  also  stream 
the  U.S.  with  next-generation  flight-control  systems. 

Planes  in  the  air  in  the  U.S.  today  rely  on  an  archipelag  | 
control  centers,  radar  towers,  and  radio  beacons  that  dot 
continent.  Once  the  aircraft  are  beyond  the  range  of  runw> 
towers,  they  are  tracked  by  a  series  of  facilities  along  thei 
locate  a  plane,  radar  dishes  sweep  the  skies  about  every 
seconds— though  it  can  take  10  seconds  or  longer.  Nearc 
three  such  towers  may  be  needed  to  get  a  precise  fix  on  '<. 
plane.  To  confirm  critical  details— the  plane's  identity,  de:- 1 
position,  and  speed-controllers  and  pilots  chatter  back.  | 

Today's  system  is  reliable  and  safe.  But  it's  imprecise, 
towers  are  costly  to  build  and  maintain.  The  FAA's  sweep 
NextGen  program  would  shutter  at  least  one  third  of  its  5 
air  traffic  facilities  while  migrating  to  a  better  system.  Th< 
cornerstone  is  called  ADS-B,  for  automatic  dependent  si  1 
broadcast,  which  gives  every  plane  its  own  digital  brain  i  j 
Using  GPS,  the  plane  constantly  transmits  its  position,  s| 
direction,  and  destination  to  other  planes  and  ground  co 
diagram  to  the  right  shows  how  this  works.       -Adam  / 
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lenging,"  Leader  says.  "Not  because  anyone  is  against  it. 
re  are  just  so  many  agencies." 


rHESE  AGENCIES  are  battling  over  many  key 
details.  The  new  system  would  require  a  com- 
mon source  for  weather  information,  for  exam- 
ple. The  FAA  is  interested  in  national  weather 
for  the  skies,  of  course.  The  U.S.  Air  Force  has 
a  similar  interest  but  is  thinking  globally.  The 
U.S.  Navy  is  interested  in  oceanic  weather.  The 
National  Weather  Service  must  take  into  con- 
ration  all  modes  of  transportation  and  people  on  the  ground. 
FAA  wants  to  share  the  information  the  system  generates, 
br  the  military  it  becomes  a  strategic  advantage,  and  so  the 
sd  services  don't  want  some  data  made  public.  "We're  not 
ng  about  moon  shots  and  breakthrough  science,"  Leader 
.  But  "different  users  want  different  functions," 
he  FAA  can  point  to  some  tentative  progress.  By  the  end 
ugust  it  was  expected  to  announce  a  $1  billion  contract 
lM  one  of  the  first  stages  of  this  new  air  traffic  system,  a 
s  of  ground  facilities.  Until  the  FAA  can  achieve  consen- 


sus on  other  parts  of  the  system,  however,  carriers  are  largely 
holding  back  on  investing  up  to  $600,000  per  aircraft.  It  is 
not  hard  to  understand  their  reluctance  to  pay  up  for  the  new 
technology.  After  losing  more  than  $43  billion  between  2002 
and  2005,  the  U.S.  airline  industry  swung  to  a  profit  only  last 
year,  earning  $3  billion. 

Paying  for  NextGen  has  proven  so  incendiary  and  difficult 
to  manage,  in  fact,  that  it  is  likely  to  become  one  of  the  hottest 
topics  when  Congress  returns  in  September.  Much  of  the  FAA's 
money  now  comes  from  the  7.5%  tax  on  airline  tickets.  When 
airfares  fell  in  the  wake  of  the  September  11  traffic  slump,  so 
did  the  system's  revenues.  Cyclical  swings  in  the  airline  in- 
dustry have  often  buffeted  agency  finances,  and  rather  than 
subject  the  agency  to  major  turns  in  the  marketplace,  Blakey 
wanted  a  stable  source  of  income  for  her  long-term  vision. 

The  FAA  administrator  still  views  her  solution— a  formula 
that  would  charge  every  aircraft  operator  a  variety  of  user 
fees— as  a  rational  proposition.  A  small  plane,  after  all,  can 
require  as  much  time  from  a  controller  as  a  jumbo  jet;  costs 
to  users  should  be  aligned  with  individual  costs  of  using  the 
service.  And  small  craft  account  for  16%  of  the  system's  oper- 
ating cost,  while  only  paying  3%,  so  it  seemed  only  fair.  With- 
out user  fees,  she  argues,  the  agency  simply  can't  afford  the 
new  air  traffic  system.  "This  is  not  a  free  utility,"  she  says. 


•TODAY:  RADAR  &  VOICE 

Air  flight  control  relies  on  a  vast  network  of 
control  centers,  radar  towers,  and  radio 
beacons.  Pilots  and  controllers  maintain 
constant  voice  contact  as  the  plane  follows 
circuitous,  decades-old  flight  paths. 

•  TOMORROW:  GPS  AND  3D 

Using  GPS  and  advanced  avionics,  the  FAA's 
NextGen  system  lets  a  plane  talk  to  other 
aircraft  and  control  stations.  Every  plane 
scans  the  skies  for  aircraft  that  are  too  close 
or  whose  flight  paths  may  intersect.  Updated 
each  second,  the  system  gives  pilots  and 
controllers  a  3D,  God's-eye  view  of  air  traffic, 
terrain,  and  even  the  weather. 

•  FASTER,  STRAIGHTER,  DENSER 

With  enhanced  awareness,  planes  can  fly  closer 
together.  By  reducing  the  distance  between  jets, 
more  aircraft  will  fit  into  the  sky  lanes  they 
follow  today  and  more  lanes  can  be  added.  GPS 
allows  planes  to  fly  straighter  routes,  too.  From 
New  York  to  Boston,  for  example,  a  direct  route 
could  cut  fuel  consumption,  mileage,  and  flight 
time  by  about  30?/o. 

•  TAKEOFF  &  LANDING 

Instead  of  descending  in  steps,  burning  fuel  as 
the  plane  circles  and  waits  to  land,  pilots  using 
NextGen  could  descend  on  a  straight  flight 
path  with  minimal  engine  thrust.  On  the 
ground,  GPS-equipped  trucks  and  baggage 
carriers  would  be  visible  to  cockpit  computers. 
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A  controller  at  LAX 
monitors  air  traffic 
using  "flight  progress 
strips"  and  radar 


GETTING  WORSE 

As  more  planes  arrive  late. 
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AIRLINES  cheered.  After 
all,  they  consider  their 
97%  burden  unfair.  But 
private  aircraft  owners  re- 
volted. The  Aircraft  Own- 
ers &  Pilots  Assn.  (AOPA) 
barnstormed  newspaper 
offices  and  radio  stations 
to  drum  up  opposition  to  the  FAA  plan.  The 
National  Business  Aviation  Assn.,  mean- 
while, enlisted  a  wide  range  of  players  who 
depend  on  smaller  planes,  from  rural  airport 
authorities  and  air  ambulance  charities  to 
hobbyists  and  corn  growers.  The  average 
citizen,  after  all,  might  sympathize  more  with 
a  farmer  than  a  corporate  flier.  The  result 
was  an  Alliance  for  Aviation  Across  America, 
which  soon  had  enough  money  for  its  own 
ads.  They  popped  up  on  CNN's  screens  at 
gates  in  airports  all  summer,  the  better  to 
catch  passengers  at  their  most  distressed. 
The  ads  accused  the  big  airlines  of  being 
"hungry  for  another  billion-dollar  handout," 
and  warned  that  user  fees  "would  ground 
general  aviation  and  cut  off  rural  America." 
From  Kansas  to  Kentucky,  letters  and  e-mail 
messages  flooded  offices  on  Capitol  Hill. 

Congress  heard  the  message.  Blakey  now 
wishes  she'd  at  least  called  the  user  fees 
by  some  other  name.  "I  really  underestimated  how  difficult  it 
would  be  to  change  the  financial  system  of  this  agency,"  she 
tells  BusinessWeek. 

Time  is  running  out  to  resolve  this  dogfight.  By  law,  the  cur- 
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...and  more  passengers  are  getting 
bumped  off  overbooked  flights 
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rent  method  of  taxing  passenger  tic 
which  must  be  renewed  every  four  3 
expires  on  Sept.  30.  If  Congress  fa 
renew  it,  agree  to  user  fees,  or  arrive 
compromise  method  of  steering  rr 
to  the  FAA,  the  agency  will  be  faced 
a  shortfall.  Some  members  of  Con 
say  they  are  unwilling  to  give  Blake 
user  fees  she  wants,  especially  wb 
isn't  clear  to  them  what  the  FAA  inter 
deliver  in  return.  "The  Administratioj 
we  need  to  implement  the  next  gene> 
system,  but  they  haven't  laid  it  out,' 
Representative  Jerry  F.  Costello  (I 
chairman  of  the  House  aviation  sul 
mittee.  "They  haven't  even  design 
The  FAA  should  show  us  exactly  whatij 
going  to  get  for  our  money." 

Of  course,  it's  easier  to  criticize  mi:| 

than  to*  agree  to  remedies.  In  respoii 

major  service  meltdowns  such  as  thd 

that  afflicted  American  Airlines  last  D 

ber  and  JetBlue  Airways  over  Valei 

Day  weekend,  Congress  has  debated 

senger  bill  of  rights  that  would,  for  exr 

require  airlines  to  let  passengers  e? 

plane  if  they're  likely  to  be  stuck  for 

than  three  hours  on  the  ground.  B 

airlines  are  opposed  to  it,  and  the  prop 

unlikely  to  go  anywhere. 

While  congressional  representatives  like  to  win  point 
constituents  by  bashing  the  air  travel  system,  they  somt 
block  the  FAA's  reform  efforts  because  of  old-fashion 
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cal-interest  politics.  Resistance  can  be  so  intense 
that  Blakey— who  has  come  to  the  conclusion 
that  the  FAA  needs  to  close  more  than  one-third 
of  its  500  air  traffic  facilities  around  the  coun- 
try—now views  a  special  commission,  like  the 
one  that  decided  which  military  bases  to  shutter, 
as  the  only  way  to  overcome  parochial  politics 
and  achieve  efficiencies. 

Similar  pressures  complicate  efforts  to  build 
new  runways,  another  problem  that  contributes 
to  congestion.  Only  one  major  U.S.  airport, 
Denver  International,  has  been  built  in  the  last 
20  years.  Existing  airports  do  indeed  sprout 
new  runways,  with  help  from  some  $3  billion 
in  airport  improvement  funds  doled  out  by  the 
FAA  each  year.  But  many  experts  say  there  aren't 
enough,  and  the  pace  of  construction  isn't  even 
keeping  pace  with  the  acceleration  in  traffic. 
"It's  all  about  the  runways,"  says  Phil  Boyer, 
president  of  the  AOPA.  "We've  got  plenty  of  sky." 
Building  new  runways  typically  involves  a  con- 
tentious battle  between  community  groups  over  noise  and 
air  quality  concerns— yet  another  example  of  government's 
paralysis  in  the  face  of  countervailing  pressures. 

If  she  could,  Blakey  says  she'd  redesign  more  than  run- 
ways or  air  traffic  control.  She'd  also  redesign  the  FAA,  giving 
it  power  to  borrow  money,  to  assess  airlines  fees  for  flights  at 
peak  hours,  and  to  hold  auctions  on  schedules.  She'd  have  an 
independent  commission  to  close  unneeded  facilities.  All  of 
this  is  hard  to  do,  of  course,  in  the  real  world. 

In  one  of  her  final  trips  as  administrator,  Blakey  jetted  to 
Los  Angeles  on  Aug.  22,  just  five  days  after  the  airport's  most 


recent  collision.  Posing  in  front  of  a  school  near  an  LAX  f 
path,  Blakey  announced  a  new  round  of  federal  dollar 
soundproofing  homes  in  the  neighborhood  and  lobbied 
authorities  to  redesign  the  runways  at  the  airport.  But  r? 
than  agreeing  to  a  long-debated  runway  redesign,  the 
airport  authority  bowed  to  pressure  from  community  a 
ists  and  voted  to  fund  a  study— the  sixth— on  remodelin; 
isting  runways.  Yet  again,  a  step  toward  a  more  efficienl 
safe  air  traffic  system  seemed  stuck  at  the  gate.  ■ 

-  With  Diane  Brady  and  Brian  Hindo  in  New 
and  Michael  Arndt  in  Ch> 


That  Championship  Season 

A  Stacked-  Up  Runway  of  Dubious  Distinctions 


•  WORST  NEW  RECORD  IN  THE  HISTORY  OF  AVIATION 

On-time  performance  hit  all-time  lows  this  year.  68%  of  flights 
arrived  on  time  in  June,  2007,  down  from  78%  in  June,  1998. 

•WORST  FLIGHT 

Atlantic  Southeast  flight  4104  had  24  scheduled  departures 
in  June  at  7:38  p.m.  from  Atlanta  to  Chattanooga.  It  didn't 
leave  on  time  even  once-and  the  flight  arrived  an  average  of 
2  hours  and  23  minutes  late.  Given  the  54-minute  flight  time, 
it  would  take  an  hour  and  15  minutes  less  to  drive. 

•  WORST  BAGGAGE  HANDLERS 

In  the  first  half  of  this  year,  American  Eagle  has  flown  about  9 
million  people  and  lost  nearly  132,000  of  their  bags.  For  the 
regional  carrier,  that  means  that  roughly  every  other  flight,  at 
least  one  bag  will  get  lost. 

•WORST  TIME  TO  FLY 

Evenings,  specifically  between  8  and  9.  Over  the  past  year,  half 
of  all  flights  in  the  U.S.  set  for  departure  during  that  hour  were 
delayed.  In  New  York,  fully  two-thirds  of  departures  were 
delayed. 


•WORST  CARRIER 

Atlantic  Southeast,  a  regional  Delta-feeder  based  in  Atlanta,  j 
Just  64%  of  its  flights  arrive  on  time,  dead  last  among  major  j 
carriers.  (Hawaiian  is  the  best,  with  93%  of  flights  on  time. 
Aloha!) 

•WORST  AIRPORT 

Chicago's  O'Hare.  So  far  this  year  only  64.3%  of  flights  have 
departed  on  time  from  O'Hare,  lowest  among  large  airports. 
New  York's  JFK  is  a  close  second  (65.8%  on-time  departures 
and  Newark  (65.9%)  runs  third. 

•WORST  HOMECOMING 

Passengers  on  Continental  flight  1669  from  Caracas  to 
Newark  got  a  rude  welcome  home  earlier  this  year.  The  piar 
was  diverted  to  Baltimore,  where  it  sat  on  a  runway  for  five 
hours.  Passengers  started  banging  on  overhead  bins  in 
protest.  They  were  finally  allowed  to  leave  the  plane-but  th 
were  detained  and  questioned  by  police  in  a  holding  roomf 
two  hours.  They  did  eventually  make  it  back  to  Newark,  abo 
nine  hours  behind  schedule. 


Data:  US  Transportation  Dept  (includes  statistics  through  June  07).  BusinessWeek 
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Hope  is  always  good.  But  more  than  ever,  investors  are  realizing  the  importance  of  creating  a  well-diversified  investment 


litrategy— and  sticking  to  it.  For  over  109  years,  Nuveen  Investments  has  offered  the  solutions  you  need  to  help  control 
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Smarter  ways  to  be  conservative? 


There  are  risks  in  any  investment,  and  it  is  important  to  evaluate  the  risks  against  any  potential  rewards 
and  to  determine  your  tolerance  for  risk  when  selecting  an  investment.  ©2007  Nuveen  Investments,  Inc. 


PULLING  STRINGS 

Lisa  Brummel's 
efforts  have  slowed 
turnover  at  Microsoft 


inaging 


Human  Resources 


iow  to  Make  a 
i/licroserf  Smile 

Tiile  Google  was  turning  heads  with  its  employee  perks. 
1  unlikely  manager  took  on  morale  in  Redmond 


MICHELLE  CONLIN 
)  JAY  GREENE 

^^  TEVEN  A.  BALLMER  HAD 

^^^^r    an  epic  morale  problem 

j^^^      on  his  hands.  Microsoft 

^k  Corp.'s    stock   had   been 

/^^^^^  drifting  sideways  for  years, 

n^fl  W  and  Google  envy  was  ram- 

•SB^^  pant    on    the    Redmond 

h.)  campus.  The  chronically  delayed 

ows  Vista  was  irking  the  Microserfs 

ackening  their  oudook.  So  was  the 

)tion  that  their  company  was  flab- 

ddle-aged,  and  unhip. 

lmer  decided  he  needed  a  new  hu- 

resources  chief,  someone  to  help  im- 

the  mood.  Rather  than  promoting 

R  professional  or  looking  outside, 

rned  to  perhaps  the  most  unlikely 

date  on  his  staff,  a  veteran  product 

ger  named  Lisa  Brummel. 

one  was  more  stunned  than  Brum- 

rhe  47-year-old  executive  is  about 

HR  as  you  can  imagine.  She  shuns 

:ss  books  (her  taste  runs  to  historical 

tion);  she  takes  the  bus  to  work  (us- 

20-minute  ride  to  zone  out);  and 

irdrobe  (shorts  and  sneakers)  is  in 

it  violation  of  the  HR  fashion  police. 

en  Ballmer  floated  the  HR  job  in 

2005,  Brummel  said:  No  way.  But 

:r  wasn't  about  to  take  no  for  an 

Picking  up  a  traveling  golf  put- 


ter, the  Microsoft  chief  started  taking  it 
apart  as  he  barreled  around  Brummel's 
office,  hammering  home  why  she  was  the 
perfect  candidate.  As  an  outsider  unsul- 
lied by  HR  dogma,  he  said,  she'd  bring  a 
fresh  approach.  Besides,  Ballmer  argued, 
Brummel  was  hugely  popular  and  had 
the  people  skills  to  get  the  job  done.  The 
two  went  back  and  forth,  with  Ballmer 
slapping  Brummel's  whiteboard  for  em- 
phasis and  Brummel  parrying  with:  "But 
I  love  doing  products."  After  more  than 
two  hours,  Ballmer  ended  the  meeting. 
By  then  the  putter  was  in  pieces.  "Sorry 
about  the  golf  club,"  he  said. 

Brummel  was  deeply  conflicted.  She 
had  built  a  solid  career  developing  soft- 
ware, getting  customer  feedback,  launch- 
ing it,  and  then  making  revisions.  HR  was 
foreign  territory.  Yet  she  loved  Microsoft 
and  recognized  the  internal  challenges 
that  the  company  was  facing.  By  the  next 
morning,  she  had  relented.  She  called 
Ballmer  and  told  him:  "I'm  in." 

Over  the  next  two  years,  Brummel 
tore  up  Microsoft's  HR  playbook.  In  the 
process,  she  has  begun  to  sculpt  a  new 
HR  that  is  junking  a  one-size-fits-all  ap- 
proach for  a  system  tailored  to  the  needs 
of  individual  employees.  In  Brummel's 
HR,  her  people  are  supposed  to  act  less 
like  cops  and  more  like  concierges. 

With  Microsoft's  dormant  stock,  Brum- 


1 


mel  can  do  only  so  much  to  boost  morale. 
But  her  approach  seems  to  be  resonating. 
She  has  made  the  annual  performance 
review  more  equitable,  introduced  new 
perks,  including  a  service  that  sends  doc- 
tors to  employees'  homes  in  cases  of 
emergency,  and  won  plaudits  for  making 
HR— once  widely  considered  a  shadowy 
politburo— more  transparent  and  consul- 
tative. "From  the  beginning,"  says  Julie 
Madhusoodanan,  a  lead  software  tester  in 
the  Windows  division,  "Lisa  was  all  about 
'We're  here  to  serve  you.' " 

TOWEL  TUMULT 

LIKE  MANY  REVOLUTIONS,  the  one  at 
Microsoft  began  with  a  political  miscal- 
culation. One  day  in  the  summer  of  2004 
employees  arrived  to  discover  that  the 
towels  had  vanished.  Long  provided  in 
locker  rooms  adjoining  the  company's 
underground  garages,  they  were  a  decid- 
edly threadbare  perk.  But  for  the  legions 
who  cycled  to  work  through  the  Seattle 
drizzle,  the  towels  had  become  an  en- 
titlement. Now  they  were  gone,  yanked 
by  some  faceless  HR  functionary  bent 
on  saving,  as  one  employee  put  it,  "like, 
0.000001%  of  earnings  per  share." 

HR  manager  Anne  Ensminger  thought 
the  towels'  disappearance  "wouldn't 
even  be  a  blip."  Instead,  irate  employees 
mobbed  blogs  and  message  boards.  One 
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post  ranted:  "It  is  a  dark  and  dreary  day 
at  One  Microsoft  Way.  Do  yourself  a  favor 
and  stay  away."  Inside  HR,  the  rank-and- 
file  rebellion  was  deemed  ridiculously 
over  the  top.  "It  was  like  we  were  taking 
away  90%  of  their  base  salary,"  says 
Ensminger.  But  the  vociferousness  of  the 
attacks  shocked  senior  executives. 

Management  knew  morale  was  bad. 
After  all,  many  employees'  options  were 
under  water.  And  Google  Inc.  was  getting 
all  the  press  as  a  paradise  with  free  food 
and  cushy  perks.  But  Microsoft  offered 
its  own  gold-plated  bennies— free  health 
care,  for  one— that  actually  put  Google's 
largesse  in  the  shade.  Why  was  this  not 
registering  with  employees?  Why  had 
turnover  crept  up  from  6.7%  in  2002  to 
9.4%  by  2004? 

Ballmer  needed  to  make  a  big  state- 
ment. So  he  named  Brummel  HR  chief 
and  telegraphed  to  employees  that  she 
would  be  his  consigliere  of  happiness. 

STRAIGHT  SHOOTER 

WITH  BRUMMEL,  Ballmer  had  the  mav- 
erick he  was  looking  for.  From  an  early 
age,  she  was  always  giving  things  her 
own  twist,  like  pairing  yellow  shoelaces 
with  purple  Converse  sneakers  in  grade 
school.  After  earning  a  sociology  degree 
from  Yale  University,  Brummel  also  con- 
sidered going  to  work  for  Hewlett-Pack- 
ard, Tandem,  and  Ernst  &  Young. 

She  decided  on  Microsoft  because  on 
her  interview  she  spotted  a  long-haired 
coder  walking  around  with  no  shoes. 
"I  knew  I  could  be  myself  here,"  says 
Brummel,  who  has  raised  two  twenty- 
something  daughters  with  her  partner. 
Brummel  went  on  to  earn  a  reputation  as 
a  superb  leader  in  a  company  where  soft- 
ware developers  usually  did  the  bossing 
and  real  managerial  prowess  was  rare. 

One  of  her  first  acts  as  HR  chief  typi- 
fied her  style:  She  cemented  a  reputation 
as  a  no-B.S.,  jargon-allergic  truth-teller 
when  she  admitted  in  an  interview  on 
Microsoft's  video  blog,  Channel  9,  that 
she  read  the  ultracritical  Mini-Microsoft 
blog  posted  by  an  anonymous  but  influ- 
ential insider.  The  admission  gave  her 
instant  credibility  among  staffers,  who 
were  already  glued  to  the  site. 

But  in  her  first  weeks  as  HR  chief, 
Brummel  felt  as  though  she  were  flying 
at  night  without  instruments.  At  first 
she  was  receiving  about  two  e-mails 
a  day  from  employees.  "There  was  no 
communication  with  employees— none," 
she  says.  "It  was  a  gulf."  Internal  sur- 
veys—which at  most  companies  help 
inform  HR  policy— presented  a  picture 
of  a  happy,  contented  workforce.  Brum- 


mel didn't  buy  the  rosy 
findings.  "People  weren't 
connected  to  the  com- 
pany or  our  mission  any- 
more," she  says. 

Brummel  didn't  want 
to  follow  the  usual  HR 
script:  benchmark- 
ing best  practices  and 
imposing  them  on  the 
company.  "Before  you  go 
running  off  campus,"  she 
told  herself,  "you  should 
know  what's  going  on  on 
campus." 

So  she  launched  a 
listening  tour,  holding 
town  hall  meetings  from 
Redmond  to  Banga- 
lore to  London.  Brum- 
mel half  expected  to  be 
pelted  with  rotten  toma- 
toes. In  fact,  employees 
were  heartened  that  the 
Wizard  was  stepping  out 
from  behind  the  curtain. 

Brummel  started  an  internal  blog  to 
get  people  talking  and  created  a  portal 
on  the  intranet  where  people  could 
suggest  solutions  to  HR  shortcomings. 
She  held  focus  groups  and  mined  her 
network  of  on-the-ground  intelligence 
agents:  the  people,  from  managers  to 
coders,  she  had  come  to  know  since 
joining  the  company  in  1989. 

Time  and  again,  Brummel  heard  the 
same  refrain:  HR  was  a  black  box;  it 
had  to  open  up  and  get  employee  input. 
People  loathed  the  forced  curve  in  perfor- 
mance reviews.  They  wanted  clarity  on 
compensation,  more  direction  on  how  to 
get  promoted,  and  better  managers. 

They  were  fed  up  with  the  nickel-and- 
diming  on  creature  comforts.  How  could 
a  company  headquartered  near  Seattle, 
home  of  all  things  barista,  serve  industri- 
al-grade sludge  in  do-it-yourself  makers 
that  belonged  in  a  mess  hall?  "The  coffee 
was  just  really,  really  bad,"  says  corpo- 
rate Vice-President  Chris  Capossela. 

In  May,  2006,  Brummel  went  live  with 
a  reimagined  HR,  dubbed  myMicrosoft 
1.0.  She  signaled  her  intention  to  offer 
regularly  timed  software-style  upgrades 
that  she  hoped  would  keep  pace  with  a 
changing  workplace.  "It's  the  same  way 
we  talk  to  our  customers,"  she  says.  "We 
don't  let  a  product  live  for  10  years.  We 
take  feedback,  we  make  improvements." 

Nothing  got  people  buzzing  more  than 
Brummel's  overhaul  of  the  performance 
review.  Employees  dreaded  Microsoft's 
ranking  system  for  all  the  usual  reasons: 
It  pitted  co-workers  against  one  another 


i 

at  a  time  when  the  company  neede    '■■>• 
more  collaborative;  it  was  unfair;  il 
frank  evaluations  less  likely. 

Here  Brummel  faced  a  political  thi 
Ballmer  was  the  godfather  of  the 
curve,  believing  that  differentiatioi 
ing  a  few  people  the  top  grade,  t 
pass,  and  laggards  failing  marks— \ 
key  to  Microsoft's  we-take-the-hills  c 
And  when  Brummel  broached  d 
the  curve,  it  was  his  turn  to  say  "N< 
More  yelling  ensued  as  they  dai 
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Chief 

Happiness 

Officer 

How  Brummel  is  making 
Microsoft  a  better  place 

RECRUITING...AND 
RE-RECRUITING  Microsoft's  old 
recruiting  center  was  a  festival  of 
taupe-and-brown,  with  wood  paneling 
and  fraying  carpet.  Blech.  Brummel 
has  redone  the  place,  complete  with 
concierge,  Xbox  lounge,  and  stacks  of 
snacks.  And  why  save  your  best  moves 
for  the  new  blood?  Brummel  is  also 
teaching  managers  how  to  re-recruit 
the  superstars  MS  doesn't  want  to  lose. 

THE  FLEXIBLE  WORKPLACE  Nearly 
every  Microserf  gets  a  private  office. 

lmel  is  creating  Microsoft's  next-generation  workspace:  the  elastic,  meet-my-mood 
hybrid  workplace  of  sliding  doors,  movable  walls,  and  urban-loft-like  spaces 

individual  needs.  Spaces  can  be  opened  up  and  buttoned  back  together  depending 

>ed  for  privacy  or  collaboration. 

IS  The  company's  coffee  belonged  in  a  jailhouse  or  bus  station.  Brummel  has 
ng  love  by  introducing  458  new  Starbucks  i-cup  machines.  She  also  has  brought 

service,  hired  local  restaurants  to  provide  cafeteria  food  and  deskside  lunch 
and  kicked  off  Mobil  Medicine,  where  doctors  make  house  calls  to  Microsofties  to 
out  of  emergency  rooms.  What's  next?  Free  shuttle  bus  service  and  maybe-just 

e  lunch. 


tut  of  each  other's  adjacent  offices, 
crosoft  has  always  had  two  rank- 
one  measuring  annual  performance 
me  that  captures  long-term  poten- 
^  forced  curve  applied  to  both.  To 
allmer  on  board,  Brummel  created 
system  that  preserved  the  positive 
ts— grades  and  the  chance  for  stars 
bigger  paychecks— while  cancel- 
it  the  negatives.  No  longer  would 
irst  ranking— employee's  yearly 
•mance— be  subject  to  the  curve, 
and  bonuses  would  be  tied  to  that 
Bosses  would  have  freedom  to 
)ut  whatever  grades  they  wanted, 
ig  less  likely  the  excuse  so  many  of 
/e  heard:  "I  really  wanted  to  give 
4.  But  I  had  the  curve,  so  I  had  to 
«  a  3." 

second,  long-term  potential  rank- 
.'termines  stock  awards.  A  terrific 
er  who  goes  to  a  struggling  divi- 
ight  get  a  lower  grade  on  the  first 
g  but  would  get  stock  for  his  or 
tential  to  turn  things  around.  "We 
|ive  a  weird  system  that  celebrates 
Ividual  devoid  of  the  team,"  says 


Mini-Microsoft.  "But  now  it's  not  so 
much  of  a  knife  fight  when  you're  doing 
your  best  to  defend  your  people." 

HOUSE  CALLS 

BRUMMEL  WON  an  easy  PR  victory  by 
restoring  the  towels.  But  she  knew  she 
needed  to  offer  more.  One  of  her  signa- 
ture initiatives  is  Mobil  Medicine,  where 
the  company  dispatches  doctors  to  an 
employee's  home  in  case  of  emergency. 
The  night  before  Real  Estate  and  Facilities 
Director  Susan  Wagner  was  set  to  leave 
on  a  business  trip,  her  toddler  came  down 
with  a  fever.  A  doctor  was  at  her  house 
within  two  hours  and  diagnosed  the  flu. 
"There  was  no  way  I  could  have  gone  on 
that  trip,"  says  Wagner,  "if  I'd  been  up  all 
night  waiting  in  the  emergency  room." 
Brummel  estimates  Mobil  Medicine  will 
save  the  company  $1  million  this  year. 

Sometimes  it  seemed  as  if  Brummel 
were  taking  her  cues  from  a  certain  Mi- 
crosoft rival.  Google  gives  discounts  on 
hybrid  cars.  So  does  Microsoft.  Google's 
restaurants  use  locally  grown  food.  Mi- 
crosoft employees  can  now  get  eats  from 


some  of  their  favorite  restaurants— either 
in  the  cafeteria,  where  these  eateries 
have  set  up  shop,  or  delivered  to  their 
desks.  Google  has  free  shuttle  bus  service. 
Soon  Microsoft  will,  too  (with  free  Wi-Fi). 
Brummel  also  sorted  out  the  coffee.  Today 
458  new  Starbucks  i-cup  machines  dot 
the  Redmond  campus.  Some  employees 
call  the  Java  "Brummel  Brew"  and  circu- 
late video  recipes  of  favorite  concoctions. 

In  May,  Brummel  released  myMicro- 
soft  2.0.  Based  on  feedback  from  em- 
ployees, she  made  a  number  of  changes, 
including  discontinuing  desk-side  de- 
livery of  groceries,  since  barely  any  em- 
ployees were  using  it,  and  introducing 
new  ways  to  hold  managers  accountable 
for  how  well  they  lead.  She  hopes  to 
begin  tailoring  HR  to  individual  work 
styles  and  life  stages,  using  customized 
benefits  and  compensation  as  a  way  of 
differentiating  between  the  needs  of 
Gen  Y-ers  and  their  aging  boomer  col- 
leagues. She's  considering  satellite  of- 
fices so  commuters  don't  have  to  waste 
time  driving  when  they  could  be  work- 
ing. She's  also  a  proponent  of  working 
remotely.  "I'm  home  for  dinner  every 
day  by  6:30,"  says  Brummel.  "The  office 
is  for  meetings." 

Brummel  also  wants  to  do  a  better  job 
of  recruiting  fresh  blood  and  has  turned 
the  formerly  drab,  taupe-and-brown  re- 
cruiting center  into  what  resembles  a 
hip  hotel  lobby  complete  with  an  Xbox 
lounge  and  copious  snacks. 

So  how's  she  doing  so  far?  Attrition 
is  down  from  10%  in  2005  to  8.3%. 
The  new  performance  rating  system 
has  not  yet  led  to  grade  inflation.  And 
employees,  who  give  Brummel  rock-star 
positive  reviews,  describe  a  more  buoy- 
ant mood.  Then  again,  her  InsideMS 
blog,  intended  as  a  marketplace  of  ideas, 
quickly  turned  into  a  rant-fest.  Some 
employees  say  Microsoft  needs  to  do  a 
better  job  of  recruiting  internally.  And, 
of  course,  Brummel  can't  do  anything 
about  the  stock  price. 

Still,  in  two  years  Lisa  Brummel  has 
achieved  much.  In  what  may  be  the 
most  personally  satisfying  response  to 
her  efforts,  a  memo  has  been  pop- 
ping up  on  Microsoft  message  boards 
recently.  It's  a  manifesto  listing  all  the 
ways  Microsoft  is  superior  to  Google.  Its 
author?  A  Microsoft  engineer  who  fled 
to  the  search  giant  and  returned.  The 
title:  "Just  Say  No  To  Google."  ■ 


BusinessWeek 


ONLINE:  For  more  on  Brummel,  Microsoft's  new  work- 
place, and  Q&As  with  Brummel,  Ballmer,  and  blogger 
Mini  Microsoft,  go  to  businessweek.com/extras. 
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Finance  Retirement 


Wrestling  For 
The  401(k)  Purse 

Funds  and  insurers  are  vying  over  $90  billion 
that  a  new  law  may  funnel  to  investment  plans 


"Young 
workers 
shouldn't... 
stick  their 
money  in 
a  mattress" 


BY  DAWN  KOPECKI 

IT'S  THE  BATTLE  ROYAL  OF  RE- 
tirement.  Last  August,  Congress 
passed  the  Pension  Protection  Act, 
which  encourages  companies  to 
sign  up  employees  for  401(k)  plans 
automatically.  Since  then,  mutual 
fund  firms  and  insurers  have  been 
clashing  over  which  investments  should 
get  the  Labor  Dept.'s  stamp 
of  approval. 

A  lot's  at  stake.  Roughly 
a  third  of  eligible  employ- 
ees don't  participate  in  their 
401(k)  or  other  defined- 
contribution  plans.  The  new 
rules,  designed  to  combat 
that  inertia,  could  bring  in- 
vestment managers  an  extra 
$90  billion  in  retirement  as- 
sets—and the  annual  fees 
generated  by  that  business. 
At  issue  in  the  regulation 
are  the  default  investment  options.  Wash- 
ington will  decide  what  those  products 
can  be.  And  because  many  employees, 
whether  they  sign  up  for  the  plan  or  their 
employer  does  it  for  them,  stick  with  the 
default  options,  the  biggest  windfall  is 
likely  to  go  to  the  firms  managing  those 
investments.  "This  is  an  industry  food 
fight,  with  the  mutual  funds  saying  'I  want 
it  all'  and  insurance  companies  saying  'I 
want  in,'"  says  former  Federal  Reserve 
economist  Alicia  H.  Munnell,  who  runs 
the  Center  for  Retirement  Research  at 
Boston  College. 

For  now,  mutual  fund  companies  have 
the  edge.  In  its  original  proposal,  the 
Labor  Dept.  O.KVd  just  three  categories: 
balanced  funds,  target- date  funds,  and  in- 
vestment pools,  all  of  which  typically  own 
a  mix  of  stocks  and  bonds.  Such  portfolios 
are  the  bread  and  butter  of  Fidelity  Invest- 
ments, T.  Rowe  Price,  and  other  mutual 
fund  shops,  which  manage  25%  of  the  na- 
tion's $16.4  trillion  in  retirement  assets. 
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Meanwhile,  the  early  version  of  the 
regulation  snubbed  stable-value  funds, 
insurance  vehicles  filled  with  high-quality 
bonds  and  other  interest-bearing  securi- 
ties. It  was  a  blow  to  insurers.  Until  now, 
stable-value  funds,  which  guarantee  prin- 
cipal and  interest,  have  been  the  go-to 
choice  for  companies  with  automatic  en- 
rollment plans.  The  funds  accounted  for 
$413  billion  in  retirement 
savings  last  year— money 
that  may  shift  to  the  mutual 
fund  industry  if  stable-value 
funds  don't  make  the  final 
list  or  default  options 
in  existing  plans  don't 
get  grandfathered  in. 
"Previously,  there 
was  no  reason  for 
the  plan  sponsor  to 
take  any  risk,  even  if 
it  was  better  for  the 
investor,"  says  Peng 
Chen,  president  of  Chicago  re- 
search firm  Ibbotson  Associates. 

But   the   Labor   Dept.,  ^ 

which  has  been  de- 
veloping the  final 
rules,  thought  in- 
vestors needed  a 
little  extra  juice  in 
their     retirement 
portfolios.    "It   is 
unlikely  that  the 
returns  of  [stable- 
value]    funds  will 
be  sufficient  to  gen- 
erate adequate  retire 
ment  savings  for 
most  participants 
or  beneficiaries," 
the  Labor  Dept. 
wrote  in  its  ini- 
tial proposal,  as- 
serting that  stable- 
value  funds  were  little 
better  than  holding  cash 


If  s  a  sentiment  echoed  by  many  aca  ■ 
ics:  "The  insurance  industry  is  tal 
about  a  total  riskless  investment,"  I 
Peter  Wallison  of  the  American  Entei  | 
Institute,  a  think  tank.  "But  it  can  ad 
be  harmful  to  investors  over  time." 

That's  why  rulemakers  initially  <| 
for  default  options  with  a  healthy  dc 
equities.  According  to  fund  tracker  IN 
ingstar,  balanced  funds,  which  invi 
stocks  and  bonds,  have  returned  as 
as  9.7%  a  year  since  2004,  depei 
on  the  mix.  So-called  target-date  f 
which  usually  give  investors  exposi 
domestic  and  international  equiti 
well  as  bonds,  base  the  allocation  c 
investor's  retirement  age.  The  moi 
gressive,  which  typically  has  an  85% 
in  stocks,  gained  12.4%  a  year  ovt 
past  three  years.  "Labor  got  it  rigl 
first  time,"  says  Paul  Schott  Stevens, 
dent  of  Investment  Company  Ins 
the  mutual  fund  industry  trade  f 
"Young  workers  shouldn't  be  encou 
to  stick  their  money  in  a  mattress." 
Still,  proponents  say  stable-value 
make  sense  for  conservative  investor 
funds  have  gained  5.5%  a  year  since  i 
with  little  volatility  according  to  rejf 
firm  Hueler  Cos.  "They  may  not  be 
for  all  employees,  but  they  should 
the  choice,"  says  Stable  Value  Inves1 
Assn.  President  Gina  Mitel 
The  fight  has  intensifiec 
Labor  sent  its  revised  n 
the  Office  of  Manage 
&  Budget  for  appro1 
July  11.  If  s  unclear  w 
the  latest  draft  has  dtj 
much  from  the  first, 
a  last-ditch  effort,  lol 
and    top    executives 
MetLife,  John  Hancoc 
the   American   Cour 
Life  Insurers  pleaded 
OMB  to  scrap  tH 
rules  altogetli 
guing  th 
economi 
ysis  usee 
veloping 
was  flaw 
Most 
es  close 
action 
the      ins>' 
industry 
triumph 
end.  Bu 
the     ft 
market'  j 
cent  swi 
voice  n  I 
be  hean  I 


b  Corporation  Turnarounds 


urviving  Enron 
-and  Thriving 

w  oil  and  gas  driller  Mariner  overcame 
stigma  and  became  a  Hot  Growth  star 


HAN  HINDO  AND 
STOPHER  MEGERIAN 

HEN  ENRON  CORP. 
sank  in  late  2001, 
so  did  the  repu- 
tation of  a  small 
subsidiary  called 
Mariner  Energy 
Inc.  It  was  a  per- 
I  healthy  oil  and  gas  drilling  com- 
lj  but  Enron  had  abused  it,  sys- 
iscally  inflating  its  value  to  meet 
li'gs  targets.  At  the  time  of  Enron's 
•it  ollapse,  Mariner  was  on  the  books 
Ijlue  of  $367.4  million.  But  a  post- 
ikiptcy  review  of  Mariner's  business 
ft  that  the  company  warranted  a 
Bullion  write-down. 
Bough  they  had  no  control  over  En- 
is  aancial  manipulations  of  its  Mari- 


ner stake  and  claim  to  have  no  knowledge 
of  the  other  widespread  wrongdoing  at 
the  Houston  parent,  Mariner's  80  em- 
ployees suffered  nonetheless.  The  com- 
pany's mere  association  with  Enron  sent 
bankers  fleeing.  As  a  result,  credit  lines 
evaporated,  and  Chairman  Scott  D.  Josey 
struggled  to  keep  Mariner  afloat. 

Yet  since  those  trying  days,  Mariner 


THE  STAT 


MARINER 

$3.86 

per  million 
cubic  feet 
equivalent 


Mariner's  cost  to  get 
natural  gas  out  of 
the  ground  and  into 
a  pipeline  is  far 
below  that  of  its  Gulf 
of  Mexico  peers. 


ON THE MAP 

Mariner  CEO  Josey 
with  a  projection 
of  a  seismic 
diagram 

has  become  an  improb- 
able success,  thanks  to 
new  wells,  rising  natu- 
ral gas  prices,  and  a 
timely  merger.  Last 
year,  earnings  hit  $121 
million  on  revenue  of 
$660  million.  In  the 
past  three  years,  the 
company  has  seen 
sales  grow  75%  annu- 
ally, on  average,  and 
profits  33%.  Results 
like  those  propelled 
Mariner  to  the  No.  48 
spot  on  BusinessWeek's 
annual  Hot  Growth 
Companies  list  this 
year.  "We  threaded  a 
needle  to  emerge  from 
Enron,"  says  Josey.  "I 
still  view  it  somewhat  like  a  miracle." 

In  the  fall  of  2001,  as  Enron  hurtled 
into  bankruptcy  and  disgrace,  Josey  re- 
calls staring  out  his  office  window  and 
seeing  vultures  circling  ominously.  He 
knew  that  there  was  a  buzzard  roost  on  a 
nearby  roof,  but  with  Mariner's  own  fate 
uncertain,  "you  couldn't  help  but  attach 
some  significance  to  that,"  Josey  says.  An 
Enron  veteran,  he  was  named  chairman 
of  Mariner  just  days  after  Enron  Chief 
Executive  Jeffrey  K.  Skilling's  abrupt  de- 
parture set  the  scandal  in  motion.  His 
mandate,  says  Josey,  was  to  offset  the 
company's  risky  strategy  of  deep-water 
drilling  with  safer  inland  projects. 

TOO  SOLID' 

SOON  AFTER,  on  Dec.  2, 2001,  the  parent 
company  filed  for  bankruptcy.  "Nobody 
thought  [Enron]  could  go  bankrupt— it 
was  just  too  solid,"  remembers  Richard 
A.  Molohan,  Mariner's  vice-president 
for  reservoir  engineering.  Mariner  had 
been  controlled  byJEDI,  one  of  Enron's 
special-purpose  entities  cooked  up  by 
now-imprisoned  Chief 
Financial  Officer  An- 
drew Fastow.  Accord- 
ing to  the  Securities 
&  Exchange  Commis- 
sion, employees  in  En- 
ron's accounting  de- 
partment fraudulently 
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Data:  Calyon  Securities 


inflated  Mariner's  val- 
ue to  help  meet  earn- 
ings targets. 
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By  October,  2002,  Mariner  found  its 
access  to  capital  severely  choked;  no 
bank  would  extend  Mariner  credit  "of 
any  reasonable  kind,"  says  Josey,  even 
though  there  was  nothing  obviously 
wrong  with  its  very  real  oil-and-gas- 
drilling  business.  "We  had  to  run  an 
exploration  business  in  the  middle  of 
the  world's  second-largest  bankruptcy 
strictly  on  cash,"  he  says.  The  staff  was 
cut  from  80  to  40.  The  de  rigueur  energy 
industry  perks  like  country  club  mem- 
berships and  car  allowances  were  gone. 

To  raise  cash,  Mariner  off-loaded  half 
of  its  proven  reserves  for  about  $200 
million.  Josey  refocused  the  drilling  ef- 
forts on  more  predictable,  less  costly 
inland  projects.  The  moves— slash- 
ing costs,  reducing  debt,  and  goosing 
cash  flow— had  teed  up  Mariner  almost 
perfecdy  for  its  $271  million  buyout 
in  2004,  led  by  ACON  Investments,  a 
Washington  (D.C.)  private  equity  firm. 
In  an  attempt  to  make  a  fresh  start  in 
the  wake  of  the  ACON  deal,  Mariner 
employees  tried  to  come  up  with  a  new 
company  name,  toying  with  options  like 
Appaloosa,  Saga,  and  Rialta.  Ultimately, 
they  stuck  with  Mariner.  With  ACON's 
infusion,  and  with  the  scandal's  half-life 
dwindling,  Mariner  acquired  shallow- 
water  assets  in  the  Gulf  of  Mexico,  which 
nearly  doubled  its  size,  in  a  merger  that 
brought  it  public  in  March,  2006. 

LOW-COST  OPERATOR 

THE  PINCHPENNY  WAYS  have  stuck, 
even  as  Mariner's  market  value  has 
reached  $1.8  billion.  According  to  New 
York's  Calyon  Securities,  Mariner's 
finding-and-development  cost— es- 
sentially, how  much  it  spends  to  get 
natural  gas  out  of  the  ground  and  into 
a  pipeline— ran  at  $3.86  per  million 
cubic  feet  equivalent  last  year,  while 
other  Gulf  of  Mexico  players  averaged 
nearly  $5.  And  the  company's  debt- 
to-capital  ratio  is  about  32%,  points 
out  Dahlman  Rose  &  Co.  analyst  Neal 
Dingmann,  while  those  of  rivals  are 
well  above  50%. 

Despite  its  success,  Mariner  shares 
have  lingered  around  21,  making  the 
company  one  of  the  lowest-valued  energy 
exploration  companies  in  terms  of  price 
to  cash  flow.  Dingmann  and  Standard  & 
Poor's  equity  analyst  Michael  Kay  both 
believe  that  the  company  could  be  take- 
over bait  in  the  deal-frenzied  energy  sec- 
tor. For  Josey's  part,  he  says  that  Mariner 
"doesn't  have  a  For  Sale  sign  on  it."  But 
after  all  the  years  of  being  treated  like  the 
industry  pariah,  finally  being  sought  after 
has  got  to  feel  sweet,  fi 


Depth  of  a 
Salesman 

Jeffrey  Katzenberg  is  determined 
to  show  that  3D's  time  has  arrived 


BY  RONALD  GROVER 

ARLY  IN  HIS  DAYS  AS  A 
Hollywood  climber,  Jeffrey 
Katzenberg  was  known 
around  town  for  his  tena- 
cious pursuit  of  hot  movie 
scripts.  Thirty  years  later, 
the  hyperkinetic  mogul  no 
longer  confines  his  obsessions  to  screen- 
plays. If  you  happen  to  be  sitting  at  the 
corner  table  of  Beverly  Hills'  swanky 
Peninsula  hotel,  the  DreamWorks  Ani- 
mation chief  executive  is  likely  to  chew 
your  ear  off  about  3D  movies.  Katzen- 
berg is  convinced  they  are  about  to  be- 
come "the  single  most  revolutionary 
change  since  color  pictures." 

Yes,  he's  talking  about  the  same  kind 
of  3D  movies  that  had  audiences  in 
the  1950s  wearing  cardboard-framed 
red  and  green  glasses  to  catch  bounc- 
ing blurred  pictures  of  snakes  hovering 
over  their  heads.  These  days  Katzenberg 
has  become  Hollywood's  self-appointed 
evangelist  for  the  second  coming  of 
the  technology,  in  a  smoother,  clearer, 
digital  form.  He  thinks  it  could  boost  a 


slow-growing  U.S.  box  office  an 
so  incidentally,  help  the  prosper 
DreamWorks'  own  animated  flickPl 

Katzenberg's  army  of  followers  I 
to  grow  almost  daily.  Steven  Spiel  | 
on  board  and  is  preparing  to  woi 
Lord  of  the  Rings  director  Peter  J I 
to  produce  a  3D  film.  They  join  d(J 
like  Titanic  director  James  Camer  | 
a  certain  Yoda  from  San  Francisco 
George  Lucas,  who  intends  to  t' 
his  six  Star  Wars  flicks  in  3D  sta 
2009.  "Jeffrey's  Mr.  Go  Go,"  says 
"The  time  has  come  for  3D  to  1 
more  than  some  theme  park  at 
We  see  a  business  there." 

Amazingly,  so  do  a  growing 
ber  of  theater  owners.  After 
of  resisting  the  rollout  of  exj 
digital  projectors,  America's 
chains  are  hustling  to  insta  | 
state-of-the-art  equipment,  wh 
be  upgraded  to  show  3D  films 
tal  projectors  eliminate  a  lot 
herky-jerky  movements  that  g 
filmgoers  headaches,  even  nai 
the  past,  says  Michael  L.  Cai 
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|)f  Regal  Entertainment  Group,  the 
|n's  largest  theater  chain, 
iw  did  3D  lurch  back  into  the  pic- 
I  It  really  started  in  2005,  when 
Iron  and  Lucas  showed  up  at 
lest,  an  annual  meeting  of  theater 
Irs,  and  pushed  them  to  buy  digi- 
lojectors  to  make  their  films  look 
1.  It  took  a  while,  but  as  projec- 
I)sts  came  down  and  Hollywood 
1'S  warmed  to  the  idea  of  helping 
w  the  costs,  theater  owners  started 
Ring  the  new  equipment  at  a  per- 
1  cost  of  about  $75,000. 
«ay,  about  2,200  of  the  38,000  the- 
llreens  in  the  U.S.  are  digital.  Some 
ft>rs  and  moguls  pointed  out  that 
•  0,000  more  per  screen  theaters 
J' be  adapted  to  show  3D  films  as 
■pat  includes  a  special  screen  for 
r.  st  popular  3D  technology.  Slightly 
rt  tylish  glasses  than  the  ones  from 
s  are  still  needed  to  help  a  viewer's 
iecipher  the  two  images  projected 
e  screen. 

currendy  offers  3D  on  109  of 
ly  6,400  screens.  It  hopes  that 


"MR.  GO  GO"  as   many   as 

Katzenberg  says  one  third  of 

3D  can  spice  up  those  screens 

the  box  office  take  ^n  have  3D 

capability 
when  they  all  become  digital  in 
the  next  four  years.  By  then,  lead- 
ing 3D  equipment  vendor  RealD 
should  have  4,000  screens  in- 
stalled industrywide,  up  from  650 
now,  says  analyst  Gordon  Hodge  of 
Thomas  Weisel  Partners. 

Still,  some  question  whether 
folks  will  flock  to  a  medium  that 
remains  something  of  a  gimmick. 
When  Walt  Disney  Co.  ran  a  3D 
version  of  its  Meet  the  Robinsons 
movie  on  581  of  the  3,413  screens 
that  showed  the  film,  it  generated 
nearly  three  times  as  much  busi- 
ness on  the  3D  screens.  But  how 
many  people  really  want  to  sit  in  a 
theater  for  two  hours  wearing  sun- 
glasses? That's  what  did  in  3D  the 
first  time  around.  "I  don't  hear  any- 
one clamoring  for  this,"  says  box 
office  tracker  Paul  Dergarabedian, 
founder  of  the  research  firm  Media 
by  the  Numbers.  "Maybe  if  there 
are  some  great  films  that  you  just 


have  to  see  in  3D." 
That's  where 
Katzenberg  comes 
in.  He  figures  that 
if  he  can  convert 
enough  tech-sawy 
directors  like  Lu- 
cas—"the  alpha 
members  of  our  herd," 
as  Katzenberg  describes 
them— to  sign  on  to  3D, 
other  studios  will  have 
to  follow.  "He  makes  his 
case  with,  shall  we  say, 
enthusiasm,"  says  Sony 
Pictures  Entertainment 
Chairman  Michael  Lyn- 
ton,  who  got  the  corner- 
table  treatment  and  is 
now  looking  for  films  to 
make  in  3D. 

Using  a  specially 
equipped  screening 
room  at  his  Glendale 
(Calif.)  studio— where 
he  shows  a  U2  concert 
in  3D  and  test  versions 
of  Shrek  the  Third- ^  Kat- 
zenberg tries  to  win 
over  theater  owners 
and  others.  He  has  also 
hired  top  3D  gurus  to 
make  his  own  flicks. 
That  includes  Meet  the 


Coming 
Soon  to  a 
Theater 

Near  You 

Some  3D  movies  that 
are  in  the  works: 

2007 

Paramount  will  offer  a  3D  version 
of  Robert  Zemeckis'  Beowulf 

2008 

New  Line  expects  to  release  a 
3D-only  remake  of  Journey  to  the 
Center  of  the  Earth 

2009 

DreamWorks'  Monsters  vs.  Aliens 
and  James  Cameron's  Avatar  will 
battle  it  out 


2009 

George  Lucas  plans  to  start 
releasing  3D  versions  of  the 
Sfar  Wars  movies 


Robinsons  3D  supervisor  Phil  McNal- 
ly,  whose  voicemail  identifies  him  as 
"Captain  3D." 

Katzenberg's  pitch:  3D  can  spice  up 
the  industry's  box  office  take,  which  is 
growing  this  year  by  only  single  dig- 
its despite  blockbusters  like  Spider-Man 
3  and  Transformers.  Theaters  hope  to 
charge  as  much  as  $5  more  per  ticket 
for  3D  films.  And  the  technology  keeps 
viewers  away  from  DVDs  (3D  films  can't 
be  seen  on  disc,  yet)  and  thwarts  piracy 
since  3D  movies  are  harder  to  record. 

Later  this  year,  Paramount  will  release 
a  3D  version  of  director  Robert  Zemeckis' 
big-budget  fantasy  film  Beowulf  in  several 
theaters,  including  Imax,  which  already 
shows  many  films  in  3D.  Next  year,  New 
Line  Cinema  releases  its  remake  of  Jour- 
ney to  the  Center  of  the  Earth  entirely  in 
3D.  Disney,  which  until  now  had  made  a 
limited  number  of  its  animated  films  in 
3D,  signed  Zemeckis  to  make  future  ani- 
mated films  for  them  purely  in  3D.  "Until 
now  it  was  a  chicken-and-egg  thing," 
says  Richard  Cook,  chairman  of  Walt  Dis- 
ney Studios.  "There  just  weren't  enough 
screens  for  us  to  make  films  just  for  3D." 

There's  an  element  of  self-interest  in 
Katzenberg's  campaign.  The  3D  tech- 
nology is  best  suited  for 
special-effects  and  ani- 
mated films  like  those 
produced  by  his  compa- 
ny. DreamWorks  has  said 
it  plans  to  release  only 
3D  movies  to  theaters, 
starting  in  2009  with  an 
animated  horror  movie, 
Monsters  vs.  Aliens,  as 
well  as  the  latest  in  its 
Shrek  franchise. 

In  the  meantime, 
Katzenberg  is  tireless, 
even  if  some  of  his 
targets  aren't.  John  Fi- 
thian,  president  of  the 
National  Association  of 
Theatre  Owners,  says 
Katzenberg  has  sched- 
uled three  breakfasts  in 
the  past  six  months  to 
press  him  to  get  his 
members  to  speed  up 
their  3D  efforts.  "It's 
great  when  a  studio 
executive  is  talking 
about  something  other 
than  downloads  for  a 
change,"  notes  Fithian. 
"But  Jeffrey  wants  me 
to  devote  24  hours  a 
day  to  this,  and  I  have 
other  things  to  do."  ■ 
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SportsBiz  I  Emerging  Sports 

Offbeat  Thrills  Now, 
Big  Money  Later? 

Cable  is  finding  niche  sports  draw  hard-to-reach 
twentysomethings— and  rich  sponsors 


BY  PAULA  LEHMAN 

RUTAL,  BLOODY  FIGHTS 
in  cages.  Skateboarding 
on  water.  Tennis  on  sand. 
Bikes  on  dirt.  Fantasy 
battles  in  virtual  worlds. 
Modern-day  ninjas.  Unlike 
mainstream  sports,  with 
their  gargantuan  TV  contracts,  house- 
hold-name athletes  and  commentators, 
and  zillion-dollar  endorsements,  the  six 
sports  featured  here  are  gritty  niche  oper- 
ations scuffling  for  national  attention. 

But  remember:  NASCAR  started  as  a 
bunch  of  good  ol'  boys  running  souped- 
up  jalopies  south  of  the  Mason-Dixon, 
and  not  so  very  long  ago,  tennis'  Grand 
Slam  tournaments  were  played  by  ama- 
teurs. Audiences  for  novel  athletic  en- 
deavors in  the  U.S.  are  expanding  fast, 
boosted  by  the  mainstreaming  of  "action 
sports"  such  as  snowboarding  and  skate- 
boarding. Of  these  six,  Ultimate  Fighting 
has  arguably  broken  through  to  main- 
stream status  already,  while  wakeskating 
is  just  beginning  to  dip  its  toes  into  pro- 
fessional waters.  Experienced  investors 
are  moving  in,  global  companies  such 
as  Toyota,  Dell,  and  Hewlett-Packard  are 
signing  up  to  sponsor,  and  many  of  the 
athletes  themselves  are  starting  to  earn  a 
good  deal  more  than  pocket  money. 

"At  one  time  you  would  watch  these 
sports  for  the  'wow'  factor.  Now  people 
are  consuming  them  more  and  more  as 
competitive  sports,"  says  Wade  Martin, 
general  manager  of  an  action  sports 
competition  sponsored  by  Mountain 
Dew.  "They're  appealing  from  an  ath- 
letic standpoint,  and  they  have  an  indi- 
vidualistic nature,  which  rings  true  to  the 
younger  generation." 

That's  the  Holy  Grail:  the  elusive  eyes 
of  18-  to  34-year-old  males,  targeted  for 
their  buying  power  and  attention  to  mar- 
keting. They're  tuning  in  to  these  new 
sports.  Potential  investors,  take  note. 
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WAKE'S  UP  About  five  years  ago,  Scott  Byerly  decided  he 
didn't  need  bindings  on  his  wakeboard  anymore,  and 
wakeskating  was  born.  (For  the  uninitiated,  a 
wakeboarder  is  towed  like  a  water  skier  but  uses  a 
rectangular  board.)  The  Byerly  Toe  Jam  tour,  organized  by 
Byerly  and  fellow  wakeskater  Sean  Dishman,  launched  in 
April  and  pays  for  itself,  with  sponsors  picking  up  the 
$100,000  tab  for  each  event  and  a  television  contract  with 
cable  channel  FUEL  TV,  part  of  the  Fox  Cable  Networks. 
Aaron  Reed,  the  current  world  champion  (photo),  is 
known  for  his  "wake-to-wake"  move  in  which  he  jumps 
not  one  but  two  wakes. 


FAIL  FEST  Sasuke,  a  made-for-TV  sport 
filmed  in  Tokyo  (photo),  thrives  on  the 
agony  of  defeat.  The  fact  that  most  rivals 
don't  make  it  through  all  four  obstacle 
courses  is  one  reason  why  Neal  Tiles, 
president  of  Comcast  Corp.'s  young-male- 
oriented  cable  channel,  G4,  chose  it  for  his 
programming  lineup  in  2006.  His  long 
shot  is  paying  off  in  the  ratings.  Since  it 
first  aired  on  American  TV  last  October, 
the  sport,  now  dubbed  Ninja  Warrior,  has 
outperformed  every  show  but  Cops  on  the 
network  in  every  demographic.  Five 
million  viewers  tuned  in  to  a  48-hour 
marathon— the  highest-rated  week  ever 
for  the  channel. 


MIXED  MANGLE  Ultimate  Fighting  Championship  was 
born  of  the  age-old  martial  arts  debate:  Which  is  the 
greatest  form  of  bodily  combat?  Wrestlers,  boxers,  and 
Ju-Jitsu  artists  squared  off  against  one  another  in  search 
of  the  answer.  Mixed  martial  arts  enthusiast  Dana 
White,  who  used  to  run  a  sports  management  company, 
bought  the  company  in  2001  with  two  old  sparring 
buddies  for  $2  million.  The  UFC  racked  up  $223  million 
in  pay-per-view  sales  in  2006  and  is  selling  out  boxing 
and  college  basketball  arenas  at  $750  for  ringside  and 
$50  for  stadium  seats  (Dustin  Hazelett  defeating  Diego 
Saraiva,  photo).  White  just  bought  out  Asian  competitor 
Pride  for  $70  million  and  is  planning  a  European  tour 
next  year.  On  June  23,  the  finale  of  the  company's 
reality-TV  show,  The  Ultimate  Fighter  5,  reached  2.6 
million  viewers  on  Viacom  Inc.'s  Spike  TV. 
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E-WARRIORS  When  David  Hill,  former 
CEO  of  Fox  Sports  and  now  president 
of  DirectTV  Entertainment,  was 
looking  for  the  next  big  sports 
property,  he  landed  on  an  unlikely 
candidate:  video  games.  DirectTV  has 
committed  tens  of  millions  in  a 
multiyear  contract  to  air  a  twice- 
weekly,  two-hour  show  that  began  on 
July  9.  Eighteen  10-member  teams 
will  compete.  Some  of  their  general 
managers  are  building  training 
centers  while  others  are  hiring  top 
global  players  to  spar  (a  Los  Angeles 
tourney,  photo).  Team  members  get  a 
starting  salary  of  $30,000,  and  top 
gamers  could  earn  up  to  $100,000  per 
season.  One  sponsor:  Dell. 
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SEASIDE  LOVE  A  New  York  real  estate  developer  by  day,  Mar 
Altheim  has  spent  two  years  promoting  beach  tennis,  a  hybi 
sport  that  mixes  tennis  with  beach  volleyball,  and  marketin 
new  company,  Beach  Tennis  USA.  Altheim  has  sunk  $2  milli 
into  his  project  and  is  finally  seeing  some  real  return.  This  y 
Beach  Tennis  USA  signed  TV  contracts  with  SportsNet  New 
York,  Comcast  SportsNet,  and  the  Tennis  Channel,  and  team 
are  picking  up  sponsors.  Phil  Whitesell  (photo)  and  Chris 
Henderson  received  $10,000  from  national  sponsor  Liquid  1 
energy  drink  to  cover  their  expenses  to  play  the  nationals  in* 
Long  Beach,  N.Y.,  on  Sept.  1  and  2. 


DIRT  DENIZENS  Get  ready  to  eat  dust:  A  bicycle  motocross  track 
may  be  coming  to  your  town.  With  newfound  leverage  from  the 
sport's  recent  inclusion  in  the  Beijing  2008  Olympic  Games,  the 
American  Bicycle  Assn.  (ABA)  is  planning  to  invest  "in  the  mid- 
to  high  six  figures,"  says  a  spokesperson,  in  building  BMX- 
specific  tracks  to  revive  the  sport  (an  event  in  Australia,  photo). 
BMX  has  become  so  appealing  that  cities  are  investing  in 
arenas  to  attract  tourism  dollars,  and  Hewlett-Packard  is  a 
sponsor.  Albuquerque  just  completed  a  $5  million  arena  in 
April,  and  the  ABA  is  in  talks  with  Walt  Disney  Co.  to  build  an 
even  larger  complex  for  Disney's  Wide  World  of  Sports. 
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September  2007 

IBC2O07  -  RRD  launches  GTO  (General  Tool  for  Operations) 
a  New  Generation  Operations  Support  System  for  Digital  TV 
playouts  and  networks 


July  2007 

RRD  DVB-H  Platform  delivering  24  channels 

lineup  in  Hiwire  Las  Vegas  Trial 


April  2007 

NAB2007  -  RRD  launches  Simulcrypt  Headend  integration 
featuring  18Crypt  OMA  BCAST  Smartcard  Profile  and  OSF 
Conditional  Access  for  Mobile  Television 


March  2007 

RRD  successfully  broadcasted  DVB-T  and 
DVB-H  programs  on  the  same  frequency  using 
Hierarchical  Modulation 


February  2007 

3GSM2007  -  RRD  shows  Conditional  Access 
interoperability  decrypting  DVB-H  services,  using 
Simulcrypt  with  NDS,  Nagravision  and  Irdeto 


October  2006 

RRD  launches  DVB-H  Statistical  Multiplexer 


J 


June  2006 

3  Italia  launches  Mobile  TV  service 

with  RRD  DVB-H  Service  Center 
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H    Visit  us  at:  www.rrd.tv 
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from  the  Leaders 
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Tech  Developments  to  Watch 


ITED  BY 
IL  GROSS 


INOVATIONS 


f suspect "good" 
lolesterol  and 
id  sugar 

Managing  cholesterol 
d  to  seem  straightforward: 
raised  the  good  kind 
)L)  and  lowered  the  bad 
L).  Now,  some  of  the  good 
"f  turns  out  to  be  suspect. 
;ntists  at  the  University 
/ashington  School  of 
iicine  in  Seattle  analyzed 
proteins  that  make  up 
and  found  that  some 
interfere  with  heart 
h-so  doctors  might 
to  start  slicing  these 
gories  even  more  finely, 
study  was  reported  at 
August  meeting  of  the 
rican  Chemical  Society. 

\t  the  same  ACS  meeting, 
itists  from  Rutgers 
ersity  laid  some  of  the 
le  for  America's  diabetes 
emic  on  high  fructose 
syrup.  They  reported 
beverages  sweetened 
the  syrup  had  very  high 
3  of  carbonyl  compounds 
as  methylglyoxal, 
yed  to  cause  tissue 
3ge  linked  with  diabetes, 
omponents  of  table 
'are  more  stable  and 
cause  the  damage. 


[ATION 

IK  MA, 
PILOT! 

W  THOSE  movies 

the  pilot  becomes 

citated  and  a 

ger  has  to  land  the 

If  Troy  (Mich.) 
reneur  Sandy  Munro 

ssful,  that  will 
need  to  happen.  His 
lting  firm,  Munro  & 


HIV  TREATMENT 

DETECTING  RESISTANT  STRAINS 


COCKTAILS  OF  antiviral 

drugs  can  suppress  the 
virus  that  causes  AIDS.  But 
if  some  of  the  HIV  viruses 
in  a  patient's  blood  are 
drug-resistant  strains,  they 
may  survive  and  flourish. 
Doctors  can  prescribe  newer, 
more  powerful  medicines 
to  counter  drug  resistance. 
But  today's  standard  DNA 
sequencing  techniques  used 
in  HIV  resistance  tests  can 
detect  such  strains  only  if 
they  make  up  20%  or  more  of 
the  viruses  in  the  blood. 
The  prospects  for  early 
detection  of  these  resistant 
strains  might 
improve  if  clinics 


Associates,  is 
developing  a 
five-passenger 
airplane  that  can  take  off, 
chart  a  course,  fly,  and  land 
without  a  pilot.  He  hopes  to 
get  the  cost  of  his  plane,  the 
Paradigm,  down  to  about 
$150,000,  or  one-third  the 
cost  of  the  popular  single- 
engine  Cirrus  SR22,  by  using 
a  Corvette  engine  and  other 
parts  from  the  auto  industry. 
These  are  relatively  cheap 


had  access  to  new  gene- 
sequencing  technology 
developed  by  454  Life 
Sciences,  part  of  Roche 
Diagnostics.  Using  this 
equipment,  Dr.  Michael  Kozal, 
an  associate  professor  at  Yale 
School  of  Medicine,  and  his 
colleagues  recendy  studied 
blood  samples  collected  from 
patients  between  1999  and 
2002.  They  were  able  to  spot 
drug-resistant  HIV  mutations 
at  levels  as  low  as  1%  of  the 
total  virus  population  in  the 
blood.  These  infected  patients 
went  on  to  fail  therapy  when 
treated  with  standard  drug 
cocktails  to  which  the  strains 
were  resistant. 


because  they're  produced  in 
much  greater  numbers  than 
airplane  parts.  Munro  has 
already  tested  the  computer 
system  that  controls  takeoff, 
flight,  and  landing,  over 
thousands  of  flight  hours  in 
an  existing  airplane. 

-David  Welch 


MEDICAL  MATH 

MATCHING 
MORE ORGANS 
TO  MORE 
PATIENTS 

LET'S  SAY  YOU'RE  willing  to 
sacrifice  one  of  your  two 
kidneys  to  save  a  loved  one, 
but  your  blood  or  tissues 
don't  match.  All  too  often, 
the  person  you're  trying  to 
help  must  then  take  a  place 
in  line  with  72,000  others 
waiting  for  organs  from 
recently  deceased  people. 
Now  computer  scientists  at 
Carnegie  Mellon  University 
have  devised  an  algorithm 
to  link  donors  in  a  network, 
thus  expanding  the  supply 
of  live  donor  kidneys  by  as 
many  as  3,000  per  year. 


The  idea  is  simple  enough: 
Donor  A  can't  give  a  kidney 
to  Patient  A,  whose  blood 
and  tissues  don't  match, 
so  instead,  the  organ  goes 
to  well-matched  Patient 
B.  Donor  B's  kidney  goes 
to  Patient  C,  while  Donor 
C's  goes  to  Patient  A.  The 
algorithm,  developed  by  CMU 
professor  Tuomas  Sandholm 
and  his  team,  is  able  to  sift 
through  millions  of  potential 
combinations.  The  Alliance 
for  Paired  Donation,  a 
kidney  exchange  program 
for  50  transplant  centers  in 
15  states,  began  using  the 
method  in  December. 

-Stephen  Baker 
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...it  wouldn't  be  so  unspoiled.  Salina,  the  greenest  of  Italy's  Aeolian  Islands] 
offers  respite  from  a  cluttered,  fast-moving  world.  BYGAILEDMONDSON 


TALIAN  BARMAID  BEATRICE  is  standing  on  a  deserted  Mediter- 
ranean beach,  gazing  at  the  horizon.  As  Mario  approaches,  the 
gorgeous  Beatrice  casts  him  a  scathing  look  of  "don't  bother 
But  a  normally  tongue-tied  Mario,  aching  with  pas- 


me 


T 

sion,  delivers  his  carefully  prepared  lines  of  poetry.  Against 
all  odds,  the  haughty  dark-haired  siren  falls  under  the  spell 
-JBL-of  the  shy,  semi-literate  postman.  J  It's  a  memorable  scene 
from  the  1994  movie  II  Postino  (The  Postman)— and  it's  an  even  better 
vacation  tip.  The  film  was  set  on  the  Aeolian  island  of  Salina,  north  of 
Sicily  and  southwest  of  Naples.  As  the  1950s  town  seemed  cut  offfrom 


the  world  and  lost  in  time,  so  remains 
this  volcanic  Eden  today. 

Salina  is  the  greenest  and  the  most 
fertile  of  the  Aeolian  Islands  and  is  a 
UNESCO  World  Heritage  Site.  Other 
getaways  may  be  more  adventurous  or 
steeped  in  culture.  But  Salina  beats  them 
as  a  place  to  reconnect  with  yourself  and 
empty  your  mind  of  noise  and  clutter. 

The  global  economy  has  not  reached 


Salina  and  its  2,300  residents,  so  it's 
self-defeating  to  drag  it  there.  Don't  even 
think  of  bringing  a  laptop  or  a  Black- 
Berry.  The  foreign  newspaper  you  buy  will 
be  two  days  old— if  you  find  one.  Long 
afternoons  on  a  lounge  with  a  panoramic 
view  are  better  suited  to  a  novel,  anyway. 
Arriving  by  hydrofoil  from  Palermo  at 
the  picturesque  harbor  at  Santa  Marina 
Salina  for  my  fourth  visit,  I  again  wonder 


how  I  will  fill  the  empty  days  stn 
in  front  of  me.  Then  I  rememb  f 
"filling"  them  isn't  the  point.  Get 
with  the  rhythm  and  beauty  of  the ' 
and  suddenly  you  feel  like  Mario- 
beyond  your  dreams. 

JUST  PUTTER  AROUND 

THOSE  WHO  CRAVE  activity  C£ 
through  lush  island  flora  up  to  th<  I 
foot  peak  of  extinct  volcano  Mont 
delle  Felci,  taste  Salina's  horn' 
wines  at  a  grower  such  as  Car; 
rent  a  boat  and  stake  out  a  priv£ 
for  the  afternoon,  or  visit  one  of  tl 
six  Aeolian  islands,  such  as  Sti 
(immortalized  in  Roberto  Ros 
film  of  the  same  name).  At  suns 
a  dip  at  Pollara  beach  on  the  tij 
island,  where  Mario  wooed  Beatr  \ 

Just  puttering  around  the  isla 
scooter  to  neighboring  villages  is 
Lush  vineyards  flank  the  road  froi 
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jl;  inds  up  to  the  camel-hump  summit 
F  en  the  two  volcanic  peaks,  curves 
j  dramatic  cliffs,  and  descends  in 
-j  ing  switchbacks  to  the  picturesque 
nAe  village  of  Rinella.  Along  the  way, 
jfl  a  bouquet  of  eucalyptus,  wild 
j  ary,  and  capers.  On  a  clear  day,  Mt. 
jju  n  Sicily  is  visible  in  the  distance,  as 
.g  mboli,  Panarea,  and  Lipari. 

J  [  time  and  effort  required  to  reach 
iea)  jolian  Islands  is  part  of  what  keeps 
|.j  |  unspoiled.  If  you  begin  in  north- 

j  [rope,  count  on  about  8  to  10  hours 
ifj  jd,  starting  with  a  flight  to  Palermo 


or  Catania  in  Sicily.  From  Palermo  you 
transit  by  taxi  to  the  main  harbor  and 
pick  up  the  Ustica  Lines  hydrofoil  for 
Salina,  which  leaves  twice  a  day,  at  6:55 
a.m.  and  at  2  p.m.,  and  takes  354  hours 
(about  $80  roundtrip  at  the  current 
exchange  rate).  After  Sept.  17  there's  one 
departure  a  day,  at  2  p.m.  Pray  for  calm 
seas— otherwise, 


ISLAND  LIFE 

(clockwise  from 
left)  On  the  beach, 
with  storage  areas 
for  boats  and  gear 
carved  out  by 
locals;  a  view 
of  Lipari  Island; 
local  capers 


the  boat  doesn't 
go.  From  Catania 
you  have  to  brave  a 
bus  or  hire  a  car  to 
drive  the  1.5  hours 
to  the  harbor  in 
Milazzo,  where  hy- 
drofoils leave  eight 
times  a  day  for  the 


m,  OROME 

ITALY      1 

ADRIATIC 
SEA 

TYRRHENIAN 

1 

SALINA 

? 

[PALERMO 
/  1                           SICILY 

WmeeMi 

> 

IONIAN 
SEA 

ing  four-star  Signum,  with  30  attractive 
rooms  that  reflect  the  island's  simple 
beauty.  Bougainvillea  and  jasmine  dot  the 
grounds,  and  panoramic  views  from  the 
terraces  induce  zen-like  well-being. 

Capofaro  is  a  five-star  resort  owned 
by  Sicilian  winemaking  family  Tasca 
d'Almerita.  Like  Signum's  low-slung 
pastel  dwellings,  Capofaro's  white  stucco 
bungalows  blend  harmoniously  into  the 
landscape.  Its  20  sleek,  designer-furnished 
rooms  and  seven  suites  surrounded  by 
vineyards  and  pine  trees  give  the  feeling 
of  being  on  the  grounds  of  a  large  villa. 
Opened  in  2003,  Capofaro  caters  exclu- 
sively to  adults.  Creature  comforts  abound, 
and  the  teak-terraced  pool  is  stunning. 

The  restaurants  at  Signum  and  Capo- 
faro are  among  the  best  on  the  island, 
and  both  offer  cooking  lessons  in  the 
off-season.  Other  good  eateries  include 
Porto  Bello  on  the  edge  of  the  Santa  Ma- 
rina harbor.  On  the  main  street  of  Santa 
Marina  in  a  narrow  entry  is  'Nni  Lausta, 
which  has  innovative  seafood  cuisine, 
good  wine,  and  a  garden. 

September  and  October  are  still  ideal 
months  to  travel  to  Salina,  with  warm 
days,  cool  evenings,  and  few  tourists. 
One  delight  is  taking  part  in  island  life, 
whether  it's  a  colorful  procession  for  a 
village  patron  saint  or  dancing  under 
the  stars  in  the  town  square  with  locals 
of  all  ages  to  a  band  playing  Italian  hit 
songs  from  the  1950s.  Enjoy  a  sweet 


90-minute  trip  to  Salina  ($34  roundtrip). 
As  a  dedicated  nature  reserve,  Salina 
benefits  from  restricted  development.  The 
10-mile-long  island  has  only  two  first- 
rate  hotels:  Signum  in  Malfa,  and  Capo- 
faro. Clara  Rametta,  a  Salina  native  who 
studied  in  Boston,  and  her  husband  and 
hotel  chef  Michele  Caruso  run  the  charm- 


wine  made  from  local  Malvasia  grapes, 
reportedly  brought  to  the  island  by  Greek 
colonists  in  588  B.C.  And  raise  a  glass  to 
the  virtues  of  getting  lost  in  time.  II 


BusinessWeek 


ONLINE:  Take  a  virtual  tour  of  la  bella  /so/a  di  Salina  at 
businessweek.com/extras. 
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Go  Ahead, 
Get  It  Dirty 

BMW's  top-selling 
bike  is  equally  at  home 
on  and  off  the  road 

BY  ADAM  ASTON 


BMW 

R-1200-GS 

BASE  PRICE:  $14,925 


IT'S  UNLIKELY  THAT  YOUR  COMMUTE 
begins  in  a  mountaintop  cave  or  requires 
that  you  ford  a  shallow  river.  But  if  you 
did— and  wouldn't  that  spice  up  the 
morning  drive?— BMW  has  the  bike  for 
you.  The  R-1200-GS  offers  an  unparal- 
leled blend  of  off-  and  on-road  features 
and  is  the  latest  and  biggest  incarnation 
in  BMW's  adventure  touring  line.  Its 
versatility  explains  why  the  R-1200-GS 
has  become  such  a  cult  hit  and  BMW's 
top-selling  model.  Equally  at  home  on 
dirt  roads,  freeways,  and  city  streets,  this 
bike  is  a  good  choice  for  experienced  rid- 
ers who  want  to  be  able  to  snap  on  some 
saddle  bags  for  a  weekend  meander.  It 
will  not  only  get  you  out  for  an  autumn 
road  trip  in  style,  it  will  also  take  you  into 
the  mud  for  a  little  less  civilized  fun. 


TWIN  POWERThe  bulbous  cylinder  heads  th; 
protrude  sideways  from  the  engine  do  more  than 
protect  your  legs  it  the  bike  goes  down  on  a  wet 
road.  A  signature  of  BMW's  classic  "Boxer" 
engine,  the  2-cylinder  design  is  known  for  rock- 
solid  reliability.  At  100  horsepower,  the  1170  cc 
motor  has  been  tweaked  to  deliver  sharper 
acceleration  and  torque  at  lower  speeds,  while 
still  offering  ample  zip  on  the  highway. 

UP  &  AWAY  To  protect  the  rider  from  mud  and 
water,  the  R-1200-GS  sits  higher  than  most 
street  bikes.  Note  the  metal  plate  bolted  under 
the  engine,  another  sign  this  bike  is  built  to 
tackle  serious  obstacles.  The  bike's  tall  saddle 
isn't  for  everyone:  Riders  with  inseams  of  under 
33  inches  will  have  trouble  straddling  the  bike. 

LONG  RUNNING  With  an  oversized  5.2-gallon 


ZUMO  550 


WITH  A  NAVIGATION  system,  motorcyclists  can  leave 
their  maps  at  home  and— via  the  Web— share  and  swap 
their  best  rides.  Since  GPS  units  can  record  a  given  journey, 
you  can  upload  a  favorite  route  to  a  ride-sharing  site  such 
as  SundayMorningRides.com.  There  you  can  scan  through 
other  riders'  favorite  trips  and  see  photos  and  ride  details, 
if  a  route  looks  good,  download  it  to  your  GPS.  Garmin's 
Zumo  550  (about  $800)  lets  you  do  this  via  a  USB  link  or  a 
memory  card.  Then,  back  on  the  road,  the  550  can  guide 
you,  turn-by  turn,  through  virgin  territories.  The  550  packs 
a  bright  display,  big  glove-friendly  buttons,  and  the  latest 
GPS  sensors  into  a  waterproof  case. 


gas  tank  and  on-road  mileage  of  around 
42  mpg,  the  R-1200-GS  can  go  far  betwi' 
ups.  But  when  the  tank  is  full,  the  bike  w 
just  shy  of  500  pounds,  and  can  feel  top 
Though  this  can  sometimes  make  it  awl 
wrestle  through  tight  S-turns,  the  weigh 
soak  up  the  bumps  when  the  bike  rumb 
rougher  roads. 

DETAILED  No  bikemaker  sweats  the  sma 
quite  like  BMW,  from  safety-enhancing  c  ] 
like  traction  control  ($365)  and  antilock  j| 
($1,040)  to  niceties  such  as  heated  ham  J 
($235)  and  tire  pressure  monitors  ($26i 
options  add  up  quickly,  though.  Starting 
around  $15,000  including  delivery,  a  de 
R-1200-GS  can  easily  eclipse  $20,000. 

SPOKED  &  KNOBBY  Wire-spoked  wheels 
popular  on  some  contemporary  bikes  f( 
retro  styling.  Here,  they're  used  becausi 
are  more  forgiving  on  rough  roads  and  ( < 
fix  if  a  rim  gets  bent.  The  knobby  tires  a 
compromise.  They  add  confidence  in  tr 
but  don't  offer  as  much  traction  on  aspl  I 


VIDEO:  For  tips  on  buying 
a  motorcycle,  watch  a  video  report  at 
businessweek.com/go/tv/bike 
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BY  ROBERT  PARKER 


A  Perfectionist 
Fulfills  His  Dream 


984,  BILL  HARLAN  was  a  successful  real  estate  developer  and  Napa  Valley 
ort  owner  who  decided  he  wanted  to  produce  the  greatest  wine  in 
lifornia,  if  not  the  world.  He  bought  240  acres  in  Oakville,  planted  40 
h  Bordeaux  varietals,  and  brought  in  top-drawer  winemaker  Bob  Levy, 
veil  as  consultant  Michel  Rolland  ("Parker  on  Wine,"  Sept.  3).  5  Harlan 
duced  three  vintages  before  he  deemed  one  worthy  of  sale.  Since  that  1990 
ase,  four  vintages  of  Harlan  Estate  Proprietary  Red  have  earned  perfect 

;s  of  100.  Using  the  search  engine 
obertParker.com,  you  can  find 
lants  with  Harlan  for  sale,  but  be 
red  to  pay  up.  Harlan  has  never 
iced  more  than  2,000  cases  a  year. 

n  Estate  Proprietary  Red  1998 

Snts.  Harlan's  first  100%  cabernet 
non  boasts  an  opaque  plum/purple 
p  well  as  a  sumptuous  nose  of 
Ij'so,  mineral,  blueberry,  blackberry, 
lo,  licorice,  Asian  spice,  and  roasted 
En  the  mouth,  it  is  seamless  and  full- 
lit  with  an  unctuous  texture,  gorgeously 
■annin,  and  layers  of  concentration. 
Mated  maturity:  now  through  2030. 
1700 

m  Estate  Proprietary  Red  1995 

kits.  This  opaque  purple  wine,  80% 
let  sauvignon,  offers  up  a  nose  of 
■  coffee  beans,  blue  and  black  fruits, 
Ested  herbs.  It  is  full-bodied,  with  an 
Ji  e  equilibrium.  Anticipated  maturity: 
lough  2027.  $700-$l,200 

rli  Estate  Proprietary  Red  2001 

pnts.  It  features  an  inky  purple  color 
aDuquet  of  lead  pencil  shavings 
rv/en  with  coffee,  new  saddle  leather, 
te.  icorice,  cedarwood,  black  currant 
stand  violets.  Its  explosive  richness, 
boied  texture,  and  fabulous  purity  are 
*  of  legend.  Anticipated  maturity:  2009 
£*.  $850-$l,400 


Harlan  Estate  Proprietary  Red  2002 
100  points.  This  complex  wine  exhibits 
notes  of  cedar,  black  currant  liqueur,  smoke, 
and  graphite.  Full-bodied,  opulent,  and 
voluptuous,  it  has  everything  one  could  ever 
want  in  a  great  cabernet  sauvignon-based 
wine.  Already  drinkable,  it  promises 
to  evolve  for  25  or  30  years.  $975-$2,000 

Harlan  Estate  Proprietary  Red  1997 
100  points.  A  blend  of  80%  cabernet 
sauvignon,  with  merlot  and  cabernet  franc, 


this  profoundly  rich  wine  boasts  aromatics  of 
vanilla,  minerals,  coffee,  blackberries,  licorice, 
and  cassis.  In  the  mouth,  layer  after  layer 
unfolds  powerfully  yet  gently.  Acidity,  tannin, 
and  alcohol  are  well-balanced.  The  finish 
exceeds  one  minute.  Anticipated  maturity: 
now  through  2030.  $1,100-$1,800  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


JS  ted  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 


i 
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MySpace 
For  Traders 

Taking  a  cue  from  social  sites,  new  online  brokers 
give  clients  a  place  to  network,  by  david  bogoslaw 

FOR  EQUITY  INVESTORS,  the  wild  market  volatility  of 
the  past  few  weeks  has  been  cause  for  palpitating 
hearts.  But  those  active  in  online  trading  commu- 
nities, where  members  can  see  others'  recent  in- 
vesting moves,  are  taking  solace  in  observing  how 
their  peers  are  reacting.  "Just  the  fact  that  I'm 
seeing  people  in  there  buying  calls  [an  equity  op- 
tion that  bets  on  rising  prices]  and  common  stock  has  given  me 
confidence  that  others  are  also  buying  on  the  dip,"  says  Jim  Col- 
lins of  Brooklyn,  N.Y.,  who  opened  an  account  with  TradeKing 
in  January.  J  Like  other  areas  of  the  Internet,  online  trading  sites 


are  turning  into  shared  experiences.  Only 
one  big  discount  broker,  E*Trade  Finan- 
cial, has  made  a  foray  into  collaborative 
Web  2.0  capabilities  with  its  1999  ac- 
quisition of  investment  community  site 
ClearStation.  But  a  handful  of  newer  bro- 
kers, with  fewer  than  200,000  accounts 
among  them,  have  made  social  network- 
ing a  cornerstone  of  their  platforms. 

While  their  concepts  and  tools  may 
differ  slighdy,  TradeKing,  Zecco  Hold- 


ings, and  thinkorswim  all  operate  on  the 
premise  that  the  networking  features 
they  offer  encourage  more  trading.  On 
TradeKing  and  ZeccoShare,  the  social 
networking  portal  of  Zecco  Holdings, 
members  create  profiles  that  show  their 
investing  strategies,  key  stocks  they  fol- 
low, and  if  they  wish,  their  recent  trades. 
TradeKing  users  can  even  publish  blogs 
to  share  their  investment  ideas  and 
thoughts  about  market  conditions. 


Thinkorswim,  a  unit  of  investor  i 
cation  company  Investools,  empl  ;i 
es  learning.  Although  the  site,  \  u 
launched  in  late  2000,  has  a  Web-I  h 
trading  platform,  its  free  Java-basec  i 
ware  lets  customers  view  presenta  n 
listen  to  live  audio  broadcasts,  and  e 
in  chat  rooms.  Later  in  September,  a 
will  be  able  to  see  news  and  instruc  a 
feeds  via  live  streaming  video. 

TRUSTWORTHY  SOURCES 

THE  ADVENT  OF  trading  sites  centei  o 
social  media  is  a  reaction  in  part  to  th  73 
West  world  of  online  investing.  Be  uj 
the  sites  do  background  checks  befo  d 
proving  account  holders,  customei  a 
feel  more  confident  they're  getting  cr  w 
information  from  trustworthy  source 

By   incorporating   message   b  di 
blogs,  chat  rooms,  and  podcasts,  th  ia 
sites  also  reflect  growing  demar  I 
two-way  flows  of  information.  Inv  id 
no  longer  want  to  be  just  on  the  rec  ■ 
end  of  content,  says  TradeKing  Ch  ji 
ecutive  Donato  Montanaro,  who  1  pi 
launch  the  site  in  December,  2005  "d 
Boca  Raton,  Fla.  Montanaro,  pre\  q 
head  of  online  trading  at  former  di:  m 
brokerage  Quick  &  Reilly  and  four:B 
deep-discount  firm  SureTrade,  i:  ■ 
vinced  social  networking  featur  a 
courage  trading.  Roughly  2,000  to  | 
or  slightly  less  than  5%,  of  Trac 
account  holders  are  active  either) 
ging  or  publishing  their  trades.  "TI 
makes  up  just  over  10%  of  the  sfttj 
enue,  so  clearly  investors  who  n 
more  trade  more,"  he  says.  He  est 
the  number  of  active  users  has  d 
over  the  past  six  months. 

Zecco  Trading,  which  began  ir 
ber,  2006,  says  it  has  42,000  a< 
and  has  been  adding  1,600  to  2! 
week,  while  the  number  of  actr 
tomers  at  thinkorswim  has  trip 
about  45,000,  over  the  past  18  n 
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Investools  President  Tom  Sosnoff. 

tcept  for  Zecco— the  name  stands  for 
commission  costs— where  custom- 
on't  pay  for  their  first  10  stock  trades 

v,  or  40  trades  a  month,  commissions 

ese  brokers  can  be  as  low  as  $5  per 

transaction,  25%  to  60%  lower 

fees  at  traditional  online  brokers. 

uns  trades  can  cost  as  little  as  $1.50 

a  per-contract  fee,  at  least  75%  be- 

he  more  established  brokers. 
le  growing  popularity  of  these  sites 
questions  about  security.  TradeKing 

kerned  by  the  new  Financial  Industry 
latory  Authority  (FINRA).  TradeKing 
)  FINRA  informed  of  new  features, 
as  the  year- old  certified  trades  func- 

l  which  shows  the  quantity  and  price 
Itual  shares  traded  by  customers. 

N:g  a  regulated  entity,  this  would  be 

BLpid  place  to  perpetrate  a  scheme 

fc.se  you're  creating  a  trail  attached  to 

iname,"  Montanaro  says. 

IdeKing  officials  also  review  every 


blog  entry  and  remove  unethical  or  po- 
tentially harmful  comments.  The  com- 
pany has  no  suitability  rules  beyond  the 
warnings  listed  under  the  disclosures  and 
terms  and  conditions  tabs  on  its  site, 
which  customers  are  supposed  to  read 
before  opening  an  account. 

Zecco  Trading  requires  applicants  to 
fill  out  a  suitability  form  listing  income, 
investment  history,  and  experience  us- 
ing various  financial  instruments  and 
options  strategies.  It  then  permits  each 
user  to  trade  options  only  up  to  a  certain 
level  of  complexity,  says  Timothy  Krause, 
director  of  risk  management. 

At  thinkorswim,  where  80%  of  the 
transactions  are  in  options,  the  very  com- 
plexity of  the  trading  encourages  par- 
ticipation in  an  investor  community,  says 
Sosnoff.  TradeKing  will  be  adding  several 
new  features  in  mid-September.  One,  the 
ability  for  users  to  share  their  certified 
trades  without  revealing  the  number  of 
shares  bought  or  sold,  grew  out  of  feed- 


back on  the  blogs.  Farther  down  the  road, 
TradeKing  plans  to  roll  out  a  tool  that  will 
allow  searches  for  members  who  have  had 
the  best  returns  on  investment  over  time. 

Collins,  who  worked  for  10  years  on  the 
sell  side  for  brokerages  such  as  Lehman 
Brothers,  says  he  has  been  getting  in- 
vestment ideas  from  other  TradeKing 
members  commenting  on  his  blog  posts. 
When  he  reported  an  interest  in  engi- 
neering and  construction  companies  and 
the  success  he'd  had  in  buying  options 
ahead  of  Foster  Wheeler  Ltd.'s  first-quar- 
ter earnings,  somebody  recommended 
Perini  Corp.  In  the  second  quarter,  "the 
earnings  went  through  the  moon.  I  sold 
it  with  a  100%  gain"  on  Aug.  8,  he  says. 

Whether  these  sites  can  unleash  the 
wisdom  of  the  crowd  for  market  players 
remains  to  be  seen.  But  you  can  bet  that  in 
investing,  as  in  other  corners  of  the  Web, 
the  urge  for  community  will  grow  stron- 
ger—and the  bigger  players  may  have  to 
respond  to  the  upstarts.  ■ 
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The  other  word  for  retirement  is  freedom. 


Call  your  broker,  or  visit  hartfordinvestor.com. 
Mutual  Funds  •  401  (k) 

Annuities  •  Life  Insurance 
Prepare  to  Live" 
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PersonalFinance  I  Q&A 


BODIE  "[Invest]  your 
money— perhaps 
the  bulk  of  it— in 
something  risk-free" 


Stay  Away 
From  Stocks 

That's  the  contrarian  advice  of  Boston  University's 
Zvi  Bodie.  An  investment  he  does  like:  TIPS 


THE  SUBPRIME  LENDING  CRISIS  is  what  finance  quants  call 
a  "fat  tail."  The  colorful  term  describes  a  low-probabil- 
ity, high-impact  event  that  roils  the  financial  markets  and 
shows  up  on  a  statistical  graph  as  an  abrupt  change  in  di- 
rection. Zvi  Bodie,  professor  of  finance  at  Boston  Univer- 
sity, says  fat  tails  are  more  common  than  many  assume,  putting  at  risk 
the  retirement,  education,  and  other  long-term  savings  of  millions  of 
Americans.  His  solution:  Stay  away  from  stocks.  Contributing  eco- 
nomics editor  Chris  Farrell  got  in  touch  with  Bodie  while  he  was  vaca- 
tioning on  Cape  Cod  to  talk  about  his  unorthodox  investing  approach. 
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Should  all  investors  worry  about  the : 
market? 

It  depends  on  wealth.  If  you  are  we 
enough,  your  standard  of  living  is  n 
jeopardy  when  the  market  goes  d 
With  people  like  Bill  Gates  and  W; 
Buffett,  nothing  they  do  in  the  stock 
ket  will  affect  their  standard  of  li 
though  it  may  affect  the  charities 
give  to.  But  if  you're  like  Zvi  Bodie 
have  to  pay  attention  to  the  downsic  | 

So  what  do  you  do? 

Lock  in  the  essentials  by  investing 
ly.  It  means  investing  some  portici 
your  money— perhaps  the  bulk  of  i 
something  risk-free.  This  is  simpl; 
mentioned  in  most  of  the  convent! 
literature  on  investing. 

What  do  you  mean? 

They'll  always  say  that  investing  is 
you  do  for  the  long  term  and  savhj 
what  you  do  for  the  short  term.  Thaf  s  I 
sense.  Savings  is  the  difference  belj 
income  and  consumption,  and  it  has 
ing  to  do  with  time  horizons.  Invest  i 
all  about  how  much  of  your  savings 
into  safe  assets  and  how  much  into 
assets.  They'll  also  tell  you  there  is  no  | 
thing  as  a  risk-free  investment. 

You  don't  agree? 

If  s  a  lie  that  there  isn't  a  risk- free  ii 
ment.  In  the  U.S.  context,  Treasury 
tion-protected  securities,  or  TIPS' 
protect  your  money  from  inflation : 
years,  the  Series  I  savings  bond  i 
years.  That's  a  long  time. 

What  investment  strategy  do  you  a< 

I  never  recommend  the  stock  ma: 
say,  load  up  on  Series  I  bonds  in  t; 
accounts  (because  taxes  are  deferri 
til  cashed  in)  and  make  sure  you 
plenty  of  TIPS  in  your  retirement  ac 
(to  steer  clear  of  paying  taxes  on  ai 
interest).  Then  no  matter  how  wi 
markets  get,  you  don't  have  to  wor  | 


But  with  this  strategy  you  give  i 
chance  of  making  money  in  stocks. 

If  there's  a  fat  tail  event  on  the  v 
buy  an  out-of-the-money  call  optio 
market  index.  [A  call  is  a  bet  that  th 
ket  will  rise.  Calls  are  "out  of  the  rr 
when  the  strike  price  is  greater  th 
market  price  of  the  underlying  sec 
It  has  a  low  probability  of  paying  c 
if  it  does,  you'll  make  a  killing.  I 
ment  this  in  my  own  retirement  po: 
I  have  about  95%  in  TIPS  and  5% ! 
of-the-money  call  options  that  go 
long  as  three  years  on  the  market. 


BusinessWeek  I  events 


121  November  2007,  Claridges,  London 


SUPPORTING  SPONSOR 


Performance.  Innovation.  Leadership 


'lESE 


KEYNOTE  SPEAKER 


3rd  Browne 

Jrmer  Group  Chief 
lecutive,  BP 


These  three  themes  have  defined  BusinessWeek's  European 
Leadership  Forum  since  it's  inception  in  2001,  and  have 
firmly  established  it  as  one  of  the  primary  thought-leadership 
platforms  on  the  European  business  calendar. 

Globalisation  drives  much  of  the  dynamic  growth  in  European 
economies,  and  is  largely  responsible  for  the  stellar  success 
of  corporate  performers  from  the  region  who  have 
consistently  outperformed  the  market.  Identified  by 
BusinessWeek  as  the  'BusinessWeek  European  50',  this  elite 
group  of  truly  global  champions  feature  prominently  in  our 
annual  European  Leadership  Forum.  Delegates  hear  directly 
from  CEOs  of  Europe's  top  performers  in  interactive  panel 
discussions,  tackling  the  issues  of  corporate  performance, 
competition  and  pan  European  integration.  Keynotes  from 
leading  thought  leaders  on  strategy,  superior  innovation  and 
corporate  leadership  complement  the  panel  sessions. 

Participation  is  by  invitation  only  -  to  apply  to  join  the 
debate  please  contact  +44  20  7556  7809  or  email 
sally@bwevents.com 
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PersonalFinance  Fund  Focus 


Symbol:  PRMTX 
Category:  Communications 
BusinessWeek  ranking:  A 
Assets:  $2.1  billion 
Sales  charge:  None 


Expense  ratio:  0.87% 


The  goal:  To  provide  long-term  capital  growth 
through  the  common  stocks  of  media, 
technology,  and  telecom  companies 

Number  of  the  stocks  in  the  fund:  178 


TOP  FIVE  HOLDINGS 

COMPANY 

NET 
ASSETS 

AMERICAN  TOWER 
SYSTEMS 

7.5%* 

CROWN  CASTLE  INTL. 

7.0 

LEAP  WIRELESS  INTL. 

5.0 

AMERICA  MOVIL  ADR 

5.0 

ROGERS 
COMMUNICATIONS 

"As  ol  Aug  28 

AVERAGE  ANNUAL  TOTAL  RETURN* 
PERCENT       ■  PRMTX    ■  ALL  COMMUNICATIONS 


YEAR  TO  DATE 


3  YEAR 


5  YEAR 


•APPRECIATION  PLUS  REINVES  [MENT  OF  DIVIDENDS  AND  CAPITAL 
GAINS  BEFORE  TAXES 

Data:  Morningstar.  T  Rowe  Price 


T.  Rowe  Price  Media  I 
Telecommunications 

Wireless 
Watchei 

This  pro  likes  tower     | 
builders  and  prepaid 
carriers,  bytylerhill 

FUND  MANAGER:  Henry  Ellenbogen,  I 

TENURE:  Started  at  T.  Rowe  Price  im  i 
2001,  took  over  fund  in  April,  2005.:  * 

EDUCATION:  AB  (1994),  JD  and  MBA* 
(1999)3  Harvard  University. 


FORMER  LIFE:  Worked  for  former  Ret  i) 

sentative  Peter  Deutsch  (D-Fla.)  foi>  R 

years,  including  a  stint  as  chief  of  s«  s,i 
,  jtJ 

STOCKS  THAT  EXCITE  ME:  Wireless  toJ  ice 
companies  American  Tower  and  Ci;  fe 
Casde.  "There  has  been  continued  taa 
growth  of  wireless  use  both  of  vok>'  li 
of  data.  The  industry  has  stability,;1  W 

bility,  and  high  barriers  to  entry." 

_ j  -,;: 

NOTABLE  NEWCOMERS:  Prepaid  wird  »G 

less  companies  Leap  Wireless  and  I  tonl 

MetroPCS.  "We  call  this  'all  you  caial  its 

wireless.'  Unlike  most  wireless  cam*  keL 

which  are  'postpay,'  both  Leap  Wir  U 

and  MetroPCS  offer  $45  to  $50  unl  ion 

ited  voice  and  data  on  a  prepaid  ba 

There's  no  contract,  so  they  also  ta; 

younger  customers  and  customers  I  )[|j 

shakier  credit  histories.  This  segnu 

is  growing  at  five  times  the  rate  of'1' 

postpay  segment." 

p[} 

STOCKS  I  AVOID:  "Companies  that  n  l  4ol  i 
radio  and  television  stations.  As  di 
bution  systems  open  up  they  are  gi    p? 
to  have  challenges  to  their  busines  Jo: » 


id 


CURRENT  READING:  Harry  Potter  am   > 


Deathly  Hallows. 

AFTER  HOURS:  Swims  and  relaxes  0 
beach  with  his  wife  and  dog. 
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sonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THIRSTY  OVERSEAS  MARKETS  ARE  GUZZLING  COCA-COLA. 
WHY  SOUTHERN  COPPER  STOCK  HAS  BEEN  RUNNING  NORTH. 
AWAITING  CLINICAL  RESULTS  AT  ARIAD  PHARMACEUTICALS. 


NEW 
ZING 


STOCK  PRICE  (DOLLARS) 

56  !  rmn 


ike  Sparkles  Again 

l  OCA-COLA  (KO)  IS  BACK.  The  beverage  king  was 
a  premier  growth  stock  in  the  late  1990s:  Its  price- 
earnings  ratio  in  1998  hit  51,  twice  the  market's  average, 
rly  earnings  grew  nearly  15%.  But  Coke  shares  lost  their 
its  growth  fell  to  7%,  causing  the 
,r.o  drop  from  89  in  1998  to  66  in 
By  2006  it  sank  to  39.  Coke  has 
risen  to  53-43,  holding  up  during 
;dit  turmoil.  "Coca-Cola  is  once 
on  its  fast-growth  trajectory," 
tephen  Leeb  of  Leeb  Capital 
jement,  which  owns  shares.  Its 
ence  comes  from  a  huge  world 
,ution  edge,  notes  Leeb,  and 
iressive  introduction  of  new 
:ts,  including  juices  and  sports 
;.  It  recendy  introduced  kvass,  a 
(n  cereal-based  beverage.  Some  75%  of  profits  come  from 

2  the  U.S.,  mainly  China,  India,  the  European  Union,  and 
mierica.  Coke  is  a  play  on  booming  foreign  economies 

j:  falling  dollar,  says  Leeb.  Although  the  U.S.  remains  a 
pot  for  Coke,  he  adds,  earnings  have  topped  estimates 
f  because  of  rapid  growth  overseas.  Yearly  sales  and 
?s  growth  should  again  exceed  10%,  predicts  Leeb, 
es  Coke  at  75  in  18  months.  Value  Line  assigns  Coke  its 
t  ranking  for  timeliness.  The  company  has  determined  it 
jivest  more  heavily  in  growth  to  bolster  the  share  price, 
jue  Line's  Greg  McGowan.  He  sees  profits  of  $2.65  a 

3  2007  on  sales  of  $27. 5  billion  and  $2.95  in  2008  on 
pillion,  vs.  2006's  $2.37  on  $24  billion. 


FEB.  5,  '07  AUG.  29 

Data:  Bloomberg  Financial  Markets 


Southern  Copper 
id  for  Growth? 


THERN  COPPER  (PCU)  is  down  15%  from  its  July 
■ak  of  116,  although  second-quarter  earnings  jumped 
1%,  to  $2.46  a  share.  "If  s  definitely  an  undervalued 
■opportunity  at  its  current  price  of  102.74,"  says  Bernie 
<fp  of  Schaeffer's  Investment  Research,  which  owns 
■With  a  dividend  yield  of  6.21%  and  trading  at  just  10 
iSutimated  2007  earnings  of  $9.95  a  share,  this  copper 
■i  Peru  and  Mexico  is  unfairly  ignored,  says  Schaeffer, 
Is  the  stock  at  150  in  18  months.  Of  the  12  analysts 
kL;  it,  five  recommend  a  sell,  five  are  neutral,  and  two 
■  a  uy.  With  the  strong  global  economy,  Schaeffer  sees  the 


A  RECENT 
SHARP  DIP 

STOCK  PRICE  (DOLLARS) 


FEB.  5.  '07 


AUG.  29 


Data:  Bloomberg  Financial  Markets 


1 


price  of  copper  above  $4  a  pound  soon, 
up  from  $3.36  on  Aug.  24.  Southern's 
output  this  year  is  expected  to  jump 
15%,  to  700,000  metric  tons.  David 
Sandell  of  newsletter  The  Complete 
Investor  says  with  a  slowdown  in 
copper  demand  "nowhere  in  sight" 
(thanks  to  strong  demand  in  China), 
the  stock  remains  attractive. 

Ariad's  Lab  Partner 
Has  Deep  Pockets 

ARIAD  PHARMACEUTICALS  (ARIA)  may  be  one  of  the 
more  underappreciated  and  undervalued  biotechs 
around.  Its  partnership  with  Merck  to  develop  and 
commercialize  a  treatment  for  late-stage  cancer— specifically, 
metastatic  sarcoma— could  bring  in  up  to  $1  billion.  But 
Ariad's  stock,  which  hit  6.06  on  July  9  (two  days  before 
the  deal  was  announced),  has  slid  back  to  4.75.  Merck  has 
paid  $75  million  up  front  for  the  drug,  deforolimus,  which 
Ariad  CEO  Harvey  Berger  says  will  undergo  clinical  trials 
for  multiple  cancers  concurrently. 
He  says  the  $75  million,  plus  future 
milestone  payments  for  the  phase  II 
and  III  clinical  trials,  will  fund  the 
remaining  development  costs.  In  all, 
Merck  will  pay  $452  million  more  for 
development,  plus  $200  million  upon 
Ariad's  hitting  "sales  thresholds," 
and  a  further  $200  million  for 
global  development.  Phil  Nadeau  of 
investment  firm  Cowen,  who  rates 
Ariad  "outperform,"  says  the  terms 
of  the  Merck  deal  are  favorable  and 
foresees  good  clinical  results.  Terence  Flynn  of  Lazard  Capital 
Markets  rates  the  stock  a  buy  with  a  12-month  target  of  11. 
JPMorgan  Chase  and  Barclays  Global  Investors  both  own 
close  to  5%  of  Ariad.  ■ 


BusinessWeek  .com 


ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than 
350,000  companies— public  and  private— worldwide.  Find  the  best  company 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com/investor  at  5 

p.m.  EST  on  the  magazine's  publication  day,  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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Data:  Bloomberg  Financial  Markets 


PersonalFinance  Figures  of  the  Week 


STOCKS 


S&P  500 

AUG.      FEB.      AUG.   AUG.  23-29 

1560.  ,  ,  |  r —1510 


1470! 


1380: 


-1480 

1463.8 
-1450 


-1390 


COMMENTARY 

The  market  climbed  out  of  its 
hole  with  a  247-point  gain  in  the 
final  hours.  Tech  provided  a  big 
boost,  with  Hewlett-Packard, 
IBM,  Intel,  and  Microsoft  all 
showing  gains.  Home  Depot 
jumped  5%  on  news  the  sale  of 
its  wholesale  business  would  go 
through.  Exxon  Mobil  increased 
2%  on  rising  oil  prices  while 
discounter  Big  Lots  gained  9% 
after  a  444%  hike  in  profits. 

Data:  Bloomberg  Financial  Markets,  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  AUGUST  29 

WK  S&P  500  ■  U.S.  DIVERSIFIED  m  ALL  EQUITY 


%         -8  -6  -4  -2 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  AUGUST  29 

■  S&P  500  M  U.S.  DIVERSIFIED  M  ALL  EQUITY 


%         4  8         12         16         20         24 

Dato:  Morningstar  Inc. 


THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Tuesday,  Sept.  4, 10  a.m.,  EDT))  The 
Institute  for  Supply  Management's 
manufacturing  activity  index 
probably  eased  to  53%  in  August, 
after  slipping  to  53.8%  in  July.  That's 
the  median  forecast  of  economists 
polled  by  Action  Economics. 
CONSTRUCTION  SPENDING 
Tuesday,  Sept.  4,  JO  a.m.  EDT  » 
July  building  outlays  most  likely 
edged  up  0.1%.  Spending  in  June 
decreased  0.3%,  dragged  down 


U.S.  MARKETS 

AUG  29 

WCEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1463.8 

0.0 

3.2 

12.2 

Dow  Jones  Industrials 

13,239.3 

0.4 

6.6 

16.9 

NASDAQ  Composite 

2563.2 

0.4 

6.1 

18.0 

S&PMidCap400 

854,9 

-0,2 

6,3 

14.7 

S&P  SmallCap  600 

413.9 

-1.3 

3.5 

12.7 

DJ  Wilshire  5000 

SECTORS 

14,693,5 

-0.1 

3.4 

12.7 

BusinessWeek  50* 

838.8 

-0.1 

5.0 

13.9 

BW  Info  Tech  100" 

501.2 

2.0 

12,0 

29.7 

S&P/Citigroup  Growth 

679.2 

0.5 

4.1 

12.1 

S&P/Citigroup  Value 

782  4 

-0.6 

2.4 

12,3 

S&P  Energy 

531.9 

2.5 

16.8 

22.7 

S&P  Financials 

450  7 

-2  7 

-9,0 

0.8 

S&P  REIT 

173.8 

-3.2 

-12.6 

-3.1 

S&P  Transportation 

2775 

-14 

5.2 

14  6 

S&P  Utilities 

196.7 

-1.3 

5.4 

12.5 

S&P  GSTI  Internet 

206  3 

-01 

3.3 

20.8 

PSE  Technology 

935.3 

0.7 

6.8 

16.8 

GLOBAL  MARKETS  aug.29  week 

S&P  Euro  Plus  (U.S.  Dollar)  1667.0  -20.2 

London  (FT-SE 100)  6132  2  -10 

Paris  (CAC  40)  5520.0  0.0 

Frankfurt  (DAX)  7439.2  -0.8 

Tokyo  (NIKKEI  225)  16,012.8  0.7 

Hong  Kong  (Hang  Seng)  23,020.6  3.0 

Toronto  (S&P/TSX  Composite)  13,490.1  0.2 

Mexico  City  (IPC)  29.710.8  1.5 


%CH 
YEAR  TO 

DATE 

-16.2 
-1.4 
-0.4 
12.8 
-7.0 
15.3 
4.5 
12.3 


FUNDAMENTALS  aug.28  weekago 

S&P  500  Dividend  Yield  1.90%  1.89% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  16.6  16.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14  3  14.4 

First  Call  Earnings  Revision*  -1.32%  -1.06% 


i 
-C  | 
•Fir     )| 


•March  19. 1999=1000   "February  7. 2000=1000 


TECHNICAL  INDICATORS  aug.28  weekago 

S&P  500  200-day  average  1457.2  1455.1    Pc 

Stocks  above  200-day  average  34.0%  36  0%    Pc 

Options:  Put/call  ratio  1.02  1.09    Pc 

Insiders:  Vickers  NYSE  Sell/buy  ratio  1.55  174    Pc 


BEST-PERFORMING 
GROUPS 

Food  Wholesalers 
Distillers  &  Vintners 
Constr.  &  Engineering 
Fertilizers  &  Ag.  Chems. 
Retail  REITs 


LAST 
MONTH* 

11.7 
10.3 
8.9 
6.8 
6.8 


LAST  12 
MONTHS'* 


WORST-PERFORMING ,  AST 

MONTH  % 


Tires  &  Rubber 
Internet  Retailers 
Divsfd.  Metals  &  Mining 
Auto  Parts  &  Equip. 
Constr.  &  Engineering 


110.5 

103.7 
80.7 
576 
45.0 


GROUPS 

Real  Estate  Mgt.&Dvpt.  -16.2 

Commerical  Printing  -14.6 

Homebuilding  -14.1 

Health-Care  Facilities  -13.5 

IT  Consulting  -11.3 


Homebuilding 
Agricultural  Products 
Electric  Mfg.  Svcs. 
Gold  Mining 
Home  Furnishings 


1 


EQUITY  FUND  CATEGORIES 


4-WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

Bear  Market 

2.0 

Pacific/Asia  ex-Japan  Stic 

58.4 

Long  Government 

1.9 

Latin  America  Stock 

40,8 

High  Yield  Bond 

1.5 

Diversified  Emerging  Mkts. 

35.8 

Intermediate  Government 

LAGGARDS 

1.2 

Specialty-Communications 

LAGGARDS 

26  4 

Specialty-Precious  Metals 

-8.8 

Bear  Market 

-9.9 

Latin  America  Stock 

-8.1 

Japan  Stock 

-2.6 

Japan  Stock 

-5.4 

High  Yield  Muni 

-0.9 

Foreign  Small/Mid  Growth       -5  3      Specialty-Precious  Metals     -0.2 


EQUITY  FUNDS 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  1 


AUG.29  WEEKAGO 

4.93%  4.90% 

3.97  3.66 

4.14  4.12 

4.55  4.62 

4.88  4.96 

6.30  6.43 


4-WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

ProFds.  Ultrashort  Japan  Inv. 

13.6 

AIM  China  1 

109.5 

ProFds.  Ultrashort  Japan  Svc. 

134 

AIM  China  A 

108.9 

DireXn.  NASDAQ  100  Bear  2.5X  6.8 

AIM  China  B 

107.3 

ProFds.  Sh.Prec.Mtls.  Inv. 

LAGGARDS 

6.6 
-279 

AIM  China  C 

LAGGARDS 

1072 

Regions  Morg.  Kgn.  S.  Hi  Inc.  C 

ProFds.  LfltSh.  Emrg.  Mkts.  Svc 

-51.9 

Regions  Morg.  Kgn.  S.  Hi  Inc.  A 
Regions  Morg.  Kgn.  S.  Hi  Inc.  1 

-279 
-279 

ProFds.  UltSh.  Emrg.  Mkts.  Inv 
DireXn.  Emrg.  Mkts.  Bear  2X 

-51.4 
-45.1 

iShares  DJ  U.S.  Home  Constr. 

-170 

iShares  DJ  U.S.  Home  Constr. 

-36  0 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


General  Obligations 


10-YR.BOND 
4.14% 


Taxable  Equivalent 


5.91 


Insured  Revenue  Bonds 


4.31 


Taxable  Equivalent 


6.16 


by  continuing  weakness  in  the 
housing  market. 

BEIGE  BOOK  Wednesday,  Sept.  5, 
2  p.m.  EDT  »  The  Federal  Reserve 
issues  its  overview  of  economic 
conditions  ahead  of  the  Sept.  18 
monetary  policy  meeting.  Most 
economists  polled  by  Action 
Economics  expect  the  Fed  to  trim 
interest  rates  to  5%,  down  from 
5.25%,  in  a  move  meant  to  prevent 
turmoil  in  the  financial  markets 
from  hurting  the  economy. 


NONMANUFACTURERS'  INDEX 

Thursday,  Sept.  6, 10a.m. 
EDT  »The  ISM's  nonmanufacturing 
activity  report  for  August  most 
likely  slowed  to  55%,  following  a 
July  easing  to  55.8%. 
EMPLOYMENT  Friday,  Sept.  7,  8:30 
a.m.,  EDT » Nonfarm  payrolls  are 
forecast  to  have  grown  125,000 
workers  in  July,  a  bit  better  than 
the  92,000  jobs  added  in  June. 
The  jobless  rate  probably  held  at 
4.6%  for  a  second  straight  month. 


The  BusinessWeek  productioi 
improved  to  310.3  for  the  weer 
Aug.  18,  a  9.3%  gain  from  the  | 
year.  Before  calculation  of  the  i 
week  moving  average,  the  im' 
improved  to  311.6. 


■U 


BusinessWeek  .com 


ONLINE:  The  Company  Insig! 
Center  lets  you  dig  into  data 
than  350,000  companies— p 
and  private— worldwide.  Find 
company  resource  on  the  fire 
at  investing.businessweek.cc 

For  the  BW50.  more  investm 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 
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Dmpany  Index 

idex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
nee  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
s.  Companies  listed  only  in  tables  are  not  included. 
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stments61 

DBE)20 

v!)33 

i(AKH)45 

1)26 

AMZN)36 

I»IN16 

/lovil  (AMX)  78 

Express  (AXP)IN2 

Tower  (AMT)  78 

Growth  Capital  36 

()46,54 

13 

rdon  33 

N8 

)IN4 

A)  11, 14, 36, 38, 

U 

2 

\)79 
% 

rtheast(SKYW)54 

ADSK)IN2 

U)42,43 

jierica(BAC)28 

iCS)79 

N16 

N4 

)IN16 

is(BSC)28 

BY)  11 
.4 

1IN8.INI6 
jiup  16 

iT)IN16 

vboardslN8 
lie.com  IN24 


I(CVC)84 
iirities  61 
Is4 

KHRT)  IN16 
IX)  37 
lalTV43 
'20 
ICC) 11 
|)  36.  IN4 

K0)79,IN2, 

InlNS 

lnsultantsl8 

kSA)64,84 
;tral(VIA)26 
ps(C0P)26 

DAL)  54 
|(CFC)28 

N)79 
|(CCI)78 
Vakefield45 

3  61 

5,64,  IN24 

Is  (DAL)  54 

sption  IN8 
lDWA)62 


E,F 

eBay  (EBAY)  36,  IN4  IN16, 
IN24 

Edison  Media  22 

ElectricArtistslN2 

Eli  Lilly  (LLY)IN16 

Ellington  33 

EMC(EMC)37 

EMI  42 

ENI(E)26 

Eons.com  14 

Ernst  &  Young  56 

E*Trade(ETFC)74 

ExxonMobil  (XOM)  26 

FacebooklN4,IN24 

FedEx (FDX)  50 

Fidelity  Investments  60 

FirstCity(FCFC)33 

Flash  Seats  40 

Force  Dimension  IN8 

Ford  (F)  26 

Forrester  (FORR)  INI,  IN16 

454Life(RHHBY)69 

Foster  Wheeler  (FWLT)  74 

Fox  (NWS)  64 

FreescalelN16 


G.H 

Gallup  IN8 

Gateway  (GTW)  26 

Gawker  Media  IN2 

GE(GE)IN28 

GMAC18 

Goldman  (GS)  40,  IN4 

GoLocolN8 

Google  (GOOG)  12, 36, 37, 

38.42. 43.56.  IN4 
Guise  Marketing  18 
Happy  Cog  Studios  IN8 
Harlan  73 

Home  Depot  (HD)  26 
HP(HPQ)36,56,64 
HSBC(HBC)U 


I.J.K 

IAC/lnterActiveCorp(IACI)40 
Ibbotson  Associates  60 
IBM  (IBM)  36,  INI,  IN8,  IN16 

Icelandic  Water  18 
IDE0IN24 
IDGVC  Partners  42 
Infineon  (IFX)IN16 
lnfosys(INFY)44 
ln-StatlN16 
Intel  (INTC)  IN16 
International  Data  42 
lnvestools74 
Jaguar  Cars  (F)  26 
J.C.  Penney  (JCP)  11 
JetBlue  (JBLU)46 
John  Hancock  60 
JPMorgan  Chase  (JPM)  79 
Juniper  (JNPR)  36 
Kidder  Peabody  33 
Klein  DythamlN2 
Kleiner  Perkins  37 
Kratt(KFT)26 
Kurt  Salmon  11 


L,M 

Land  Rover (F) 26 

Las  Vegas  Sands (LVS) 26 

Lazard(LAZ)79 

Leap  Wireless  (LEAP)  78 


Leeb  Capital  79 

Lehman  (LEH)  28, 74 

Lenovo(LNVGT)26 

LinkedlnlN4 

LinklistlN4 

Liquid  Management  64 

Live  Nation  (LYV)  40 

Lunar  Design  IN8 

Mahindra&Mahindra26 

MalibuRumlN24 

Mariner  Energy  (ME)  61 

Marriott(MAR)45 

McGraw-Hill  (MHP)  11 

McKinsey46,IN4 

Media  by  the  Numbers  62 

Meetup.com  IN24 

Merck  (MRK)  79 

Meridien45 

Merrill  (MER)  12, 37 

MetLife(MET)60 

Microsoft  (MSFT)  37, 43, 

56,  IN4,  IN8IN16 
MiniClip.com  IN2 
Morgan  Stanley  (MS)  12, 

43.IN4 
MTV(VIA)84,IN4 
Munro&  Associates  69 
MySpace(NWS)IN4,IN24 


N.O.P 

NEN0nlinslN4 
Netscape  (TWXJIN8 
Neurona  IN4 

New  Century  (NEWCQ)  28, 33 
New  Horizon  Funds  44 
New  Line  Cinema  62 
News  Corp.  (NWS)  43 
Nielsen  SoundScan  22 
Nike(NKE)IN2,IN24 
Nokia  (NOK)  38,  IN2.IN12 
North  Face  IN24 
NovaStar(NFI)28 
NXPIN16 
Ocwen  (OCN)  33 
l-800-Flowers(FLWS)34 
Open  Architecture  IN8 
Oracle  (ORCL)  37,  IN16 
Orange  (FTE)  38 
0ssurlN8 
Packard  Bell  26 
Palm  (PALM)  IN24 
P&G(PG)IN8,IN16 
PayPal  (EBAY)  34 
Pentagram  IN8 
Perini(PCR)74 
Priceline.com  (PCLN)  36 
Pride  64 
Putnam  (MMC)  34 


R  S 

R/GAIN2 

Regal  Entertainment(RGC)62 
Robert  W.Baird  37 
Roche  (RHHBY)  69 
Rogers  Communications 

(RG)78 
Royal  Dutch  Shell  (RDS)  26 
SABMiller(SBMRY)26 
Salesforce(CRM)IN16 
Samsung  IN16 
S&P  (MHP)  11, 23, 36, 44, 61 
SAP  (SAP)  37 
Saturn  (GM)  18 
Schaef  fer's  79 


Seagate  (STX)  26 
Sevo  Miller  33 
Sibson  Consulting  16 
Silicon  Media  IN4 
SINA  43 
Smith  Travel  45 
Sony(SNE)62,IN2,IN16 
SonyBMGMusic42 
Southern  Copper  (PCU)  79 
SportsNet(CMCSA)64 
Staples  (SPLS)  11 
Starbucks  (SBUX)  56, 86 
Starwood  (HOT)  45 
Stelco26 
STM(STM)IN16 
Strand  Consult  38 
StubHub(EBAY)40 
SulakelN2 


T.U 

Tandem  56 

Tata  Group  26,  IN16 

Technology  &  Management  18 

techTribelN4 

Tee  Bee  Dee  14 

Tekriti  Software  IN4 

Thomas  Weisel  62 

Tianji  IN4 

Ticketmaster(IACI)40 

Tickets.com  40 

TiVo(TIV0)ll,20 

Tom  Online  (TOMO)  43 

Toshiba  (T0SBF)IN16 

Total  (TOT)  26 

Toyota  (TM)  45, 64,  IN28 

TradeKing74 

Triarc26 

T.Rowe  Price  (TROW) 

60,78 
UAL(UAUA)46 
Ultimate  Fighting  64 
United  Capital  IN4 
Universal  Music 42 
UPS  (UPS)  50 
U.S.  Steel  (X)  26 


v.w 

Value  Line  79 
Viacom  (VIA)  26, 64 
Viagogo40 
Virgin  America  IN8 
VLSI  Research  IN16 
VMware(VMW)37 
Vodafone(V0D)38 
Wal-Mart  (WMT)  86,  IN24 
Walt  Disney  (DIS)  62, 64 
Walter  Dorwin  Teague  IN8 
Warner  Bros.  (TWX)IN8 
Warner  Music  (WMG)  42 
WealinklN4 
Wendy's  (WEN)  26 
Western  Digital  (WDC) 26 
WL  Ross  33 
WorldatWorkl6 


X.Y.Z 

XinglN4 

Xinhua  News  Agency  43 

Yahoo!(YHOO)36.38,42 

YouTube(G00G)12,20,IN24 

Zecco  Holdings  74 

ZhejiangFlyasia  Electronics42 

ZipCarlN8 

ZoomlnfolN4 
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Win  a  VIP 
Pass  to  the 
World 
Business 
Forum 


You'll  receive  an  exclusive  VIP  Pass 
to  the  HSM-organized  World  Business 
Forum,  the  leading  international 
symposium  for  the  business  community. 
Over  two  days,  you'll  discover  the 
latest  trends  that  impact  business  from 
the  local  to  the  global  stage.  Plus, 
you'll  have  the  opportunity  to  connect 
with  other  executives  from  around 
the  world  at  private  lunches  with  Chris 
Anderson  and  Michael  Eisner. 

World  Business  Forum 
October  10-11,  2007 
Radio  City  Music  Hall®. 
New  York  City 


ysM 


For  more  information 
visit  www.wbfny.com 


TO  ENTER,  VISIT: 

HTTP://BUSINESSWEEK.EPRIZE. 

NET/MICROSOFT 

View  the  2007  Microsoft®  Office 
system  demo  and  experience  how  it 
will  change  the  way  you  work.  Then 
follow  instructions  to  submit  your  entry. 

Made  possible  by 

Microsoft 

OFFICE2007.COM 

It's  a  new  day.  It's  a  new  office. 

NO  PURCHASE  NECESSARY,  A  PURCHASE  WILL  NOT  INCREASE  YOUR 
CHANCES  OE  WINNING.  LEGAL  RESIDENTS  OF  THE  48  CONTIGUOUS 
UNITED  STATES  (DC.)  21  YEARS  AND  OLDER  WITH  INTERNET  ACCESS 
AT  TIME  OF  ENTRY  VOID  WHERE  PROHIBITED  Sweepstakes  ends 
9/1 5/07.  For  Official  Rules,  prize  descriptions  and  odds  disclosure,  visit 
http://businessweek.eprize.net/microsoft.  Sponsor  The  McGraw-Hill 
Companies,  1221  Avenue  of  the  Americas.  New  York.  NY  10020. 
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Marketplace 


For  more  advertiser  information,  lex 

www.businessweek.com/classified 

PFor  Ad  Rates  and  Informatji 
Phone:  (312)  464-0500 
.  Email:  MMiller@classifiedii 


Internet  TV  -  Positive  Programming 


What's  New  and  Exciting  on  the  Internet  ? 


SUPREME  MASTER 

TELEVISION 


Positive,  Inspirational  ft  Entertaining  Programs 

24  Hours  a  day,  7  Days  a  week 

FREE  Satellite  TV  Channell 
Across  Europe,  Middle  East  &  NorthJ 

ASTRA  1  at  19.TE         HOTBIRD  6«t 

TP  Frequency:  12633 .25  H    TP  Frequency:  1085! 
Transponder:  113  Transpom 


Watch  Live  OnlinelTW 


www.SupremeMasterTV.com 


Industrial  Design 


©  ACADEMYo/ART  UNIVERSITY 


FOUNDED      IN      SAN      FRANCISCO      1929 


The  School  of  Industrial  Design 
at  Academy  of  Art  University 

Congratulates  the  2007 
IDEA  Award  Winners! 

1.800.544.2787  •  WWW.ACADEMYART.EDU 


Office  Products 


See  and  Plan  a  GiantYear 


tf  Over  2300  task-specific   \/i 
magnetic  whiteboard  kits  Wa\ 

_     IT  Krapr 

Online:  magnatag.com/fow016   ceo 
Call  800  624  4154    Ship^n  3  days. 

MAGISIATAG 


WBEE  Catalog 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One 
TOP  BUSINESSES 
for 2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  $  1 0k  -  $  1 0  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 


r* 


800-336-3933 


www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1983 


industrial  Design 


Cellular  Phone  Directo 


MOBILE  PHON 
DIRECTORY 

New,  free  mobile  phone  direc 

for  business,  personal,  miss 

children,  medical,  dating,  &  n 

www.iCardMe.co 


Business  Services  | 


CHINA  RECRUITME1 


CEO,  GM,  Operations  Dir.,  CF 
Mgr,  etc..  All  industries,  20  yrs  in 
12  yrs  in  recruiting  for  multinati 
Aust.  passport  holder.  Chinese 
able  to  find  you  the  right,  high-c 
candidates  with  integrity.  Good  E  j 
skills.  Reasonable  fees: 


Alfred  Shum:  86-1360  1099  f 
or  e-mail:  ashum@onpressim 


Timeshare 


TIMESHAREt 

60-80%  Off  Retaia 

Best  Resorts  &  Seasoi 
Call  for  Free  Cataloi 

1-800-941-205' 
www.holidaygroup.com 


Rl 


Property  for  Sale  I 


BEACHFRONT  U 
YUCATAN,  MEXH 

Unspoiled  Beaches,  History: 
in  colonial  Campeche.  Larc 
Ranch  lots  from  $75,000,  Beat 
from  $125,000. 
w  w  w.Santil  lanaSeaRancf 
SantillanaSeaRanch@gma 

800-517-8340 


Marketplace  Advertis 


The  BusinessWe 

Marketplace. ..It ' 

•  Advertise  in  the  Busine 
Marketplace  and  read 
5  million  responsive  reai 

•  Reaching  more  busine: 
professionals  than  any 
business  magazine... 

caii  312-464-051 

additional  Marketplace  adve 
information  and  rates,  ore 

MMiller@classifiedinc 

(For  customer  semce/subscn 
call  1-800-635-1201^ 


[BusEe 

ARI 

IarketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 


For  Ad  Rates  and  Information 

Phone:  (312)  464-0500 

Email:  MMiller@classifiedinc.com 


Exercise  in  exactly  4  minutes  per  day 

[  Winner  of  the  Popular  Science  Award  for  the 

"Best  of  What's  New"  in  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


p.  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 

88%  of  people  who  own  health  club  memberships  do  not 
jcise.  A  4  minute  complete  workout  is  no  longer  hard  to 
|;ve  for  all  the  people  who  since  1990  have  bought  our 

•llent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 

rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 

health    benefits    experienced 

pg   that   tryout,    and    the    ROM 

)rmance  score  at  the  end  of 
li  4  minute  workout  that  tells  the 
[/     of     health      and      fitness 

averment.  At  under  20  cents  per 

|  the  4  minute  ROM  exercise  is 

least     expensive     full     body 

blete  exercise  a  person  can  do. 

do  we  know  that  it  is  under  20 
1>  per  use?  Over  90%  of  ROM 

[lines  go  to  private  homes,  but 
ve  a  few  that  are  in  commercial 

lor  over  12  years  and  they  have 

Ired   over   80,000    uses   each, 

jut  need  of  repair  or  overhaul. 
ROM  4  minute  workout  is  for 

Je  from  10  to  over  100  years  old 

lighly  trained  athletes  as  well. 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 
Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 
Reading  the  ROM  literature  and  reluctantly  understanding  it. 
Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 
Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 
Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 
Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 
After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 
You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 
Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 


[Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


IdeasBooks 


Cable  Land  Confidential 


NEW  BEDLAM  A  Novel 

By  Bill  Flanagan;  The  Penguin  Press;  342pp;  $24.95 


MEW  BEDLAM 


The  first  thing  you  need  to  know  about 
the  novel  New  Bedlam  is  that  its  author, 
Bill  Flanagan,  travels  the  world  as  a 
top  executive  for  MTV  Networks  and 
is  also  the  monotone-voiced  music 
commentator  on  CBS  News  Sunday 
Morning.  Both  are  pretty  sweet  gigs.  The 
second  thing  you  need  to  know  is  that 

Flanagan  apparently  doesn't  really  care 
about  that.  For  he  has  written  a  biting  and 
hilarious  satire  of  the  pressure-filled  TV 
business,  with  a  bevy  of  rich  characters- 
eccentric,  egotistical,  and  some  practically 
insane— whose  real-life  counterparts  must 
surely  have  inspired  Flanagan  to  spoof  the 
industry  that  feeds  him. 

The  star  of  New  Bedlam  is  Bobby  Kahn, 
a  hard-charging  programming  executive 
for  a  major  broadcast  network.  Kahn  made 
his  career  by  spotting  a  daytime  game 
show  called  /'//  Eat  Anything!  and  putting 
it  in  prime  time.  It  became  a  summer- 
replacement  phenomenon  and  cemented 
Kahn's  reputation  as  a  genius.  "The 
more  pundits  howled  about  a  new  low  in 
America's  public  discourse,  the  bigger  the 
ratings  grew,"  writes  Flanagan. 

But  Kahn,  we  learn  in  the  first  pages,  is 
now  being  canned  as  the  fall  guy  in  a  reality-show  scandal.  He 
rushes  to  save  face  before  the  network  publicly  announces  his 
departure.  Hoping  to  land  a  job  that  will  look  as  if  he  dictated 
the  terms— a  business  turnaround  in  fast-growing  cable, 
perhaps— Kahn  finds  his  way  to  New  Bedlam,  a  fictional  town 
in  Flanagan's  native  Rhode  Island.  His  new  employer:  King 
Cable,  a  bit  player  with  franchises  in  several  New  England 
states.  Kahn  is  hired  to  bring  new  life  to  King's  three  fledgling 
channels,  each  of  which  is  supervised  by  a  different  offspring 
of  cable  patriarch  Dominic  King.  A  malicious  curmudgeon 
(after  sleeping  with  a  rival's  wife  who  later  reunites  with  her 
husband,  he  "wished  he'd  had  gonorrhea  so  he  could  have 
passed  it  along  to  them"),  Dom  made  a  fortune  running 
garages,  used-car  dealerships,  and  car  washes  throughout 
New  England  before  he  began  buying  up  local  cable  franchises 
at  the  dawn  of  subscription  TV.  As  Flanagan  takes  the  reader 
deep  into  Dom's  stubborn  mind,  you  can't  help  but  think  how 
much  the  character's  ambitions  mirror  those  of  real-life  media 
moguls,  including  Flanagan's  own  boss,  Sumner  Redstone, 
the  octogenarian  chairman  of  MTV  parent  Viacom,  who  was 
running  movie  theaters  before  getting  into  cable  TV.  There's 
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also  a  resemblance  to  other  cable  patriarchs,  including  Ch  i 
Dolan  of  Cablevision  (is  his  son  Jimmy  the  model  for  Dorr  | 
contentious  son  Kenny?),  John  Rigas,  formerly  of  Adelphi 
(he  ran  his  business  from  the  New  Bedlamesque  backwattj 
of  Coudersport,  Pa.),  and  Comcast  founder  Ralph  Roberts 
was  selling  belts  and  suspenders  when  he  bought  his  first  f 
franchise  in  the  early  1960s). 

The  three  King  channels  that  Kahn  must  fix  include 

Eureka,  which  strives  way  too  hard  to  be  a  high-minded  I 

channel;  BoomerBox,  a  sitcom  rerun  channel;  and  the  C| 

Book  Channel,  which  is  fixated  on  superheroes.  The  seer  j 

involving  Eureka  offer  some  of  New  Bedlaij 

biggest  guffaws. 

At  one  point,  Kahn  learns  that  Eureka  h  I 
aired  a  show  about  old  curtains  in  Sundayj 
prime  time.  He  calls  a  meeting  and  lambaij 
the  channel's  staff:  "Well,  folks. ..in  all  myj 
time  in  television  that  is  the  first  prime  tinj 
show  on  any  channel  I  have  ever  seen  achit 
a  total  zero.  Not  a  rounded  zero.  Not  zero  I 
zero  two  four.  I  chased  this  down.  Tapestrit 
A  History  of  Old  Curtains  achieved  the  rareJ 
seen  perfect  box  of  eggs— zero  point  zero  'A 
zero.  If  anybody  left  their  TV  on  to  keep  th| 
company  and  that  thing  came  on,  the  cat  jt| 
and  changed  the  channel." 

Tapestries  is  just  the  first  of  many  surpri:?| 
awaiting  Kahn  as  he  tries  to  navigate  famiiT 
politics  and  the  subtle  and  not-so-subtle  g  j 
on  at  King  Cable.  (One  King  employee  pasj 
gas  in  meetings  as  a  form  o| 
passive-aggressive  protest- 
Not  unlike  the  frenetic  pac 
a  TV  executive  trying  to  sta 
competitive,  New  Bedlam  is 
quick  read  composed  of  sh 
lively  chapters.  That  may  r. 
something  to  do  with  Flam 
having  written  the  book  ati 
airports  and  hotels  while  c 
fry  for  his  TV  day  job. 

Lots  of  New  Bedlam's 
is  insidey,  but  you  don't  ha 
to  be  a  Variety  subscriber  ti 
be  drawn  in.  Fun  interludes  include  quirky  characters  wl 
hatch  schemes  to  steal  old  Indian  bones,  clean  out  the  fa 
scummy  pond  with  bacteria-eating  carp,  and  attempt  to 
a  raccoon  that  had  been  eating  Kenny  King's  precious  co 
book  collection.  And  who  knows?  Flanagan's  jab  at  his  o  *W 
business  could  even  boost  his  career.  Maybe  some  hotsb 
programmer  in  the  mold  of  Bobby  Kahn  will  read  NewB 
and  see  it  as  a  weekly  TV  show— on  cable,  of  course.  ■  ' 

-By  Tom 


A  cast  of 
characters 
mirroring 
real-life  TV 
clans  and 
dynasties 
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INTERVIEW  WITH  ROBERT  REICH 


If  s  Not  Business5  Business 


Robert  B.  Reich  isn't  the  first  person  you'd  expect  to  defend  Wal-Mart  Stores  Inc.  and  ( 
cize  the  corporate  social  responsibility  movement.  But  Reich— who  served  as  Labor 
retary  in  the  Clinton  Administration— says  his  fellow  liberals  are  barking  up  the  w: 
tree  in  urging  companies  to  be  do-gooders.  He  says  it's  elected  governments  that  sh 
set  social  goals  and  make  rules  for  companies  to  follow.  Reich  teaches  at  the  Unive 
of  California  at  Berkeley's  Goldman  School  of  Public  Policy  and  has  put  his  latest  i 
into  a  new  book,  Supercapitalism:  The  Transformation  of  Business,  Democracy,  and  E 
day  Life  (Knopf).  He  spoke  about  the  book  with  Economics  Editor  Peter  Coy.  Exce 


You  sound  like  [libertarian  economist]  Milton  Friedman  in 
places. 

I  agree  with  Friedman  that  corporations  are  not  set  up  to  be 
social  institutions.  We  haven't  conferred  on  CEOs  the  authority 
or  legitimacy  to  decide  where  the  public  interest  lies.  In  fact 
today,  arguably,  there's  even  less  consensus  on  what  the  public 
interest  means.  There  is  such  polarization. 


Aren't  companies  sometimes  better  than 
government  at  getting  things  done? 

So  harness  them  with  specific  laws  and  rules. 
Tell  the  private  sector  what  to  do.  Corporations 
are  going  to  play  the  game  as  fiercely  as  they  can, 
and  that's  not  a  bad  thing  as  long  as  the  rules  of 
the  game  reflect  public  values— preventing  global 
warming,  rebuilding  New  Orleans,  etc. 


In  your  view,  is  "supercapitalism"  good  or  bad? 

Capitalism  has  proven  itself  the  most  successful 


We  haven't 
conferred  on 
CEOs  the 
authority 
or  legitimacy 
to  decide 

system  ever  designed  for  allocating  resources  to  i  ii  • 

where  they're  most  needed.  Global  capitalism    WTiere  pUDllC 
over  the  last  30  years  has  been  extraordinarily    ^ rit"p>t*pct"  lipc5 
successful  at  providing  consumers  with  a  range    AH»-C1  CJ>L  HCo 

of  choices  such  as  they  have  never  had  before  ^^^^^" 
and  investors  with  returns  unparalleled  in  his- 
tory. At  the  same  time,  democracy  is  failing.  We  used  to  as- 
sume that  capitalism  and  democracy  went  together,  hand  in 
glove.  But  the  intensifying  competition  in  the  private  sector 
is  sloshing  over  into  our  democracy.  The  money  companies 
are  pouring  in  gets  in  the  way. 


worker.  There  was  a  much  greater  degree  of  job  secun 
the  other  hand,  there  was  very  little  innovation.  The  ectc  r 
was  dominated  by  oligopolies.  Consumers  had  verr  I 
choice.  Investors  did  not  get  very  good  returns. 

And  today?  i  »fc 

Today  the  situation  is  almost  exactly  the  reverse.  Consi  fcfj 
have  extraordinary  choice.  Investors  have  done  ext,    , 
well.  You  could  hardly  imagine  a  more  dy 
economy.  But  inequality  is  wider  than  if;  ™ 
since  the  1920s  and  by  some  measure.'    K 
the  19th  century.  CEO  pay  diverges  mam 
from  the  pay  of  average  workers.  Almost    (i 
is  secure.  It  takes  two  wage  earners  to  mal  s 
meet  for  many  families.  We  can't  and  sh? 


go  back  to  what  I  term  the  Not  Quite  Gold 
But  we  can  do  one  very  important  thing,  a 
is  try  to  better  police  the  border  between  (. 
ism  and  democracy. 


Up 


B,(li 

* 

Tvardj 


to. 


How? 

This  is  not  simply  the  normal  laundry 
campaign-finance  and  lobbying  reform: 
haven't  we  made  more  progress?  Our  thii 
muddled.  We  need  to  understand  that  con  |'ffns 

aren't  people.  They're  legal  fictions.  Companies  should)  If 

a  right  to  free  speech.  By  all  means  shareholders  shou  moos; 

the  right  to  express  views,  but  shareholders  who  don 

those  views  should  not  have  to  join  them. 


Why  do  you  describe  the  1950s  through  the  early  1970s  as  the 
"Not  Quite  Golden  Age"? 

The  good  features  were:  We  had  far  less  inequality.  We  were 
as  a  nation  content  with  making  progress  on  America's  unfin- 
ished agenda  such  as  civil  rights  and  the  environment.  CEO 
pay  was  not  all  that  far  removed  from  the  pay  of  the  average 
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What's  wrong  with  the  corporate  social  responsibility 
movement? 

I  don't  think  it  makes  sense  to  demonize  Wal-Mart, 
think  it  makes  sense  to  praise  GE  for  being  environn 
sensitive  or  Starbucks  for  being  a  great  employer.  Don'l 
for  an  instant  that  a  company  is  going  to  sacrifice  profit 
sake  of  social  goals.  ■ 


iittlii 

to* 
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Staying  on  the  Fast  Track 

Leadership,  Innovation,  Performance 

6-7  November  2007,  China  World  Hotel,  Beijing 


competitive  markets  challenge  the  ability  of  any  company  to  stay  on  the  fast  track, 
erformance  expectations  riding  high,  how  will  you  continue  to  deliver?  How  should 
iefine  your  business  model  to  create  sustainable  competitive  advantage?  It  is  true 
u  cannot  outpace  change,  but  you  can  outhink  it.  So  join  us  at  The  11th  Annual 
>rum  and  learn  from  business  leaders,  global  CEOs  and  policy  makers  as  they  share 
nee  and  ideas  over  two  days  of  intense  discussion,  dialogue  and  debate. 

ght.  Insight.  Onsite.  At  The  1 1th  Annual  CEO  Forum. 

Speakers 

r  Robert  A.  Mundell,  professor,  Columbia  University  and  1999  Nobel  Laureate  for 

cs,  United  States 

ashid  Al  Zayani,  chairman,  Alzayani  Investments,  Bahrain 
Inardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 
■!han,  chairman,  Hang  Lung  Properties,  Hong  Kong 
■Chu  Pao,  president,  Platts,  United  States 

■Ferrier,  chief  executive  officer,  Fonterra  Co-operative  Group,  New  Zealand 
■len,  chief  executive  officer,  DHL  Express,  Germany 

ftvoost,  chief  executive  officer,  Philips  Consumer  Electronics,  The  Netherlands 
■ing,  executive  director,  Tata  Sons,  India 

■ar,  group  head,  Client  Relationships,  Standard  Chartered  Bank,  Singapore 
r«  Mazumdar  Shaw,  chairman  and  managing  director,  Biocon  Group,  India 
■Vei  Jiafu,  president  and  chief  executive  officer,  COSCO  Group,  People's  Republic  of  China 
■1,  chief  executive  officer,  SOHO  China,  People's  Republic  of  China 
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Strategic  partnership  enquiries 

Alan  Wong:  Tel  (852)  2151  8220 
Email:  alanwong@dnmstrategies.com 


Speaking  opportunities 

Priscilla  Poon:  Tel  (852)  2581  0142 
Email:  priscilla.poon@dnmstrategies.com 


Participant  registration 

Karen  Lee:  Tel  (852)  2151  8215 
Email:  karen.lee@dnmstrategiescom 


For  agenda  go  to:  www.dnmstrategies.com 
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BY  JACK  AND  SUZY  WELCH 


The  Succession  Timetable 


My  problem  is  that  my  father,  the  superb  leader  of  a  successful 
family  business,  has  no  succession  plan.  But  for  the  sake  of  the 
company  and  our  kids'  future,  we  need  one.  As  a  possible  CEO 
candidate,  how  can  I  approach  him  about  this  without  looking 
like  I  want  to  "get"  the  company  for  personal  gain? 

-Anonymous,  Chicago 

First  things  first.  You  don't  necessarily  need  a  succession 
plan.  You  want  one.  And  for  that  matter,  your  father— superb 
leader  that  he  is— may  very  well  have  a  succession  plan.  He's 
just  not  telling  you. 

Either  way,  you're  getting  a  taste  of  what  it  feels  like  to 
work  at  a  regular  old  public  company,  where  succession  plans 
are  usually  tightly  held  information  until  quite  late  in  the 
game.  And  yet  somehow,  those  companies  still  manage  to 
move  forward  from  one  CEO  to  the  next  and  their  executives 
manage  to  plan  for  their  kids'  futures.  With  less  information, 
they  just  end  up  having  to  use  their  judgment. 

Yes,  life  would  be  easier  for  you,  and  for  all  CEO 
candidates,  if  they  knew  more  about  the  future  earlier. 
But  we  can  think  of  at  least 
three  reasons  why  it  so  rarely 
happens  that  way.  First,  people 
develop  at  different  rates.  A 
possible  successor  who  starts 
in  a  blaze  of  glory  might  fade 
away  over  time,  and  a  slow 
starter  might  take  off.  A  CEO 
needs  several  years  at  least 
to  see  candidates  in  many 
jobs  and  differing  economic 
environments  before  making 
a  final  call.  Second,  making  a 
succession  announcement  too 
early  can  throw  a  company  into 
disarray  if  there  aren't  backup 

plans  to  replace  the  talent  that  inevitably  leaves  when  a  new 
boss  is  picked.  Such  plans  take  time  to  put  in  place.  Finally,  if 
a  CEO  is  doing  a  terrific  job  and  enjoying  himself— like  your 
dad,  it  seems— he  has  no  interest  in  becoming  a  premature 
lame  duck. 

We  suggest,  then,  that  you  give  your  father  the  benefit  of 
the  doubt.  According  to  details  of  your  letter  that  we  didn't 
have  room  to  print,  he's  quite  a  man.  Your  family  business  is 
in  a  brutally  competitive  industry,  but  he's  led  it  with  insight 
and  skill  for  decades.  He's  built  a  deep  management  team 
and  is  respected  by  all.  Surely  he  isn't  being  a  fool  about 
succession.  He  has  a  reason  you  should  wait,  and  if  he  is  the 
leader  he  seems  to  be,  you'll  understand  why  in  due  time. 


If  the  head  of 
the  family 
business  is 
keeping  plans 
quiet,  there's 
probably  a 
good  reason 


Over  the  years,  I  have  noticed  that  people  with  an  MBA,  oi 
with  less  experience  and  less  salubrious  resumes  than  my 
land  bigger  jobs.  What  is  it  in  an  MBA  that  qualifies  a  grad 
to  be  an  automatic  winner? 

-Jitesh  Jairam,  Durban,  South! 

There  is  no  question  that  an  MBA  puts  a  stamp  of  apprcl 
on  your  forehead.  People  like  credentials,  and  althoughrl 
MBAs  have  more  prestige  than  others,  any  MBA  separat  f 
"owner"  from  the  pack. 

But  you  have  to  understand  something:  The  impact  (| 
MBA  is  really  only  good  for  a  year  or  so.  It  helps  a  gradill 
get  a  higher  starting  salary  or  land  a  better  job  out  of  thj 
or  both.  And  it  creates  something  of  a  little  halo  effect, 
are  presumed  to  be  intelligent  and  capable;  their  bosseJ 
watch  them  hopefully,  and  in  many  cases,  give  them  exj 
opportunities  to  contribute  and  grow. 

However,  if  s  the  MBA's  performance  that  ultimately] 
matters.  In  short  order,  the  MBA  excels  or  sinks,  and  th| 
advanced  degree  becomes  forgotten  either  way.  In  busi-J 
results  are  your  only  real  credential. 

So  when  you  see  those  MBAs  around  you  who  appea  I 
to  be  "automatic  winners,"  look  beyond  their  diplomas;! 
Most  likely,  they  are  overdelivering  on  performance  anij 
buying  into  the  values  of  the  company,  demonstrating . 
with  their  everyday  behavior.  On  top  of  that,  they  are  v  j 
probably  exuding  a  positive,  can-do  attitude,  taking  on| 
challenges  with  a  healthy  mixture  of  optimism  and  real 
Finally,  they  are  almost  certainly  making  the  people  arf 
them  look  good,  too,  by  sharing  credit  and  building  thd 
In  other  words,  we  would  bet  they're  moving  the  comp;j 
forward  in  some  meaningful  way  or  another. 

Don't  get  us  wrong.  We're  definitely  not  discouragiril 
anyone  from  getting  an  MBA.  It's  a  qualification  with  1"  j 
and  it  does  help  critical  thinking  and  introduce  you  to 
important  managerial  concepts  best  taught  in  a  classn  1 
by  a  smart  professor  and  debated  by  high-powered  p» 
does  get  you  a  better  starting  salary  and  more  early  vis 
But  an  MBA's  leg-up  only  lasts  for  a  finite  period,  after  | 
performance  takes  precedent. 

So  look  again.  The  automatic  winners  you  see  aroiuJ 
probably  aren't  automatic  at  all.  They're  successful  no 
because  of  a  diploma  they  received  on  graduation  day  | 
because  of  their  performance  ever  since.  ■ 

Jack  and  Suzy  Welch  took  forward  to  answering  your  questi  j 
about  business,  company,  or  career  challenges.  Please  e-mai 
at  thewelchway@businessweek.com.  For  their  weekly  p 
go  to  businessweek.com/search/podcasting.htm. 
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Nest  Egg? 


People  45  to  55  are  typically  reaching  the  peak  of  their  earnirj 
power,  yet  their  financial  concerns— planning  for  retirement, 
funding  children's  college,  preserving  assets— can  seem 
daunting.  And  amid  all  the  necessities,  they  would  still  like 
to  leave  room  for  what  they  want  to  do.  BusinessWeek.com's 
latest  Investing  Survival  Guide  can  help,  with  advice  on  the  best 
ways  to  set  financial  goals,  tune  up  your  portfolio,  and  protec 
your  hard-earned  assets.  We  also  have  info  on  how  to  handle 
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The  AGC  Group  is  a  leading  global  player  in  flat  glass, 
automotive  glass,  display  glass  and  fluorine  chemistry. 
And  now,  our  various  brands  throughout  the  Americas, 
Europe  and  Asia  have  evolved  into  a  single  brand 
worldwide.  United  for  endless  innovation. 
Note-Previous  brands  include  AFG,  Glaverbel  &  Asahi  Glass. 
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"It  is  not  the  grand  finale  of 
Beethoven's  Ninth,  but  for  me, 
it  hit  the  right  chord." 

-Alan  Greenspan,  former  Fed  chairman,  on  the  final 

chapter  of  his  upcom  ing  book,  The  Age  of  Turbulence, 

which  concludes  with  his  forecast  of  how  the  world  will 

work  in  theyear2030,  as  reported  by  the  Associated  Press 
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let  Cafes: 

[ome 
/as  Never 
ike  This 


TEP  INSIDE  ONE  of  the  90  Internet 
cafes  run  by  Tokyo's  Aprecio  and 
you'll  find  far  more  than  rows  of 
id  baristas  pouring  tea.  Clients 
^re  of  checking  their  e-mail  or 
g  video  games  can  watch  DVDs 
ms  with  flat-screen  TVs,  browse 

Ky  of  some  30,000  comic  books, 
assage,  or  stretch  out  in  a  room 
itami  mats.  Some  of  Aprecio's  PCs 
■closed  in  private  booths  with  an 
mm  and  a  safe  for  valuables. 
Becio  is  riding  a  wave  of  growth  in 
Is  Net  cafe  business.  You  might 
■hat  with  broadband  available  in 
■ilf  of  homes  and  almost  every 
Rwning  a  mobile  phone  that 
■rf  the  Web,  Net  cafes  would  be 
■fast.  But  the  Japan  Complex  Cafe 
■an  industry  group,  projects  that 


revenues  for  the  cafes  will  reach  $2.6 
billion  by  2010,  up  50%  from  2005. 

Much  of  the  credit  for  the  surge 
lies  in  innovative  thinking  by  cafe 
operators.  Since  few  customers  need 
to  leave  home  for,  say,  sending  e-mail 
or  searching  the  Web,  cafe  owners 
have  created  one-stop  entertainment 
and  relaxation  shops.  Customers  at 
Kaikatsu  Clubs  are  welcomed  by  warm 
lighting  and  decor  designed  to  mimic 
beach  resorts.  If  they're  hungry,  food 
offerings  include  more  than  40  dishes 
such  as  chili-shrimp  stir-fried  rice.  The 
company,  which  has  100  such 
clubs,  plans  to  add  around 
20  more  annually.  "Before,  a 
small  space  with  a  computer 
was  good  enough,  but  now 
our  customers'  needs  have 
changed,"  says  Momoko 
Sugiura,  an  investor  relations 
official  at  Valic,  which  owns 
the  Kaikatsu  outfits. 

In  fact,  some  customers  are  using  the 
cafes  for  far  more  than  entertainment 
or  dining.  On  Aug.  28,  Japan's  Health, 
Labor  &  Welfare  Ministry  said  more 
than  5,000  homeless  "Net  cafe 
refugees"  were  living  in  cybercafes, 
sleeping  in  comfy  armchairs  at  night 
before  heading  out  to  low-wage  jobs. 
That  has  spurred  fears  among  owners 


The  owners 
have  created 
one-stop 
entertainment 
centers 


BEYOND JOE  A 

manicure,  a  comic 
book  library,  or  a 
massage  awaits 
Kaikatsu  clients 


that  the  phenomenon  might  scare  off 
other  customers. 

Internet  cafes  have  other  image 
problems:  Some  critics  complain 
that  they  provide  havens  for  illegal 
copying  of  DVDs  and  for  online  fraud. 
A  few  cafes  have  tried  to  project  a 
more  respectable  image  by  requiring 
customers  to  register.  While  this  may 
turn  off  some  users,  cafe  owners  are 
hoping  it  will  attract  more  women  and 
older  people,  especially  in  suburban 
areas  where  they're  now  expanding. 
Mariko  Yumita,  an  office  worker  in 

her  30s,  is  one  convert.  In  July, 
she  joined  Reche  Reher,  a  115- 
booth  cafe  that' s  part  of  a  small 
chain.  Although  she  has  a  PC 
at  the  home  she  shares  with 
her  parents,  her  room  is  small 
and  gets  unbearably  hot  in  the 
summer.  Now,  Yumita  stops  by 
the  cafe  almost  every  weekend 
to  watch  DVDs,  flip  through  magazines, 
and  check  astrology  Web  sites.  She  gets 
up  to  six  hours  of  computer  time  for  $17, 
soft  drinks  are  free,  and  there  are  showers 
(toiletries  and  towels  provided)  if  she 
tires  of  surfing  the  Net.  "At  first  I  was  a  bit 
nervous  because  I  didn't  know  what  sort 
of  people  would  be  there,"  she  says.  "But 
the  cafe  is  nice." 

-By  Ian  Rowley  and  Hiroko  Tashiro 
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KIDS'  HEALTH 

AN  ATTENTION 

DEFICIT 

SURPLUS 

FORGET  THE  conventional 

wisdom  on  attention  deficit 

hyperactivity  disorder.  U.S. 

children  are  underdiagnosed 

and  undertreated  for  ADHD, 

not  the  other  way 

around,  according 

to  a  new  study  of 

kids  ages  8  to  15. 

It  estimates  that 

8.7%  suffer  from 

ADHD.  But  the 

study,  by  doctors 

from  Cincinnati 

Children's  Hospital 

Medical  Center, 

found  that  only 

47.9%  of  children 

with  ADHD  have 

been  diagnosed.  A 


igeof 
en, ages 
-15,  with  ADHD 


32°/c 


'ortion  of  those 
hildren  receiving 
egular  treatment 


mere  32%  receive  consistent 
treatment,  though  some  $3 
billion  worth  of  ADHD  drugs 
were  sold  last  year. 

Those  untreated  children 
probably  won't  be  a  boon  for 
drugmakers.  The  study  found 
that  the  poorest  one-fifth  of 
children  were  the  most  likely 
to  have  ADHD.  They  were 
three  to  five  times  less  likely  to 
receive  treatment  than  other 
income  groups, 
due  to  limited 
or  no  access  to 
mental  health 
services.  That 
starts  a  vicious 
cycle:  Lack 
of  treatment 
predisposes  them 
to  school  failure 
and  drug  abuse, 
making  upward 
mobility  unlikely. 
-Catherine 
Arnst 


BANGALORE  DIARY 

RUSH-HOUR  RELIEF  VIA  CELL 

BANGALORE'S  TRAFFIC  is  among  India's  worst. 
About  700  new  vehicles  hit  the  IT  hub's  roads  daily, 
turning  a  normal  25-minute  drive  into  two  hours  at 
rush  hour,  so  executives  often  work  on  cell  phones  i 
laptops  in  their  cars.  In  June,  software  outfit  Mapun 
Information  Services  roped  in  India  telecom  giant 
Bharti  Airtel,  and  Bangalore's  traffic  cops,  to  track 
traffic  via  cellular  signals.  These  are  used  to  create 
Web  maps  like  the  one  above,  of  a  recent  evening  n 
and  Bharti  sends  customers  text  messages  about 
which  roads  to  avoid.  -Nandini  Lakshmai 


FOOD  FIGHT 

HORMELHAS 
A  BEEF  AGAINST 
ETHANOL 

HORMEL  FOODS,  the  Austin  (Minn.)- 
based  maker  of  Spam,  is,  like  many  meat 
processors,  no  stranger  to  fines  for  water 
pollution  and  other  environmental  sins.  In 
a  recent  legal  dispute,  though,  if  s  Hormel 
that  is  calling  an  environmental  foul. 

Hormel  contends  the  ethanol  plant 
that  Coulee  Area  Renewable  Energy  (care) 


wants  to  put  up  near  its  Century  Foods 
International  facility  in  Sparta,  Wis.,  will 
alter  the  taste  of  its  products.  The  yeasty- 
smelling  emissions  typical  of  ethanol 
plants,  Hormel  claims,  will  affect  the 
dairy-based  protein  products  used  in 
protein  supplements  and  other  foods.  "If 
the  air  we  bring  in  is  contaminated,  it's 
going  to  be  an  issue,"  says  Century  Foods 
President  Tom  Miskowski.  "We  cannot 
manufacture  tainted  food  products." 
David  Rundahl,  CARE's  president,  says 
the  allegations  are  "totally  false." 

The  irony  of  a  meatpacker  criticizing 
another  company's  environmental  impact 
is  "as  thick  as  a  Spam  sandwich," 
says  Virginia  environmental  attorney 
Lee  Bushnell,  who  sometimes  advises 
citizen  groups.  But  local  homeowners 
share  Hormel's  "not-in-my-backyard" 
stance,  fearing  potential  air  pollution 
and  falling  real  estate  values. 

Although  it  may  not  appear  to 
have  much  love  for  ethanol,  Hormel 
can't  be  totally  opposed  to  alternative 
energy  sources.  On  its  Web  site,  the 
company  has  a  contest  to  give  away  a 
Toyota  Prius  hybrid.         —David  Kiley 


BLOGSPOTTING 

AN  AIRING  FOR  FLIERS 

http://blog.delta.com 

»FEW  TOPICS  prompt  more  vitri c  I 
blogs  than  airline  travel.  So  it's  a  I 
gutsy  that  on  Aug.  23,  Delta  Air  L 
which  bumped  more  passengers 
the  first  half  of  2007  than  any  ot 
major  carrier,  became  the  first  U 
legacy  airline  to  launch  a  blog.  I 
meant  to  promote  new  services 
and  solicit  customer  feedback.  L 
Southwest  Airlines,  which  launch 
blqg  last  April,  Delta  moderates 
comments.  Thus  far,  the  respon; 
are  mostly  chirpy  ("I'm  proud  tc 
be  part  of  the  Delta  family!")  or 
constructive  ("Please  consider 
eliminating  the  Saturday  night 
stay  requirement").  Still,  a  smal 
dose  of  sarcasm  has  made  it  onl 
"I'm  sure  glad  you're  focused  oi 
doing  cool  stuff  like  this,"  wrote 
one  reader  with  the  screen  nan* 
"freud,"  "and  not  on  little  stuff 
customer  service." 

-Jena  McG. 
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Quality  -  Guaranteed 
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J4EA  Technologies  is  proud  to  have  a  long  association  with  Padraig  Harrington, 
ne  winner  of  the  2007  British  Open  Championship. 

Dnly  IAEA's  Multi-Service  Business  Gateways  featuring  its  revolutionary  QoS 
echnology,  delivers  converged  VoIP,  video  and  data  with  guaranteed  service 
uality  for  SME  customers. 


)nly  IAEA's  patented  QoS  technology  delivers  service  quality 
converged  IP  networks  -  guaranteed. 


/isit  www.u4eatech.com  for  further  information 


eu-pho-n-a  HBH 


technologies 


1 


upfront 


GOOGLE  A  GO-GO 

A  SMARTER 
SMARTPHONE 
IN  THE  WORKS? 

THE  TECH  WORLD  is  abuzz 

with  rumors  that  Google, 
whose  wireless  ambitions 
are  no  secret,  will  enter  the 
mobile  phone  business.  So 
far,  the  search  engine  giant 
has  kept  details  under  wraps. 
But  BusinessWeek  has  learned 
Google  maybe  developing 
new  software  that  would 
compete  with  Nokia-sponsored 
Symbian,  Microsoft's  Windows 
Mobile,  mobile  Linux,  PalmOS, 
and  other  operating  systems, 
according  to  a  source  familiar 
with  the  situation. 

Essentially,  Google  has 
developed  its  own  operating 
system,  partly  based  on 
knowledge  it  acquired  with 
startup  Android  back  in 
2005.  The  software  would 
be  easy  to  use  and  designed 
for  smartphones,  which  can 


browse  the  Web  and  deliver  a 
host  of  services.  The  system 
would  work  with  Google's 
other  mobile  programs  and 
will  allow  Google  to  bring 
new  ones  to  market  faster. 
Google  would  not  confirm  or 
deny  these  plans. 

Meanwhile,  a  number  of 
cell  phone  manufacturers 
have  already  created 
prototypes  of  lower-cost 
smartphones  based  on  the 
Google  system,  according  to 
the  source,  and  are  shopping 
them  to  carriers  worldwide, 
including  those  in  the  U.S. 
The  phones  are  expected 
to  sell  for  around  $100  and 
are  expected  to  come  with 
cheaper  service  than  a  typical 
contract.  But  users  will  have 
to  agree  to  receive  mobile 
phone  ads. 

The  operating  system 
is  another  indication  of 
the  magnitude  of  Google's 
plans  for  the  mobile 
market,  where  it  lags 
Yahoo!  and  Microsoft 
in  search  and  other  cell 


phone  services.  Google  is 
expected  to  bid  for  wireless 
spectrum  in  the  U.S.  and 
either  build  its  own  cellular 
network  or  partner  up 
with  an  outfit  that  will.  On 
Aug.  30,  the  U.S.  Patent  & 
Trademark  Office  published 
a  patent  application  filed 
by  a  Google  inventor  for  a 
system  allowing  people  to 
pay  for  goods  and  services 
via  text  messages.  That  has 


prompted  speculation  t 
Google  will  unveil  a  mc| 
payments  service,  poss 
with  the  phone  platfon  I 
Add  to  that  the  fact  thai 
Google  currently  has  6'.\ 
openings  on  its  Web  siti 
mobile-related  positiorj 
mostly  in  wireless 
software  development,:, 
and  it  becomes  clear  thll 
something  big  is  afoot.j 
-Olgaii 


CAR  TALK 

THE  SINCEREST  FORM 
OF  AUTO  DESIGN 

IN  THE  RUNUP  to  this  month's 
Frankfurt  Auto  Show,  two  Chinese 
models  are  already  stealing  the 
spotlight.  They  bear  a  resemblance  to 
the  BMW  X5  and  the  Mercedes  Smart 
minicar  and  are  both  from  Chinese 
carmaker  Shuanghuan.  German 

importer  Karl  Schlossl  

confirmed  he  would  show 
a  selection  of  Chinese 
cars  he  is  preparing  to 
import  to  Europe,  despite 
consternation  rippling 
through  the  German  auto 
industry. 

Among  the  imports  may 
be  a  model  called  the  CEO, 
which  mimics  the  Bimmer 
and  has  been  on  sale  in  China 
for  about  two  years.  Schlossl 
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is  now  selling  it  in  Italy  and  Romania  for 
$36,000  (a  true-blue  BMW  X5  starts  at 
$46,000).  The  Smart  lookalike,  dubbed 
the  Nobel  (below),  was  unveiled  at  last 
year's  Shanghai  Auto  Show  but  hasn't  yet 
passed  European  safety  tests. 

In  Germany,  the  heartland  of 
auto  luxury,  such  imitation  is  hardly 
considered  flattery.  "The  Chinese  do 
not  understand  that  the  car  business  is 
different  from  textiles,"  says  Ferdinand 
Dudenhoffer,  director  of  the  Center  for 


Automotive  Research  in  Gelsenkin 
"They  believe  copying  is  a  sign  of  i 
respect." 

For  his  part,  Schlossl  says  consul 
won't  be  confused.  "You  can't  fake 
BMW,"  he  says.  As  for  the  Nobel,  he! 
says  it  has  four  seats  and  is  much  k 
than  the  two-seater  Smart,  which  h 
the  U.S.  market  next  year.  "There's 
similarity,"  he  says. 

Schlossl's  company,  Munich- 
based  China  Automobile,  has  bee 
importing  cars  for 
three  years  to  Russia 
and  other  neighborin) 
non-European  Union 
countries.  Schlossl  cla 
to  have  met  EU  safety 
emission  standards  fo 
cars,  including  the  CE 
and  an  SUV  that  resen 
a  Toyota  Rav-4.  "Thej 
be  on  the  market  shor 
he  promises. 

-GailEdmo, 
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Running  back  goes  left  — 
knee  twists  right. 


Season-ending  surgery 
leaves  team  scrambling. 


Losing  record  leads  to 
coaching  staff  upheaval. 


Entire  city  feels  the  pain. 
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Unum,  we  know  that  employee  disability  can  bring  even  the  healthiest 
janization  to  its  knees.  That's  why  our  benefits  are  designed  as  much  for 
iployers  as  employees.  We  not  only  understand  how  to  help  people  get 
k  on  their  feet,  but  how  to  keep  companies  at  the  top  of  their  game.  To 
d  out  what  the  leader  in  disability  benefits1  can  do  for  your  business,  call 
jr  broker  or  Unum  representative.  Or  visit  us  at  unum.com. 


iABILITY    °    LIFE  '°    LONG  TERM  CARE    °    VOLUNTARY  BENEFITS 


12005  U  S.  Group  and  Individual  Disability  Market  Surveys,  2006. 

lice  products  and  services  are  offered  by  the  subsidiaries  of  Unum  Group.  ©  2007  Unum  Group.  All  rights  reserved. 

lis  a  registered  trademark  and  marketing  brand  of  Unum  Group  and  its  insuring  subsidiaries.  NS07-142 


unum 

Better  benefits  at  work. 
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ON  THE  MARKET 

IF  THESE  WALLS  COULD  TALK... 

This  is  543  North  Arden  Blvd.  a  1,300-square- 
foot  three-bedroom,  in  Los  Angeles'  Hancock 
Park  neighborhood.  The  story  of  the  1921 
bungalow  tracks  the  wild  ride  of  the  nation's 
mortgage  market.        -Christopher  Palmeri 


JULY,  1994 

A  couple  purchases  the 
house  for  $230,000, 
borrowing  $218,000  at 
6.75%  from  Jon  Douglas 
Financial. 


MARCH,  2003 

They  refinance, 
borrowing  $313,000  from 
Downey  Savings  &  Loan 
at  an  adjustable  rate 
starting  at  3.5%. 


JULY,  2005 

They  sell  to  a  flipper  for 
$815,000.  He  borrows 
$570,000  from  Loan 
Center  of  California  at 
6.75%  and  an  additional 
$244,000  from  the  same 
lender.  He  spends 
$115,000  on  remodeling. 


MARCH,  2006 

The  house  is  sold  for 
$1.29  million.  The  buyer 
borrows  just  over  $1 
million  from  First 
Franklin,  now  a  unit  of 
Merrill  Lynch,  at  7.5%  and 
an  additional  $259,000 
from  the  same  source. 


AUGUST,  2007 

On  behalf  of  mortgage 
investors,  the  house  is 
foreclosed  on.  It's  listed 
Re/Max  at  $900,000. 
Broker  Kenneth  Davis  Sc 
an  offer  has  been  accep 
at  "close  to  asking." 


DESIGNER  EXECS 

SURE,  YOU  CAN 
DRAW.  CAN 
YOU  MANAGE? 

IN  THE  PAST  couple  of  years,  IBM, 
Hewlett-Packard,  and  Johnson  &  Johnson 
have  all  appointed  vice-presidents 
for  design.  Yet  as  designers  reach  the 
executive  suite,  they're  confronting  a 
knowledge  gap:  Design  schools  rightly 
focus  on  core  skills  such  as  drawing  and 


three-dimensional  fabrication,  so  most 
grads  lack  basic  management,  finance, 
and  strategy  knowhow. 

Schools  such  as  the  Hasso  Plattner 
Institute  of  Design  at  Stanford  University 
and  the  Illinois  Institute  of  Technology's 
Institute  of  Design  are  integrating  business 
training  into  their  curriculums.  Companies 
and  individual  designers  alike  also  are 
taking  their  own  steps.  John  McGuire, 
director  of  product  design  at  hip  San 
Francisco  bagmaker  Timbuk2  Designs, 
spends  two  hours  every  Tuesday  with  a 
tutor,  Erin  Lowenberg,  a  retail  veteran  at 
Gap  under  Mickey  Drexler. 
In  the  sessions,  arranged 
for  by  McGuire's  boss, 
Lowenberg  helps  the  28- 
year-old  review  product  lines, 
prepare  for  presentations, 
and  plan  for  revenue  goals— 
among  other  obligations  of 
the  corporate  world. 

Of  course,  designers 
wouldn't  be  designers  if  they 
had  MBAs.  "If  design  gets 
too  focused  on  the  numbers... 
the  product  gets  too  safe, 
maybe  even  boring,"  says 
Lowenberg.  But  incumbents 
in  the  executive  suite  see  a 
clear  benefit:  designs  that 
are  not  just  interesting,  but 
relevant,  as  well. 

-Jessie  Scanlon 


DISCONNECT 

GLOBAL  GLITCH 

IS  IT  POSSIBLE  to  make  a  truly  g 
phone?  Perhaps  not,  based  on  tl 
frustrations  of  some  who  bougl 
the  new  BlackBerry  8830  "Wor 
Edition"  phone.  Sprint  Nextel  a 
Verizon  Wireless  promote  it  as 
perfect  for  globe  trotting  becaus 
of  features  allowing  it  to  negoti 
conflicting  cellular  standards. 
"Get  ready  to  take  on  the  world 
proclaims  Verizon's  ad.  The 
catch?  The  phone  actually  wor! 
only  in  limited  fashion— or  not 
at  all-in  several  major  busines 
hubs,  including  Japan,  India,  ai 
South  Korea.  Verizon  and  Sprir 
say  customers  should  check  for 
coverage  areas  on  their  Web  sit 
But  that  hasn't  kept  some,  like 
Neil  Kozarsky,  who  took  his  88 
to  Tokyo,  from  griping  they  we 
misled.  -Elizabeth  Woyk 
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-winning  service,  to 
anB  beyond,  you'll  arrive  at  your 
toja-elaxed,  refreshed  amr 
)r  business.  Visit  lufthana^com. 

nt  effective  October  30,  2007  I 


There  s  no  better  way  to  fly. 


Lufthansa 
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I  would  remind 
BusinessWeek  of  the 
old  adage  'people  in 
glass  houses  shouldn't 
throw  stones.5 " 


-William  M.  Walker 
Bethesda,  Md. 


CREDIT  CRUNCH:  BUSINESSWEEK 
MISSED  THE  CALL,  TOO 

IN  "NOT  SO  SMART"  (News  &  Insights, 
Sept.  3),  BusinessWeek  does  a  great  (and 
easy)  job  of  pointing  out  how  all  the  pun- 
dits thought  the  world  had  changed  and 
missed  seeing  the  credit  crunch.  I  would 
remind  BusinessWeek  of  the  old  adage 
"people  in  glass  houses  shouldn't  throw 
stones"  and  refer  you  to  your  article  "It's 
a  low,  low,  low,  low-rate  world"  (News  & 
Insights,  Feb.  19).  Even  the  best  some- 
times call  it  wrong. 

-William  M.  Walker 

President  and  CEO 

Walker  &  Dunlop  Inc. 

Bethesda,  Md. 

Editor's  Note:  For  the  record,  the  inter- 
est rate  on  10-year  Treasury  bonds  as  of 
Sept.  4  was  4.55%,  compared  with  4.73%  on 
the  day  that  the  February  cover  appeared. 

IMPERFECT  TECHNOLOGY 
SHOULDN'T  BE  A  GOAL 

PERHAPS  I  AM  showing  my  age,  but 
I  remember  when  the  goal  was  zero 
defects  ("Why  'good  enough'  is  good 
enough,"  News  &  Insights,  Sept.  3).  I 


needed  zero  defects  when  I  workei 
the  Lunar  Lander  and  helped  put  a 
on  the  moon.  I  would  like  to  think 
it  also  applies  to  the  people  buildinj 
airplanes  I  fly  in.  There  are  many  ins 
ces  where  "good  enough"  is  not  j 
enough.  The  wisdom  lies  in  kntr 
when  "good  enough"  is  an  accep 
risk.  We  also  tend  to  discount  the 
den  costs  associated  with  systems 
are  not  99.99%  dependable.  There  i 
added  anxiety  that  comes  from  der 
with  the  emergencies  that  are  genei 
when  "good  enough"  lets  us  down. 
Your  commentary  on  the  virtus 
imperfect  technology  concludes  witJi 
assumption  that  "Success,  in  the  f 
enough  economy,  means  racing  ahegi 
Like  racing  ahead  to  create  the  home  i 
gage  bubble  where  zero  down  payi 
was  good  enough,  and  a  poor  credit  r: 
was  good  enough,  and  the  security  r 
of  the  bonds  generated  was  good  enc 
And  now  we  have  to  deal  with  bridge 
were  not  maintained  because  their  c 
tion  was  declared  good  enough.  " 
enough"  is  what  you  end  up  with 
perfection  eludes  you.  It  is  not  a  goal. 
-Henry  Wit 
Bangc 
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Instituto 
de  Empresa 


^   Business  School 


Master  the  code  of  business. 


International  Executive  MBA 
International  MBA 
Masters  in  Management 


Discover  the  difference 

A  deep  understanding  of  business  codes  can  be  a  great  source  of  support  when  facing  global  challenges. 
Add  cross-cultural  exposure,  multidisciplinary  knowledge  and  an  entrepreneurial  mindset  and  you  are  starting 
to  understand  what  makes  an  IE  Business  School  graduate.  Join  us  to  see  how  we  take  innovation,  diversity 
and  corporate  responsibility  to  new  levels.  With  more  than  75  nationalities  represented  on  campus  and  an 
alumni  network  that  currently  comprises  over  35,000  Alumni  worldwide,  IE  offers  a  truly  international  experience. 


INFORMATION  SESSIONS 


New  York 

Sept.  18th 

Toronto 

Sept.   24th 

San  Francisco 

Oct.  3rd 

Miami 

Sept.  19th 

Atlanta 

Sept.  26th 

Seattle 

Oct.  5th 

Washington 

Sept.  19th 

Chicago 

Sept.  28th 

Houston 

Oct.  7th 

Boston 

Sept.  21st 

Los  Angeles 

Oct.  1  st 

For  more  information  on  these  and  other  IE  events,  please  visit;  www.ie.edu/nextevents 


IE  Business  School,  Madrid,  Spain  •  Tel.  +  34  91  568  96  10  •admissions@ie.edu 


www.ie.edu 


ReadersReport 


DON'T  BLAME  JUNK  BONDS 
FOR  THE  S&L  CRISIS 

A  SIDEBAR  to  the  story  "A  history 
of  hubris"  (News  &  Insights,  Sept.  3) 
incorrectly  links  junk  bonds— one  of 
the  strongest  investments  of  the  past 
quarter  century— to  the  problems  of 
savings  and  loan  institutions  in  the  late 
1980s.  Junk  bonds  were  not  the  cause 
of  the  S&L  problems.  In  fact,  a  Govern- 
ment Accounting  Office  study  at  the 
time  noted  that  the  S&Ls  benefited  from 
the  strength  of  their  high-yield  invest- 
ments, which  nevertheless  represented 
a  minuscule  portion  of  the  industry's 
portfolios.  The  underlying  asset  that 
caused  the  problem  was  real  estate,  not 
junk  bonds.  The  S&Ls'  situation  was 
exacerbated  by  regulatory  delay  in  clos- 
ing or  restructuring  insolvent  institu- 
tions, restrictions  on  investments,  and 
unnecessarily  high  deposit  insurance. 
In  2003,  former  Fed  Chairman  Alan 
Greenspan  told  the  Senate  Banking 
Committee:  "The  1980  increase  in  de- 
posit insurance  significantly  increased 
the  taxpayer  cost  of  bailing  out  bank- 
rupt thrift  institutions." 

-Glenn  Yago 
Pacific  Palisades,  Calif. 


THE  REAL  REASON 
INVESTORS  ARE  ANGRY 

I  HOPE  THIS  ARTICLE  ("Main  Street  is  fed 
up,"  News  &  Insights,  Sept.  3)  has  been 
read  by  Treasury  Secretary  Henry  M.  Paul- 
son Jr.,  the  SEC,  and  Senator  Barney  Frank 
It  clearly  pinpoints  the  reason  for  investor 
disenchantment  with  the  American  finan- 
cial markets  investment  scene.  It's  not 
Sarbanes-Oxley,  which  they  love  to  blame. 
Dishonesty  and  greed  by  our  CEO-MBA 
crowd  is  the  culprit  in  the  disintegration 
of  America's  financial  leadership  role.  The 
raring  agencies  are  also  not  to  blame  for  the 
thieves  our  Ivy  League  schools  are  turning 
out.  Maybe  we  do  need  a  revolution  or 
takeover  by  a  good  dictator.  Democracy  as 
we  know  it  seems  incapable  of  handling 
this  mess  it  has  allowed  to  be  created. 

-John  P.  Maruzewsky 
Honesdale,  Pa. 

THE  FAA'S  ASSURANCES  OFFER 
LITTLE  COMFORT 

I  AM  INTRIGUED  by  the  comments  of  FAA 
official  Nicholas  Sabatini  (Readers  Report, 
Sept.  3)  regarding  your  story  "Danger  in 
the  repair  shop"  (Global  Business,  July 
30).  In  one  breath,  Mr.  Sabatini  assures  us 
that  the  agency  "investigates  reports"  of 


CORRECTIONS  &  CLARIFICATIONS 

"Processing  away  the  pain"  (Science, 
Sept.  3)  should  have  said  that  General 
Electric  Co.'s  compact  ultrasound 
machines  enable  expectant  mothers  livii 
in  small  towns  and  rural  areas  to  observe 
their  babies  at  medical  tacilities.  The 
machines  are  not  taken  into  homes. 


counterfeit  replacement  parts,  "full} 
operates"  with  law  enforcement  in  ca 
violations,  and  has  "procedures  in  pi 
to  identify  bad  parts.  The  next  time 
travel  is  delayed  due  to  aircraft  m 
tenance  issues,  I'll  take  comfort  in 
knowledge  that  the  FAA  is  likely  " 
sidering  action"  to  correct  the  prob 
-Brad  A.  Hofl 
Solon, 

ETHICS  IN  CONSULTING? 
THAT'S  A  JOKE 

I  READ  WITH  interest  the  article  1 
comeback  of  consulting"  (The  Co 
ration,  Sept.  3).  Based  on  my  12  yu 
experience  as  a  consultant,  consu 
manager,  and  practice  leader  with  t 
of  the  larger  firms,  I  could  not 


I 
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DREAM  REWARDS  TRACKER:  CHECK  YOtHU>ROGRESS  TO  PARADISE 


laugh  myself  silly  from  this  piece. 
:  the  three  firms  I  worked  for,  we 
all  or  most  of  these  so-called  ethics- 
iring  processes  in  place.  They  be- 
z  a  rich  vein  of  humor,  and  the 
tiers  responsible  for  presenting  and 
inistrating  these  processes  did  so 
many  winks  of  the  eye. 
le  malignant  culture  and  bizarre  val- 
if  the  audit  side,  which  spill  over  and 
I  the  consulting  side  of  the  house,  lead 
:dy  to  situations  like  Enron.  Many 
t  partners  will  dishonor  themselves 
go  to  almost  any  extreme  to  keep  the 
t  and  the  stream  of  fees  being  gener- 
Many  audit  partners  will  pressure  the 
ultants  to  change  a  report  to  ensure 
the  audit  client  does  not  end  the  audit 
ionship  based  on  the  bad  news  that  is 
ly  in  the  report.  I  have  seen  this  behav- 
p  close,  including  the  crash  and  burn 
venthol  &  Horwath  and  the  associated 
icts  which  fly  in  the  face  of  every  ethi- 
recept  to  which  this  group  of  so-called 
ssionals  subscribes, 
.rice  the  power  of  greed  in  human 
re  is  as  constant  as  the  speed  of 
,  I  am  sure  nothing  has  changed 
i  my  time  with  the  public  account- 
irms,  irrespective  of  the  good  news 


preached  by  Deloitte  &  Touche  USA 
CEO  Barry  Salzberg,  which,  of  course, 
he  wants  us  all  to  believe.  As  long  as  au- 
ditors and  consultants  are  tied  together 
in  the  same  firm,  nothing  will  change. 

-FredricJ.  Kessler 
Fountain  Hills,  Ariz. 

DON'T  WORRY  YOURSELF  SICK 
OVER 'SICK  OFFICES' 

AS  AN  OCCUPATIONAL  hygienist,  I  was 
interested  in  the  articles  in  "The  future 
of  work"  edition  (Aug.  20/27).  But  I 
was  disappointed  by  the  article  "How 
to  heal  a  sick  office."  The  claims  that 
synthetic  materials  are  bad,  plant-based 
materials  are  nontoxic,  carpets  and  fab- 
rics harbor  molds  and  fungi,  and  glues 
emit  fumes  are  misleading.  Plant-based 
cleaning  compounds  are  not  necessar- 
ily less  toxic  than  those  from  nonplant 
sources— they  are  all  chemicals,  after 
all.  All  carpets  and  fabrics  will  contain 
mold  and  fungal  spores.  But  these  won't 
become  a  problem  unless  the  materials 
get  wet  and  stay  wet.  In  fact,  synthetic 
materials  are  less  prone  to  mold  growth 
than  natural  materials.  While  it  is  likely 
that  employees  working  in  a  properly 
ventilated,  clean,  and  well-lighted  en- 


vironment will  be  more  productive,  the 
vast  majority  of  typical  offices  are  not 
"sick"  due  to  the  presence  of  particle- 
board  furniture  and  carpet  glued  to  the 
floor.  Unwarranted  fear  of  nonexistent 
hazards  is  a  potential  source  of  stress  in 
employees.  And  this  can  affect  produc- 
tivity and  create  a  "sick  office." 

-CoreenA.  Robbins 

Veritox  Inc. 

Redmond,  Wash. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Who  Pays  for  'Free'  Net  Calls? 

The  staggering  variety  of  free  stuff  available  on  the  Internet  sometimes 
seems  to  have  repealed  the  first  law  of  economics:  There's  no  such  thing 
as  a  free  lunch.  But  as  so  often  happens,  the  dismal  science  actually 
has  it  right.  When  it  looks  like  you're  getting  something  for  nothing, 
somebody  is  paying,  and  it's  often  instructive  to  know  who  that  is. 


I've  been  testing  a  new  phone 
service  called  ooma  that  provides  an 
interesting  case  in  point.  Once  you 
pay  $399  up  front  for  a  box  called 
the  ooma  Hub  and  connect  it  to  your 
phone  and  the  Internet  via  your 
home  network,  you  are  promised 
free,  unlimited  phone  calls  over  two 
lines,  plus  voice  mail.  Boxes  called 
Scouts  let  you  plug  in  additional 
phones  for  a  one-time  payment 
of  $40  each.  The  system  works 
fine  and  is  simple  to  set  up. 

When  a  voice-over-Internet  call 
has  to  go  to  a  regular  phone  number, 

a  service  such  as  ooma  usually  has  to  pay  a  "termination  fee" 
to  a  carrier  such  as  Verizon.  Skype,  for  example,  charges  2<t 
per  minute  for  calls  outside  the  Skype  network.  But  ooma 
avoids  this  by  using  some  of  its  customers— those  who  have 
kept  regular  phone  lines— to  serve  as  gateways  onto  the  local 
phone  network  at  no  charge.  To  make  sure  this  would  work 
from  the  beginning,  ooma  launched  by  giving  away  free  Hubs 
to  1,500  testers  who  agreed  to  maintain  landlines. 

WHEN  YOU  WANT  TO  CALL  OUTSIDE  the  ooma  network,  the  call 
moves  from  your  Hub  over  the  Internet  to  a  second  landline- 
connected  Hub  within  the  destination's  local  calling  area.  The 
Hub  dials  the  target  number  and  patches  the  call  through. 
In  effect,  ooma  customers  with  landlines  pay  to  keep  the 
whole  system  going.  You  don't  even  notice  if  your  landline  is 
being  used  because  your  own  phone  calls  go  out  over  your 
broadband  connection,  with  your  flat-rate  monthly  phone  bill 
covering  the  ooma  traffic.  In  fact,  this  improves  the  efficiency 
of  the  phone  system  by  putting  idle  lines  to  work.  But  if  ooma 
ever  gains  real  traction,  I  expect  a  legal  assault  from  big  phone 
companies,  which  are  losing  income  from  termination  fees. 

Web  services  do  take  advantage  of  genuine  economies.  The 
phone  network  is  more  expensive  than  the  Net.  And  a  carrier  like 
Vonage,  promising  a  "best  effort"  to  provide  service,  has  lower 
costs  than  an  AT&T,  which  is  committed  to  99.999%  uptime. 

Lots  of  Net  players  build  on  these  advantages.  Skype  relies 
on  selected  users  who  act,  often  without  their  knowledge,  as 
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"supernodes"  to  manage  the 
system.  FreeConference.com 
provides  calls  by  taking 
advantage  of  regulatory  quirks 
—namely,  the  stiff  termination 
fees  long-distance  carriers  mu:. 
pay  to  certain  rural  phone 
companies  that  handle  calls  in. 
their  territory.  FreeConference 
puts  its  equipment  in  rural  Iov 
Then,  when  calls  come  in  over. 
AT&T,  Verizon  Communicatioi' 
or  Qwest  Communications 
circuits,  these  carriers  must 
pay  the  local  phone  companies^ 
T^Wr  nOW  share  the  money  with 

FreeConference.  In  effect,  the 
free  conferences  are  subsidize*! 
by  customers  and  shareholder i| 
the  long-distance  carriers. 

Not  all  free  Net  services  gai  | 
the  system.  Many  sites  make 
money  by  selling  premium 
services  such  as  photo  printin  I 
Then  there's  the  time-honore<  | 
method  of  giving  away  your 
product  while  burning  throug  j 
your  investors'  cash.  When 
outfits  that  do  that  finally  haye  to  make  money,  they  often  j 
resistance  from  customers.  (It's  still  not  clear  how  Google  :|l 
Yahoo!  plan  to  use  the  oceans  of  personal  data  they  archiv  | 
a  concern  for  some  free  Gmail  and  Yahoo!  Mail  users.) 

You  may  as  well  enjoy  free  calls  while  you  can.  But  it's 
always  a  good  idea  to  read  the  fine  print.  If  it  isn't  obvious  j 
who's  paying  for  a  free  service,  it  might  well  be  you.  ■ 

E-mail:  teeh&you@businessweek.  I 


BusinessWeek  .coin 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm. 


ooma  isn't 
paying  big 
carriers  to 
use  their 
networks 


■)ur  potential.  Our  passion. 
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Day   1 


Forget  about  yesterday. 
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/t's  o  new/  day.  It's  a  new  office. 
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THE  ALL-NEW  VOLVO  S80. 


If  you  consider.ilife.th'e.-.gfeatest. luxury,  you'll  want  a  luxury  car  that  makes  protecting  life  its  first  priority.  The  all-new  Volvo  S80 
does  exactly  that 'with  new  Pre-Emptive  Technologies  that  can  actually  detect  dangerous  situations  before  they  happen.  These 
world-firsts  ensure  that  fo  people  both  inside  and  outside  the  car,  the  luxury  of  life  calmly  goes  on.  And  with  the  power  of  an 
available  311-hp  i/8  ah^.^lemir|1i';S^ndin,ayian  design,  the  driver  expenences  a  perfectly  struck  balance  of  performance  and  luxu'     , 
WHO  WOULD  YOU  GIV^  VOLVO  TO?  The  all-new  Volvo  S80,  starting  at  $38,705? 


visit  us  at  volvocars.u; 

•MSRP  docs  not  include  destination  charge*! %i<e9; ;t(tto: art'^  registration.  f06s  extra.  Car  shown  with  optional  equipment  at  additional  cost.  See  your  authors 
c  2007  Volvo  Cars  of  North  America,  LLC/.t^e'Jr^h 'Mar((.andi'1Vplv^.  for  life," afe'registered  trademarks  of  Volvo.  Always  remember  to  wear  your  seat  belt. 
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BY  JON  FINE 


O.K.  (Sigh),  I'll  Join  Facebook 

You've  been  hearing  a  lot  about  Facebook  lately.  Not,  mercifully,  in  the 
"there's  this  crazy  social-networking  thing  the  kids  are  doing"  sense. 
Rather  in  the  "oh  my  God,  you've  got  to  get  on  it,  too"  sense.  J  One  year 
after  taking  down  its  "students  only"  shingle,  Facebook  is  indeed  huge 
with  a  subset  of  the  professional,  grownup  world.  Bully  for  all  the  forty-  an 


fiftysomethings  hopping  on  the  (groaning 
and  overloaded)  social-networking 
bandwagon.  And  bully  for  Facebook,  which 
has  gotten  months  of  coverage  and  word- 
of-mouth  advertising  from  its  newfound 
status  as  the  social  network  a  well- 
scrubbed,  middle-aged  guy  in  a  suit  can 
participate  in  without  seeming  creepy. 

As  for  me— and  scores  of  other  under- 
40s  with  profiles  on  multiple  social 
networks— I'm  belatedly  and  grudgingly 
starting  a  Facebook  page.  Grudgingly, 
because  Facebook  now  combines  aspects 
of  Saturday  night's  MySpace  with  Monday 
morning's  Linkedln.  And  you  don't  have 
to  be  a  new  grad  whose  pages  are  lousy 
with  beer-pong  photos  to  feel  less  than 
thrilled  about  the  professionalization  of 
your  friend-space. 


THIS  NOTION  IS,  OF  COURSE,  incredibly  uncharitable.  Friendship 
is  a  rich  and  many  splendored  thing.  One's  friends  should 
include  folks  from  all  walks  of  life,  from  those  in  bespoke  suits 
to  the  tattooed.  One  should  never  be  uncomfortable  mixing 
one's  friends,  etc.  But,  hell,  sometimes  one  is.  I've  got  a  good 
friend,  an  ex-bandmate,  who  almost  stopped  talking  to  me  for 
having  lunch  with  Rupert  Murdoch.  It's  quite  entertaining  to 
think  how  he'd  react  to  meeting  some  people  I  like  who  work 
in  relatively  exalted  positions  at  News  Corp. 

It's  true  there's  no  shortage  of  the  real-job  crowd  on 
MySpace,  which  continues  to  draw  a  geometrically  larger 
audience  than  Facebook.  But  MySpace  had  time  to  mushroom 
into  a  denned  cultural  phenomenon  before  the  grownups 
entered  en  masse.  By  the  time  they  did,  MySpace  had 
established  its  lodestones,  which  were  decidedly  youthful. 
Chief  among  them:  music  and  hooking  up.  (Not  that  there's 
anything  wrong  with  that.)  That  the  vibe  of  MySpace  was 
well  in  place  when  the  mainstream  came  to  visit  explains 
why  the  spate  of  articles  in  recent  weeks  on  the  etiquette  of 
dealing  with  your  boss's  request  to  be  "friends"  happened 
only  when  Facebook  hit  critical  mass  with  the  professional  set. 
It  was  a  blanker  slate— for  grownups,  at  least— and  so  those 
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early  adopters  made  it  safe  for  others  I 
their  ilk.  (If  gang  members  had  ovenr 
Facebook  once  the  doors  were  thrown 
open,  this  issue  would  not  be  coming  t 
It  would  be  kind  of  funny,  though.) 

MySpace  launched  with  a  brilliant 
bit  of  branding,  billing  itself  as  "a  placi 
for  friends."  Because  your  friends  are 
the  people  to  whom  you  don't  have 
to  explain  yourself.  As  long  as  social 
networks  remained  focused  on  a  few 
well-defined  societal  subsets— I'm  sur' 
some  veterans  of  the  '80s  and  '90s  indi 
rock  underground  did  not  join  Friend  I 
in  2003, 1  just  can't  think  of  any  right  | 
now— you  didn't  have  to  explain  mucl 
anything  to  anyone.  You  didn't  he 
"Rill"  lt"C  explain  your  more  colorful  old  fri 

the  ones  pursuing  batik  or  semi- 
pro  skateboarding,  to  your  cluele: 
business-casual  office  frenemies. 
that  social  networking  has  grown 
up— or  grown  out,  now  that  Face 
attracts  practically  everyone— yoi 
will.  And  vice  versa,  come  to  thir 
of  it,  since  the  batik  types  have  ye 
cotton  to  explicit  business-orient: 
social  nets  like  Linkedln. 

This  makes  me  sound  like  a 
character  in  a  John  Hughes  mov 
getting  all  angsty  over  the  high  school  cafeteria  seating  c 
I  suppose,  but  no  one  can  deny  that  the  world  of  work  is 
high  school  cafeteria  all  over  again.  (For  the  rest  of  ourli 
At  any  rate,  I  hereby  make  the  time  commitment  to  join 
yet  another  social  network— my  fourth— and  to  commini 
whatever  of  my  social  spheres  I  find  there.  If  I  don't  resp 
to  your  friend  request,  it's  only  because  I  (cough)  mispla  j 
around  here  somewhere.  ■ 


I'lisincssWeck  .com 


For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia 
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mashup  of 
friends  and 
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The  Real 
World  Wide  Web 


Meet  MOL's  shipping  network.  A  real  "world  wide  web" of  containerships, 

car  carriers,  bulkers,  tankers  and  LNG  carriers  - 

over  750  vessels  strong,  and  growing. 

Give  your  business  global  access  with  the  shipping  industry  leader,  MOL 


www.mol.co.jp 
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ATTEND  THE  2007  BSR  CONFERENCE 

DESIGNING  A 

SUSTAINABLE  1 

FUTURE    I 


/ 


THE 


CTOBER  23-26,  2' 


,N  FRANCISCO,  CA 


PLENARY  SPEAKERS  INCLUDE:* 


CYNTHIA  CARROLL  VINODKHOSLA 

Chief  Executive  Officer,    Partner, 
Anglo  American  Khosla  Ventures 

Founding  CEO, 
Sun  Microsystems 


'  More  speakers  to  be 
announced  soon 


DR.  GERD  LEIPOLD 

Executive  Director, 

Greenpeace 

International 


SIR  MICHAEL  RAKE 

International 
Chairman,  KPMG 
Chairman  Elect,  BT 


For  sponsorship  opportunities,  email  conference@bsr.org. 


The  largest  global  gathering  dedicated  to 
corporate  responsibility,  the  BSR  Annual 
Conference  attracts  more  than  1,000  people  j 
from  over  40  countries.  Experience  a  rich 
mix  of  three  dozen  sessions  and  countless 
opportunities  to  interact  with  business  lead1 
and  innovative  thinkers.  Topics  include 
climate  change  and  the  environment,  hum; 
rights,  economic  development,  corporate 
governance  and  much  more. 

For  details,  visit 
www.bsr.org/confereiK 
or  call  +1-415-984-3271.1 
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Healthier  employees.  Higher  productivity. 
A  plan  you  can  afford.  No,  you're  not  dreaming. 

Lumenos  consumer-directed  health  plans  are  specially  designed  to  help 
improve  the  health  of  small  business  employees. 

By  combining  preventative  care  with  traditional  coverage  and  health 
savings  accounts  that  members  oversee  themselves,  Lumenos  plans 
offer  employees  a  better  way  to  manage  their  health.  With  features  like 
personal  health  coaches  and  online  tools  that  help  members  save  on 
prescriptions  and  better  understand  treatment.  And  financial  rewards 
for  employees  who  make  an  effort  to  improve  their  health.  Plus,  all 
preventative  care  services  are  covered  100%,  so  employees  are  more 
likely  to  see  their  doctors.  By  encouraging  employees  to  take  a  proactive 
role  in  their  health,  Lumenos  provides  a  higher  quality  of  care,  at  a 
cost  small  business  can  afford. 


Find  out  more  at  bluecrossca.com  or  call  your  Blue  Cross  agent. 


■■■I 111  II 


IflBVSS  llll 

aiM5IGSSl!«! 


HEALTH        DENTAL        VISION        LIFE 


Dental  coverage  from  Blue  Cross  of  California  (BCC)  and/or  BC  Life  &  Health  Insurance  Company  (BCL&H).  Life  insurance  from  BCL&H.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross 
i.  ®  Registered  Marks  of  the  Blue  Cross  Association.  ©  2007  BCC. 
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Public  lands  make  up  over  one-third  of  this  great  country,  and  they 

belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 

distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect  ^^^^^ 

it.  Whether  you'd  like  to  organize  a  cleanup,  be  a  campground  host,  yAKE  RridE 

or  do  something  else,  there's  a  way  you  can  help.  To  find  out  more  iNy^M ER\CJ 

about  the  volunteer  opportunities  available,  visit  www.TakePride.gov.  It's  your  land,  Undak 
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THE  NEW 

NET  GAINS 

Brought  to  you  by 
Kaiser  Permanente 
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Health  means  wealth,  right? 

s» —  ■-..  ^.w^u^^  ,  mia  lqi  r  i  ici(j  yuu  rveep  yuur  UUSineSS 

in  play  and  your  workforce  healthy.  We  offer  PPO  and  POS  plans  with  a  network  of  40,000  doctors 
to  choose  from,  in  addition  to  our  own  physicians,  plus  Medicare  and  deductible  HMO  plans  to 
meet  your  company's  budget.  We  even  have  HRAs  and  HSAs  to  help  you  get  the  most  out  of  your 
health  care  dollars.  Most  important,  our  online  and  offline  tools  and  preventive  services  can  inspire 
employees  to  take  on  healthy  new  habits,  keeping  them  productive.  Trust  our  single  carrier  solution 
from  the  people  who  believe  that  net  gains  should  include  some  positive  changes  in  health 


The  Traditional  HMO  Plan  and  the  In- 
surance Company  (KPIC)  underwri 


portion  of  the  Point-of-Service  (POS)  Plans  are  underwritten  by  Kaiser  Foundation  Health  Plan,  Inc  (KFHP)  Kaiser  Permanente 

^' Plan.  KPIC  is  a  subsidiary  of  KFHP 
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The  chair  in  your  office  should  be  so  nice. 


Fly  Southwest  Airlines  ancfertjoy  your  big,  comfortable  leather  seat,  wneiner  you  re 
getting  some  work  done  before  a  meeting  or  resting  on  your  way  home,  our  fleet 
of  spacious  Boeing  737s!  gives  yoii  all  the  room  you  need.  In  addition  to  serving 
Oakland  and  San  Jose,  we'r^adding:  service  from  San  Francisco  (SFO)  starting 
August  26  to  make  things  even;more  convenient.  Personal  space,  ontime  flights, 
and  frequent  nonstops  from  the  M$0ea  make  Southwest  the  best  value  in  the  air. 
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ternanke  May  Need  To  Dig 
)eeper  into  His  Toolbox 

ould  take  a  broad  rate  cut  to  stabilize  the  markets  and  the  economy 
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U.S.  ECONOMY 


Federal  Reserve  Chairman  Ben  S.  Bernanke  offered 
ne  market-calming  words  at  Jackson  Hole,  Wyo.?  on  Aug.  31. 
:haps  most  important,  in  his  first  speech  since  the  credit  market 
:ss  erupted  this  summer,  Bernanke  reassured  Wall  Street  that  he 
3  a  clear  understanding  of  what  is  happening  in  the  markets  and  its 


usness.  That  alone  was  a  confidence  booster  for 
treef  s  heavy  hitters  as  well  as  smaller  investors. 
Idence  can  be  a  fleeting  thing,  though,  especially 
[when  the  stress  level  in  some  markets  remains  high, 
e  problem  is,  any  sign  of  relief  from  the  current 
on  could  be  a  long  time  coming.  Many  have 
»ared  this  crisis  to  the  1998  collapse  of  the  big  hedge 
Long-Term  Capital  Management  (LTCM).  However, 
:pisode  basically  involved  several  large  banks  that 
;obs  of  money  to  LTCM,  which  made  some  bad  bets 
ldn't  cover— and  the  crisis  was  resolved  quickly.  The 
nt  situation  is  much  thornier,  and  the  solution  will 
kely  be  as  quick  or  as  clean. 

time  the  housing  recession  is  the  eye  of  the  storm, 
itting  both  the  financial  markets  and  the  economy, 
ng  a  vicious  cycle  of  interrelated  problems  that  are 
:e  deepening  the  housing  woes  while  also  feeding 
edit  crisis.  Until  that  cycle  is  broken,  the  churning 
Dntinue  to  raise  the  risk  of  a  broader  recession, 
spiral  starts  with  rising  defaults  on  subprime 
ages.  They  have  made  many  credit  market  assets 
by  such  mortgages  either  worthless  or  difficult 
le.  This  has  all  but  shut  down  the  riskiest  areas 
sing  finance,  which  will  further  depress  home 
id  and  construction  (chart),  and  investors'  growing 
on  to  risk  is  crimping  credit  availability  in  other 
f  business  and  consumer  finance, 
■easing  foreclosures  will  dump  more  homes  on  the 
t  and  into  an  already  bloated  inventory,  which  will 
ditional  downward  pressure  on  housing  prices. 
e  falling  prices  limit  refinancing,  they  create  new 
ts  and  foreclosures,  and  the  spiral  begins  anew, 
home  values  also  subtract  from  household  wealth, 
has  supported  consumer  spending.  Thus,  the  cycle 
d  mortgages,  tighter  credit,  housing  woes,  and 
arable  economy  continues  to  roil,  and  the  Fed  is 
in  the  middle  trying  to  stem  the  damage. 

WKE'S  APPROACH  to  this  turmoil  starts 
le  Fed's  two  overarching  responsibilities:  to 
:  stability  to  both  the  financial  markets  and 
nomy.  Economists  at  UBS  recently  dug  up 


Bernanke's  first  speech  as  a  Fed  governor  in  2002, 
noting  his  belief  that  the  central  bank  has  "two  broad 
sets  of  policy  tools"  to  use  in  carrying  out  its  "two  broad 
sets  of  responsibilities."  That  is,  the  Fed's  regulatory, 
supervisory,  and  lender-of-last-resort  powers  should 
be  used  for  financial  stability,  while  policy  instruments, 
such  as  the  target  interest  rate,  should  be  used  to  achieve 
the  broader  economic  goals  of  controlling  inflation  and 
ensuring  a  growing  economy. 

CLEARLY,  THE  FED'S  ACTIONS  so  far  suggest  the 

policymakers  prefer  to  attack  the  credit  crisis  with 
a  barrage  of  technical  actions,  such  as  providing  a 
temporary  flood  of  liquidity,  altering  the  terms  and 
conditions  under  which  banks  can  borrow  directly  from 
the  Fed,  and  other  efforts  targeted  at  restoring  the  proper 

functioning  of  the 
?0EWsSLfTr^HET  «  markets. 

BiuiONSOFooiure  Unless  the  market 

turmoil  threatens  to 
sink  the  economy,  the 
Bernanke  Fed  appears 
less  willing  to  open  the 
other  toolbox,  compared 
with  the  Fed  under  Alan 
Greenspan.  That  Fed 
cut  rates  three  times 
after  the  LTCM  debacle, 
moves  that,  some 
argue,  helped  fuel  the 
speculation  that  inflated  the  tech  bubble. 

This  time  the  extent  of  risks  to  the  economy  is  much 
more  uncertain  because  of  the  links  among  the  credit 
markets,  housing,  and  the  economy.  Policymakers  may 
have  no  choice  but  to  take  out  some  recession  insurance. 
Market  indicators  reflect  investors'  expectations  of  at 
least  a  quarter-point  cut  in  the  5.25%  target  rate  at  the 
Sept.  18  policy  meeting. 

The  credit  markets  seem  unlikely  to  be  on 
substantially  sounder  footing  by  that  date.  Although  the 
credit  markets  appeared  to  be  functioning  better  in  early 
September,  signs  of  stress  were  still  present,  especially 
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in  the  overseas  interbank  borrowing  markets  and  in  the 
$1  trillion  market  for  asset-backed  commercial  paper 
(ABCP).  The  volume  outstanding  fell  for  the  third  week 
in  a  row  as  investors  continued  to  shun  such  mortgage- 
related  paper,  bringing  the  total  drop  to  15.6%.  In  early 
September  borrowing  rates  for  ABCP  had  soared  to 
nearly  6.3%,  after  holding  steady  all  year  at  about  5.3%. 
Commercial  paper  finances  the  day-to-day  operations 
of  a  large  volume  of  financial  sector  activity  as  well  as 
nonfinancial  business.  As  investors  run  from  ABCP  to 
the  safety  of  short-term  Treasury  debt,  many  finance 
companies  are  unable  to  secure  funding.  The  failure 
of  the  commercial  paper  market  to  return  to  normal 
suggests  the  Fed's  efforts  have  been  far  from  effective 
at  alleviating  the  underlying  problem  of  fear  and 
uncertainty  over  the  value  of  many  credit  market  assets. 

ASIDE  FROM  THE  FINANCIAL  MESS,  much  of  the 

economic  data  still  portray  the  economy  prior  to  the 
credit  crisis.  They  generally  show  solid  growth  but  that' s 
not  reassuring  for  the  coming  months.  New  claims  for 
unemployment  insurance,  while  not  alarmingly  high, 
rose  for  the  fifth  week  in  a  row  through  Aug.  25,  a  sign 
that  job  markets  may  be  softening,  and  August  consumer 
confidence  dropped,  partly  over  new  job  worries. 

One  of  the  biggest  uncertainties  in  the  oudook  is  the 
impact  of  falling  home  prices  on  consumer  spending. 
Rising  home  values  in  recent  years,  along  with  higher 
stock  prices,  have  helped  boost  household  net  worth  to 
record  levels.  Economists  agree  that  about  4<t  of  every 
additional  dollar  of  household  wealth  ends  up  being 


ARE  HOME  VALUES 
RISING  OR  FALLING? 


INDEXES:  2003  Ql=100 


spent.  However,  the  Fed's  published  data  on  household  ] 
net  worth,  set  to  be  released  on  Sept.  13  with  numbers : 
the  second  quarter,  may  well  be  understating  the  effect  j 
lower  home  values  and  thus  overstating  recent  increasi 
in  household  wealth. 

That's  because  the  measure  of  home  prices  used  in  t 

Fed's  estimates,  which  I 
comes  from  the  Office  ] 
of  Federal  Housing 
Enterprise  Oversight 
(OFHEO)  does  not 
include  homes  with 
jumbo  mortgages,  thoil 
greater  than  $417,000. 
or  those  with  subprimf 
loans.  The  OFHEO  prii  ji 
index  in  the  second 
quarter  was  up  2.6% 
from  a  year  ago,  while 
the  Standard  &  Poor's 


Data:  Office  of  Federal  Housing  Oversight, 
Standard  &  Poor's/Case  Shiller 


Case-Shiller  index,  a  gauge  that  is  similar  in  concept  b 
includes  homes  with  all  types  of  mortgages,  was  down 
3.2%  (chart).  So  the  housing  bust  may  be  having  a  big 
impact  on  balance  sheets  than  the  official  data  show. 

Bernanke  made  it  clear  at  Jackson  Hole  that  it's  not 
the  Fed's  job  "to  protect  lenders  and  investors  from  thi 
consequences  of  their  financial  decisions."  However, 
those  are  the  decisions  now  putting  the  economy  at  riji 
That's  why  the  Fed  may  have  no  choice  but  to  reach  ini 
its  other  bag  of  tools  and  cut  rates  broadly,  if  only  to  g  | 
another  boost  to  investor  confidence.  II 


CORPORATE  PROFITS 


The  Earnings  Engine  Is  Sputtering 


CORPORATE  EARNINGS  have  defied 

gravity  for  quite  a  while,  growing 
faster  than  expected  even  as  the  pace 
of  economic  growth  slowed.  But 
troubles  in  the  financial  markets  and 
a  softer  economy  are  about  to  pull 
profits  back  down  to  earth. 

In  the  second  quarter  profits  turned 
in  another  strong  performance,  with 
the  Bureau  of  Economic  Analysis 
reporting  a  quarterly 
increase  of  6.4%, 
the  biggest  gain  in 
over  a  year.  Solid 
global  growth  and 
an  upswing  in  stocks 
helped  fuel  profits 
from  abroad  and 
among  domestic 
financial  operations. 

However,  the  recent 
liquidity  and  credit 
squeeze  in  the  financial 
markets  along  with  the 


A  KEY  SUPPORT  FOR 
PROFITS  WILL  FADE 

PERCENT  CHANGE  FROM  A  YEAR  AGO, 
FOUR-QUARTER  AVERAGE 


'05  '06  '07 

Data:  Bureau  ol  Economic  Analysis.  Global  Insight  Inc. ! 


housing  recession  are  starting  to  hit 
bottom  lines.  According  to  Thomson 
Financial,  analysts  have  cut  back  third- 
quarter  earnings  estimates  by  over 
$2  billion  for  the  financial  sector, 
dragged  down  by  investment  banks, 
mortgage  lenders,  and  consumer- 
finance  companies. 

That  threatens  the  impressive  run 
of  earnings  growth  among  financial 
companies.  Over 
the  previous  four 
quarters,  domestic 
profits  for  financials 
were  up  14.5% 
from  the  prior  year, 
significantly  better 
than  the  2.8%  gain 
among  nonfinancials 
(chart). 

The  turmoil  on 
Wall  Street  could  trim 
U.S.  economic  activity, 
putting  pressure  on 


profit  growth  at  nonfinancial  firms. 
"The  recent  tightening  in  financial 
conditions  likely  will  deepen  and 
prolong  the  housing  downturn," 
Morgan  Stanley  chief  U.S.  econoi 
Richard  Bemer  in  a  research  note. ' 
could  hurt  consumer  and  business 
spending  in  the  U.S. 

What1  s  more,  the  spread  of 
tighter  credit  conditions  and  highe 
interest  rates  to  foreign  markets, 
particularly  in  Europe,  could  crimj 
global  economic  growth  and  softei 
earnings  from  abroad.  Indeed,  on 
Sept.  5  the  Organization  for  Econo  j 
Cooperation  &  Development 
their  forecasts  for  both  the  U.S. 
Europe. 

After  a  string  of  quarters  with 
profits  outpacing  estimates,  the 
confluence  of  recent  events  could 
lead  to  negative  earnings  surprise 
the  near  future.  II 

-By James  M& 
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Does  it  seem  your  servers  are  taking  over? 
Let  CDW  help  you  regain  control. 


RTBUY-     :    Hard  drives 
SAVINGS1     :    sold  separately 


HP  ProLiant  DL360  G5  Rack-mount  Server 


■  Quad-Core  Intel®  Xeon'3  Processors  E5335  (2GHz) 

■  Memory:  2GB  std.,  32GB  max.  (PC2-5300) 

->  Hard  drive:  none  ship  std.;  up  to  six  hot-pluggable  SATA/SAS 
drive  bays  (437GB) 

•  8MB  Level  2  Cache 

•  Embedded  Dual  NC373i  Multifunction  Gigabit  network  adapters 

•  N+1  fan  redundancy 


$3699 


Microsoft0  Windows  Server'"  2003  R2  Enterprise  Edition 

•  Improves  branch  office  server  solutions,  identity  and  access 
management,  storage  setup  and  management,  and 
application  development 

Open  License  Value  &  Software  Assurance  Annual  Payment2 
$1319.99  CDW  863691 


Microsoft 


HP  SAS  Universal  Hard  Drives 

•  Internal,  hot-pluggable  hard  drives  for  HP  ProLiant 
DL360  G5  Series  Servers 

•  10,000  rpm 

36GB  $299.99  CDW  817847 
72GB  $366.99  CDW  813363 


there  with  the  server  solutions  you  need. 

iiging  your  growing  number  of  servers  and  your  growing  storage  needs  getting  to  be  too  much? 
I,  we're  there  with  everything  you  need  to  optimize  your  servers.  From  server  consolidation  to  storage 
ment,  networking  to  visualization,  CDW  can  answer  your  questions  and  get  you  the  solutions  you 
b  call  today.  It's  time  you  ran  your  network,  not  the  other  way  around. 

CDW.com    800.399.4CDW 


ItWaWWWWWCTM  BTffiffj. 


nn;  media  must  be  purchased  separately;  call  your  COW  account  manager  for  details  Offer  s 
lDW.com.  ©2007  CDW  Corporation 


us  the  standard  list  price  of  jhe  Right  Technology.  Right  Away. 
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DOG  DAYS  IN  DETROIT 

The  subprime  mortgage  meltdown  continues  to  take  its  toll  on  automakers. 
Shrinking  home  equity  and  higher  rates  made  car  buyers  nervous  in  August  as  U.S. 
sales  dropped  1%  from  the  year  before.  That  puts  the  industry  on  pace  to  sell  just 
over  16  million  vehicles— almost  1  million  fewer  than  what  carmakers  sold  in  2000. 
Toyota  Motor  may  have  outsold  Ford  Motor,  which  saw  sales  plunge  by  14%  (photo,  a 
California  Ford  dealership),  but  even  the  surging  Japanese  carmaker  saw  sales  slip 
3%.  General  Motors  boasted  that  it  bucked  the  trend  with  a  6.1%  jump,  but  discounted 
pickups  and  rental  car  sales  accounted  for  some  of  that  spark. 

Meanwhile,  Renault-Nissan  CEO  Carlos  Ghosn  grabbed  some  help  in  his  efforts  to 
rouse  Nissan  from  its  malaise.  On  Sept.  17,  Alain  Dassas,  61,  will  take  over  as  the  first 
CFO  in  four  years.  Dassas  currentiy  heads  the  Formula  One  racing  team  at  parent 
Renault.  Maybe  he  can  help  get  Nissan's  stock  out  of  the  pits.  It's  down  23%  this  year. 
EHHEG^  "Alan  Mulall/s  report  card,"  businessweek.com/go/tbw 


LIBOR  Over  the  Moon 

The  latest  sign  that  credit 
turmoil  is  far  from  over:  Major 
banks  have  hoisted  the  rate  on 
their  short-term  loans  to  each 
otiier,  known  as  the  London 
interbank  offered  rate,  or  LIBOR. 
The  banks  are  hoarding  money 
in  case  they  have  to  make  big 
loans  to  strapped  customers 
with  lines  of  credit.  On  top  of 
that,  they're  worried  that  the 
borrowing  banks  might  not  pay 
them  back.  On  Sept.  7  the  30-day 


dollar  LIBOR  rate  shot  up  to  its 
highest  spread  over  the  federal 
funds  rate  since  Dec.  31, 1999. 


Home  Lender  Follies 

One  big  firm  got  a  lifeline  and 
another  barely  kept  its  head 
above  water.  Thornburg  Mortgage 
on  Sept.  4  said  it  used  a  pool 
of  home  loans  as  collateral  for 
a  $1.44  billion  loan  to  shore 
up  operations.  The  deal  comes 
on  the  heels  of  a  $500  million 


sale  of  a  special  class  of  stock,  * 
which  raised  enough  cash  to 
let  Thornburg  keep  writing 
mortgages.  The  news  doesn't 
look  so  good  for  NovaStar 
Financial,  a  subprime  lender  that 
was  forced  on  Sept.  4  to  cancel  a 
$100  million  stock  sale  after  the 
firm's  lender  cast  doubt  on  its 
ability  to  stay  in  business. 
See  "The  SEC  wants  more 
answers  "  page  34  EMU* 
"Thornburg:  Out  of  the  woods?" 
businessweek.com/go/tbw 


§ 

French  Goliath 

In  a  snub  to  EU  regulators  \ 
want  to  break  up  powerful 
energy  companies,  French 
utilities  Suez  and  Gaz  de  Frai  < 
announced  a  government- 
brokered  merger  to  create  t 
world's  fourth-largest  eneq 
group.  President  Nicolas  Sarin 
rammed  through  the  $123 
billion  deal,  which  gives  th( 
state  a  nearly  40%  stake  in 
new  GDF  Suez. 


Turning  Off  iTunes 

This  hasn't  exacdy  been  tht 
summer  of  love  for  Apple  CI 
Steve  Jobs.  First,  Universal 
Music,  No.  1  in  its  industry,  | 
on  Aug.  9  that  it  will  suppl; 
protection-free  music  to  ev 
outlet  but  Apple's  iTunes 
service.  Then,  on  Aug.  31,  / 
said  it  had  reached  an  imp;  j  ki 
with  NBC  and  wouldn't  offt 
shows.  NBC  said  on  Sept.  5 
it  will  offer  downloads  thrc 
Amazon.com,  though  talks  v  i 
Apple  continue.  Jobs,  of  co*  i 
isn't  standing  still.  On  Sepi 
he  unveiled  three  new  iPod 
announced  a  deal  under  w 
iPod  jockeys  can  download 
songs  they  hear  at  Starbucl 
and  cut  the  price  of  the  mc 
costly  iPhone  by  $200. 
WiSlil*  "Apple's  content 


contretemps 
businessweek.  com/go/tbw 
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India's  Fast  Pace 

Look  out,  China,  someone's 
gaining  on  you.  India  said  c 
Aug.  31  that  for  the  quarter 
ended  in  June,  GDP  growth 
in  at  a  9.6%  annual  rate— di 
the  nearly  10%  appreciatior 
the  rupee  since  January.  The 
key  contributors:  fiery  doro 
demand  and  the  emergence 
consumer  culture. 


A  Wireless  Marriage? 

Two  regional  players  may 
on  the  big  boys  together.  I 
MetroPCS  on  Sept.  4  publii 
offered  to  buy  rival  Leap 
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jss  for  more  than 
Uion  in  stock.  The  two 
been  talking  about 
lg  up  for  years.  The 
er  would  create  a  new 
r  with  6.2  million  mostly 
nargin,  prepaid  users. 
^  "MetroPCS:  A  leap  into 
gtime?" 
essweek.com/go/tbw 


manufacturer.  His  successor, 
Hideki  "Dick"  Komiyama, 
chairman  of  Sony  Electronics, 

now  faces  the  challenge  of 
breaking  into  the  smart- 
phone  market. 


Head  at  S&P 
ard  &  Poor's  announced 
ig.  30  that  its  president, 
sen  Corbet,  would  step 
and  be  succeeded 
ven  Sharma.  s&p.  like 
essWeek,  is  a  unit  of 
cGraw-Hill  Companies. 
aw-Hill  stock  has 
ied  26%  this  year,  in  part 
se  of  criticism  of  S&P's 
l  rating  bonds  backed  by 
ime  mortgages. 


Stymied  in  Redmond 

In  the  geeky  world  of  technical 
standards,  Microsoft  lost  a 
key  battle  on  Sept.  4.  The 
International  Organization 
for  Standardization  said  the 
software  giant  failed  to 
persuade  enough  countries 
to  back  a  proposal  to  have  a 
document  format  recognized 
as  a  standard.  That  could 
lead  governments  to  use 
other  programs,  giving  rival 
applications  entree.  But 
the  vote  is  preliminary,  and 
Microsoft  didn't  lose  by  much. 
The  company  figures  it  can  still 
win  the  final  vote  next  year. 


IRings  Off 

ime,  "personal 
ins"  may  actually  mean 
tat.  On  Sept.  4,  Sony 
ion  President  Miles 
esigned,  saying  he'd 
)  try  new  things.  His 
[ture  caught  the  mobile 
(try  by  surprise,  since 
nsformed  the  five-year- 
yedish-Japanese  joint 
(re  from  a  money-losing 
t  case  to  the  world's 
largest  cell-phone 


What  Price  Wheat? 

Corn  isn't  the  only  grain  as 
high  as  an  elephant's  eye. 
Wheat  futures  soared  to  a 
record  $8.10  a  bushel  on 
Sept.  4  while  supply  is  at  a 
25-year  low.  Experts  blame 
everything  from  global 
warming  and  floods  to  the 
surge  in  biofuel  production. 
Look  for  higher  prices  on 
staples  like  bread,  flour,  and 
noodles. 


r  RECALL  OF  THE  WEEK 

:  cute  little  doggie  in  Barbie  Dream  Puppy  House?  Don't 
tin  your  mouth.  On  Sept.  4,  Mattel  announced  its  third 
>r  recall  this  summer  of  Chinese-made  products  that 
health  risks.  The  company  recalled  848,000  parts  on 
y  models.  Among  them:  Some  746,000  accessories  for 
ie,  the  company's  mainstay  brand.  Chairman  Robert  Eck- 
lid  the  toys  had  been  colored  with  paint  that  contained 
No  illnesses  have  been  reported.  Mattel  says  the  toys 
1  painted  by  subcontractors  working  on  behalf  of  the 
zany's  main  suppliers  in  China.  All  three  of  the  subcon- 
prs  have  been  terminated  or  gone  out  of  business, 
ut  the  drumbeat  of  recalls  has  analysts  wondering  if 
parents  will  put  fewer  play- 
things under  the  tree  this 
Christmas.  "The  toys  people 
are  going  to  buy  this  holiday 
season  are  safe,  and  we're  work- 
ing hard  to  ensure  that,"  Eck- 
ert  told  the  Los  Angeles  Times. 
See  "China's  bid  to  go 
upmarket, "  page  38 
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Sprint^  ahead 


Log  on. 
Buckle  up. 

Plug  into  the  nation's  largest  and 
fastest  mobile  broadband  network, 
and  you  can  speed  around  the 
Web  like  it's  standing  still.  That's 
business  at  SprintSpeed/  Giddyup. 


$7^7 


The  Sierra  Wireless  USB  AirCard R  595U 
for  your  business  account. 

Requires  new  card  activation  and  two-year 
agreement.  No  voice  plan  required. 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


"Largest"  claim  based  on  covered  square  miles.  "Fastest"  claim  based  on  total  throughput  speed  capability 
of  Sprint's  national  broadband  network;  user  experience  may  vary.  Requires  Rev.  A-capable  device. 
Coverage  not  available  everywhere.  See  sprint.com/coverage  for  details.  Sprint  Mobile  Broadband 
Network  reaches  over  209  million  people  Rev.  A  enhancements  reach  over  206  million  people.  Not 
available  in  all  markets/retail  locations.  Card  offer:  Offer  ends  9/30/07  or  while  supplies  last.  Available 
for  corporate-liable  accounts  (activations  using  business  name  and  tax  ID)  only.  May  require  up  to  a  $36 
activation  fee/line,  credit  approval  and  deposit.  $200  early  termination  fee/line  applies  after  30  days. 
Taxes  excluded.  Mobile  Broadband  Card  data  plan  required.  ©2007  Sprint  Nextel.  All  rights  reserved. 
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PENSION  PLANS 


CAN  RETIREES 

AFFORD  THIS 
MUCH  RISK? 


Public  pensions  may  have  grown 
addicted  to  high-risk  alternative 
investments.  BY  NANETTE  BYRNES 


NEW  MEXICO'S  PUBLIC 
pension  plan  is  sinking 
deeper  and  deeper  into  a 
hole.  Over  the  past  four 
years,  it  has  accumulated 
a  $937  million  deficit. 
That's  bad  news  for  the 
state  workers  who  are  depending  on  the 
fund  to  pay  for  their  golden  years.  In 
hopes  of  boosting  returns,  last  year  the 
state  legislature  gave  managers  the  au- 
thority to  put  money  into  alternative  in- 
vestments such  as  real  estate,  private 
equity,  and  hedge  funds.  Historically,  the 
state  had  stuck  to  safe  vanilla  assets  like 
stocks  and  bonds. 

But  that  strategy  has  been  put  to  the 
test.  Over  the  past  two  turbulent  months, 
New  Mexico's  $13  billion  public  pension 
fund  has  lost  more  than  $350  million,  in 
part  because  of  declines  in  the  $366  mil- 
lion originally  invested  in  hedge  funds. 
Yet  New  Mexico  remains  undaunted. 
"We  didn't  approve  this  investment  pro- 
gram on  a  lark,  and  we  don't  intend  to 
change  the  strategy  based  on  what  we 
consider  to  be  a  short-term  crisis,"  says 
Chief  Investment  Officer  Robert  Gish.  In 
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fact,  he  plans  to  put  an  additional  $134 
million  in  hedge  funds  before  the  year 
is  over. 

Despite  the  sharp  ups  and  downs  of 
the  market  lately,  public  pensions  show 
no  sign  of  abandoning  their  recent  push 
into  hedge  funds  and  other 

nontraditional    investments.  

They  really  can't  afford  to  do  H/-^W 
so.  State  pension  plans  have 
deteriorated  from  a  $20  billion  surplus 
in  2001  to  a  $381  billion  deficit  last 
year,  according  to  the  National  Associa- 
tion of  State  Retirement  Administrators 
(NASRA).  That  underfunding,  much  of 
which  comes  from  big  stock  market 
losses  earlier  this  decade,  means  the  as- 
sets they  have  in  their  portfolios  today 
aren't  enough  to  cover  the  present  value 
of  the  long-term  retirement  promises 
they've  made. 

EARLY  SUCCESS 

TO  MAKE  UP  that  difference,  public 
funds  have  two  options:  look  for  higher 
contributions  from  already  strapped 
state  and  local  employers  or  find  a  way 
to  juice   investment  returns.   Smaller 


FINANCIAL 


funds  with  big  holes  to  fill  are  ar< 
those  moving  fastest  into  more  es( 
investments,  but  they  are  the  ones 
able  to  afford  big  losses.  "What's  dr 
the  high-risk  investment  policy  i 
pension  system's  deficit,"  says  Mi! 
Aguirre,  San  Diego's  ci 

torney  and  a  frequent 

'lUi  of  that  city's  underfu1 
plan.  He  says  San  Di 
plan  is  "no  longer  a  pension  fund,  I 
now  more  of  a  high-risk  fund,  back 
the  city  taxpayers." 

If  s  easy  to  see  what  has  attracted 
lie  funds  to  these  assets.  Heady  retut 
a  handful  of  university  endowment 
ventured  into  hedge  funds  early  on 
followed  by  successes  at  larger  ] 
funds  like  the  Pennsylvania  State  En 
ees'  Retirement  System.  That  provi 
model  for  smaller  states  and  cities 
low.  In  a  survey  conducted  last  yeai 
of  public  fund  managers  told  cons 
firm  Greenwich  Associates  they  int 
to  raise  their  stake  in  hedge  funds. ' 
up  from  26%  the  year  before. 

But  they  may  be  too  late.  This 
volatility  presents  the  first  real  test 


■i 


\ 
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alternative  strategy,  and  some  of  the  les- 
sons are  disconcerting.  One  of  the  main 
arguments  Pennsylvania,  New  Mexico, 
and  many  others  made  for  getting  into 
alternative  investments  was  that  they 
would  lower  volatility  by  spreading  their 
bets  over  broader  investments.  It's  a 
highly  appealing  idea  to  a  group  that 
still  suffers  from  the  dramatic  market 
drops  of  five  years  ago.  But  New  Mexico's 
Gish  says  in  the  recent  turmoil  the  state's 
hedge  fund  investments  didn't  move 
independently  from  the  stock  and  bond 
markets,  as  he'd  hoped. 

That  wouldn't  come  as  a  surprise  to 
Peter  M.  Gilbert,  chief  investment  officer 
for  the  Lehigh  University  Endowment 
Fund,  who  ran  Pennsylvania's  ground- 
breaking public  pension  fund  for  14  years 
before  leaving  in  May.  Pennsylvania  now 
has  more  than  half  its  assets  in  alternative 
investments.  It  has  earned  solid  returns, 
but  Gilbert  questions  whether  that  kind 
of  record  can  be  replicated  broadly.  The 
growing  popularity  of  hedge  funds,  he 
says,  is  reducing  the  diversification  they 
can  provide  as  managers  increasingly 
compete  for  the  same  limited  set  of  in- 
vestments. That  dampens  how  well  they 
can  help  a  pension  fund  perform.  "In 
some  ways,  what  you  have  is  almost  a 
commodity,"  Gilbert  says.  "Ten  years  ago 
fund  managers  had  much  more  unique 
insight  and  strategies." 

For  public  plans,  whose  boards  are  gen- 
erally populated  with  political  appointees, 


unfamiliar  hedge  funds  pose  the  added 
risk  of  bad  headlines.  "If  the  market 
crashes,  people  don't  say  Why  were  you 
invested  in  equities?'  because  people  are 
familiar  with  it,"  says  Gilbert.  "But  if  a 
hedge  fund  blows  up,  if  s  a  disaster." 

That  is  particularly  true  for  underfunded 
plans— the  ones  that  are  most  likely  to  dab- 


AGUIRRE  San  Diego 
city  attorney  is  a  fie 
critic  of  its  plan 


ble  in  riskier  investrn 
Looking  at  the  unh 
of  large  public  plans 
veyed  by  NASRA,  83 
funds  with  less  than 
of  their  liabilities  co\ 
had  above-average 
cations  in  alternativ 
vestments.  But  the 
funded  plans,  ones 
had  savings  sufficie 
cover  97%  or  moi 
their  expenses,  wer 
less  adventurous. 
50%  are  similarly  hi 
invested  in  alterna 
"We  don't  need  to  re 
explains  Bob  May 
chief  investment  o 
for  the  Public  Emp 
Retirement    Syster 
Idaho,  which  has 
of  its  liabilities  fui 
thanks  to  regular  employer  contribu 
and  more  modest  benefits. 

The  San  Diego  County  Employee! 
tirement  Assn.  pension  fund  got 
should  have  been  a  wake-up  call  last 
tember.  That's  when  it  lost  the  $175  m 
it  had  invested  in  Amaranth  Advisi 
hedge  fund  that  blew  up  after  a  ser 
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CITADEL 


SWIFTEST  SCAVENGER  ON  THE  BLOCK 


: 


Hedge  fund  magnate  Kenneth  C. 
Griffin  of  Citadel  Investment  Group 
moves  fast  when  he  smells  blood 
in  the  water.  Hours  after  Sowood 
Capital  Management's  Jeff  Larson 
called  on  July  27  to  say  he  planned  to  shutter 
his  once-$3  billion  fund  after  it  suffered  big 
losses  in  bonds,  Griffin  dispatched  a  team 
of  traders  and  analysts  to  Sowood's  Boston 
headquarters  to  sift  through  the  remains  of  the 
portfolio.  Griffin  and  Larson  reached  a 
tentative  deal  less  than  24  hours  later, 
say  sources  familiar  with  the  situation, 
for  Citadel  to  buy  $1  billion  of  Sowood's 
corporate  bonds  and  bank  debt  at  a 
deep  discount. 

There's  plenty  of  carnage  on  Wall 
Street  these  days,  and  Chicago's 
Citadel  has  been  one  of  the  biggest 
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scavengers.  Three  weeks  after  swooping 
down  on  Sowood,  Griffin  made  a  similar 
move  on  Sentinel  Management  Group, 
buying  up  some  of  its  debt  right  before  the 
Securities  &  Exchange  Commission  filed 
fraud  charges  against  the  troubled  cash 
management  firm  on  Aug.  21.  And  days  after 
hedge  fund  Amaranth  Advisors  imploded, 
losing  $6  billion  on  a  natural  gas  bet  a  year 
ago,  Citadel  scooped  up  its  energy  and 


commodity  trading  business  for 
least  $725  million. 

Such  rapid  response  to  crisis 
been  critical  to  the  performance 
Citadel,  which  employs  a  multitu 
of  strategies  that  span  all  manne 
Jnvestments  from  traditional  stc 
and  bonds  to  more  esoteric  play 
commodities,  derivatives,  ande 
trading.  Amaranth's  leftovers  ha' 


Dumpster 
Diving 

Citadel  Investment  Group 
has  be^n  collecting  bits  of 
broken  hedge  funds 


SOWOOD 

CAPITAL 

MANAGEMENT 

Citadel  bought 
$1  billion  of  its 
corporate  bonds 
and  bank  debt 


SENTINEL 

MANAGEMENT 

GROUP 

Picked  up  bonds 
and  loans  of  the 
fallen  fund  at  a 
17%  discount 


AMARANT 
ADVISORS 

Paid  at  least 
$725  million  1 
its  energy  an 
commodity 
trading  arm 


>ets  on  natural  gas  prices.  San  Diego 
ince  recovered  about  $80  million  of 
noney  and  is  suing  the  fund  for  fraud. 
t  has  otherwise  made  few  changes  to 
oader  strategy,  despite  the  losses  and 
)roar  from  citizens  at  the  time.  Today 
ind  has  $1.5  billion  of  its  $8.5  billion 
;ets  directly  invested  in  a  dozen  hedge 
j.  At  least  two,  AQR  Capital  Manage- 
and  DE  Shaw  &  Co.,  had  some  tough 
s  in  August.  Though  it  was  a  topic  of 
;rsation  at  a  board  meeting  on  Aug.  16, 
ange  of  course  was  considered, 
id  plans  that  directly  invest  in  hedge 
>,  like  San  Diego's,  can  face  a  greater 
n  a  downturn  than  those  that  invest 
igh  more  expensive  and  diversified 
i-of-funds.  Pennsylvania  SERS  also 
red  losses  as  an  Amaranth  investor, 
>ecause  it  invests  through  funds  of 
2  funds,  it  holds  more  than  250  other 
>  in  its  portfolio.  In  all,  it  lost  about 
nillion. 

itics  worry  most  about  smaller  funds 
.lave  gotten  into  the  alternative  as- 
ame,  and  there  are  a  lot  of  them, 
■ding  to  Greenwich  Associates,  in 
i  the  smallest  public  pension  plans, 
i$500  million  in  assets  or  less,  had 
rerage  a  far  higher  percentage  of 
« assets  in  hedge  funds  than  those 
$5  billion  plus.  These  funds  lack  the 
rces  of  their  larger  peers.  New  Mex- 
Gish  had  to  double  his  investing 
to  four— when  he  started  looking 
rnatives.  "We're  concerned  about 


The  Pension  Fund  Problem 


UNDERFUNDED 
PORTFOLIOS... 

Public  funds  increasingly 
don't  have  enough  money 
to  pay  future  benefits. 


PERCENT  OF  LIABILITIES  FUNDED 
105  r — 


...HAVE  TAKEN  ON 
GREATER  RISK... 

To  make  up  that  gap,  managers 
have  moved  into  hedge  funds  and 
other  alternative  investments. 


ALTERNATIVE  _, 
INVESTMENTS  H 
12.7% 


FIXED 
INCOME 

25.1% 


DOMESTIC 

STOCKS 

42.7% 


INTL.  ' 
STOCKS 

19.7% 


•01      '02       '03      '04       '05      '06 
Data:  National  Association  of  State  Retirement  Administrators.  Greenwich  Associates 


...AND  CONTINUE 
TO  TAKE  ON  MORE 

Despite  the  market 
turmoil,  funds  may 
not  shy  away. 

42% 

of  public  funds 
plan  to  up  their 
hedge  fund 
exposure  in  2006. 

26% 

planned  to  do 
so  in  2005. 


some  of  the  smaller  funds  that  don't 
have  the  internal  staff  capacity  to  do  the 
due  diligence  on  the  extra  risks  that  are 
associated  with  hedge  fund  investing," 
says  Richard  C.  Ferlauto,  director  of  pen- 
sion and  benefit  policy  at  the  American 
Federation  of  State,  County  &  Municipal 
Employees,  the  union  that  represents 
most  public  employees. 

In  contrast  to  New  Mexico,  some 
states  have  decided  to  clamp  restraints 
on  what  their  own  pension  plans  can 
do.  In  May,  the  Texas  legislature  set 


caps  for  how  much  state  pensions  can 
invest  in  hedge  funds  and  required  that 
they  seek  certain  outside  advice  before 
doing  so.  But  the  new  limits  did  not 
prevent  the  Teacher  Retirement  System 
of  Texas  from  launching  a  plan  two 
months  later  to  extend  its  private  equity, 
hedge  fund,  and  real  estate  holdings  to 
24%  of  its  total,  up  from  under  5%.  The 
fund  also  ventured  into  some  high-risk 
collateralized  debt  obligations,  one  of 
the  investment  categories  that  plunged 
most  sharply  this  month.  ■ 


ns  of  millions  in  profits 
ing  to  Citadel's  30% 
)06.  Sources  say  it's  up 
/ear  through  August,  a 
nth  for  hedge  funds. 
I  is  in  an  enviable 
from  which  to  profit 
rs'  pain.  At  $14 
is  one  of  the  biggest 
experienced  players 
ine,  with  more  than 
ployees  scattered 
e  globe.  It's  also 

most  profitable, 
g  market-beating 
rns  of  420%  to  540%  at  two  of  its 
nds  between  1998  and  2006. 
means  Citadel  has  unparalleled 

apital  to  pay  for  its  investments, 
at's  far  more  stable  than  what  most 

s  get.  Long  before  the  current 
ich  began,  it  sold  $500  million  of 

ctober,  and  it  could  issue  up  to  $2 
;e.  Compared  with  peers,  Citadel 


GRIFFIN  A  chance 
to  buy  debt  at  a 
deep  discount 


has  also  moved  more  aggressively 
beyond  traditional  bank  lines  of 
credit  to  pump  up  its  leverage. 
The  firm  set  up  a  $400  million 
financing  deal  nearly  a  year  ago 
with  Britain's  HSBC 
Holdings  PLC  in  what's 
known  as  a  total-return 
swap— a  complicated 
transaction  that  allows  a  fund  to 
capture  the  gains  of  a  security 
without  having  to  buy  it  outright  and 
with  only  limited  collateral. 

Such  tools  allow  it  to  be  more 
nimble  than  peers.  Indeed,  Griffin's 
crew  can  move  so  quickly  that  other  hedge 
funds  or  vulture  investors  simply  don't  have  a 
chance  to  assess  the  wreckage  and  determine 
whether  they  even  want  to  make  a  bid.  "They 
have  the  size  and  the  resources,"  says  a  trader 
at  another  fund.  "They  can  move  fast,  and 
others  can't." 

Of  course,  that  sort  of  advantage  can 
ruffle  some  feathers.  Talks  started  between 
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Citadel  and  Sentinel  on  Aug.  14,  and  Citadel 
had  reached  an  agreement  the  next  day 
to  pay  $318  million  for  some  of  Sentinel's 
bonds  and  loans,  17%  off  the  face  value. 
But  when  they  announced  the  deal  publicly 
on  Aug.  17,  some  Sentinel 
customers  protested  the  sale, 
arguing  that  Citadel  had  gotten 
the  securities  on  the  cheap. 
The  dissenters  quieted  down  only  after 
it  became  clear  that  market  officials  and 
regulators  pushed  Sentinel  to  sell  some 
of  its  assets  in  a  bid  to  raise  cash  fast,  say 
people  familiar  with  the  deal. 

Still,  Citadel  doesn't  like  to  be  called  a 
vulture.  The  usually  press-shy  company 
has  been  relatively  outspoken,  defending 
its  recent  dumpster  diving.  "It's  not  about 
distressed  opportunities,"  says  Adam  Cooper, 
a  Citadel  senior  managing  director.  "It's  about 
seeing  the  opportunities  that  exist  in  the 
market  every  day,  having  a  view,  and  being 
able  to  execute  quickly." 

-By  Matthew  Goldstein 
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THE  MORTGAGE  MESS 

THE  SEC  WANTS 
MORE  ANSWERS 

Now  its  fraud  investigation  is 
targeting  a  wider  range  of  players 


*■** 


SEC'SCOX 

Testifying  on 
Capitol  Hill 


BY  DAWN  KOPECKI 

HE  CREDIT  MARKETS 
have  calmed  down  a  bit. 
But  for  some  players  in 
the  mortgage  mess,  the 
worst  may  be  yet  to  come. 
BusinessWeek  has  learned 
that  the  Securities  &  Ex- 
change Commission  is  expanding  its 
probe  into  the  troubled  sector. 

SEC  Chairman  Christopher  Cox  sig- 
naled in  June  that  the  agency  had  opened 
roughly  a  dozen  cases  looking  at  the 
hedge  funds  and  collateralized  debt  ob- 
ligations, the  complicated  investment 
pools  filled  with  mortgage-backed  secu- 
rities, that  first  ran  into  trouble.  Now,  the 
investigation  has  moved  beyond  those 
two  groups  to  examine  all  the  players  in- 
volved—from the  lenders  that  originated 
loans  to  the  buyers  of  mortgage-backed 
securities  and  everyone  in  between.  "Our 
team  is  focusing  on  whether  any  improp- 
er accounting,  disclosure,  or  insider  sales 
occurred,"  says  Walter  G.  Ricciardi,  dep- 
uty director  of  the  enforcement  division. 
"We  will  look  for  any  potential  fraud,  by 
management,  auditors,  lawyers,  credit- 
rating  agencies,  or  others." 

The  biggest  area  of  concern:  whether 
the  lenders  and  the  big  investors  who 
hold  the  poorly  performing  loans  are 
accurately  marking  down  the  value  of 
those  assets.  With  borrowers  struggling 
to  make  payments  and  housing  prices 
falling  in  many  markets,  the  amount  that 
mortgage  holders,  both  those  that  own 
loans  outright  and  those  that  invest  in 
pools  of  loans,  will  ultimately  collect  is 
shrinking.  And  if  the  parties  are  under- 
reporting the  potential  losses,  they  may 
not  be  setting  aside  enough  in  reserves. 

That  could  spell  big  trouble.  Former 
SEC  Chief  Accountant  Lynn  Turner  sees 
a  dangerous  parallel  to  the  savings-and- 
loan  crisis  of  the  1980s,  which  drove 


some  1,000  thrifts  out  of  business  and 
cost  taxpayers  roughly  $125  billion.  As 
home  loans  started  to  go  south  and  pric- 
es sank,  the  S&Ls  were  unable  to  collect 
anything  near  face  value  on  those  assets. 
Yet  they  were  very  slow  to  write  down 
the  value  of  the  loans  and  boost  reserves. 
"As  a  result,  S&Ls  looked  much  more 
financially  stable  than  they  really  were," 
says  Turner,  a  bank  auditor  at 
the  time.  "The  concern  today 
is  that  once  again  institutions 
may  be  slow  to  record  those 
losses  on  their  loans." 

Of  course,  much  has  changed  since 
then.  Banks  and  mortgage  lenders  no 
longer  hold  rtiost  of  the  loans  they  make. 
Instead,  they  are  sliced  and  diced  and 
packaged  into  complex  securities  that 
are  held  by  hedge  funds,  investment 
banks,  insurers,  and  other  big  investors. 
Today,  about  56%  of  all  mortgages  are 
securitized,  compared  with  just  10%  in 
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Danger  Ahead? 

A  big  pile  of  adjustable-rate  mortgages  have  already 
reset  this  year,  exacerbating  the  sector's  problems. 
But  there  are  more  loans  in  the  pipeline  that  will 
likely  jump  to  higher  rates  over  the  next  18  months. 


$263 

BILLION 

LOANS  THAT  RESET 

FROM  JANUARY,  2007, 

TO  AUGUST,  2007 

$700 

BILLION 

LOANS  DUE  TO  RESET 

FROM  SEPTEMBER,  2007, 

TO  DECEMBER,  2008 


Data:  Banc  of  America  Securities 


1980.  That  complexity  will  make  it  i 
tougher  for  the  SEC  to  determine 
sets  are  being  properly  written  dowi 
where  losses  may  lie,  says  Janet  Tav; 
president  of  Tavakoli  Structured  Fir 
Inc.:  "Some  of  these  bonds  have  si 
hodgepodge  of  collateral." 

But  the  basic  problem  remains, 
a  home  buyer  falls  behind  on  payn 
the    mortgage    holder 
determine  if  it's  a  temp 
hiccup    or   something 
permanent.  If  a  loan  is  h 
into  foreclosure,  then  the  owner  ge: 
ly  has  to  mark  down  the  value  of  the 
on  its  books  to  reflect  the  price  it  \ 
get  selling  the  home  on  the  market. 
Problem    is,   the    standard    ace 
ing  rules  give  mortgage  holders  a 
wiggle  room.  They  can  delay  repq 
delinquent  loans  for  at  least  a  it 
for  example,  and  sometimes  for  s 
quarters.  Real  estate  agents  who  sp 

ize  in  foreclosures  al 

that  many  banks  ant 
Street  firms  are  askiii 
realistic  prices  for  \ 
they've  taken  over, 
investors  who  hold 
portfolios    of    morn 
backed  bonds  use  co 
and  widely  varying  ir 
valuation  models.  T 
sumptions  in  those 
els  "can  make  a  sign 
difference,"  says  Fre 
of  the  American  In 
of    Certified    Pubfo 
countants.  "There's 
concern  that  banks 
basing  their  estima 
objective  evidence." 
of  that  concern  ma) 
the  hallways  of  the  S 
-With  Chris 
F 
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MONETARY  POLICY 


A  FRIEND  OF  BEN 
WITH  A  BOLD  IDEA 

Frederic  Mishkin  thinks  the  Fed  should 
cut  rates  quickly  ifhome  prices  tumble 


BY  PETER  COY 

HE  FEDERAL  RESERVE 
Board  usually  moves  with 
elephantine  majesty.  But 
a  fast-talking  New  Yorker 
on  its  Board  of  Governors, 
Frederic  S.  Mishkin,  has 
broached  the  idea  that  the 
Fed  could  prevent  a  lot  of  damage  from 
a  severe  housing  slump  by  acting  swift- 
ly and  cutting  interest  rates  aggressively 
even  before  the  slump's  impact  on  the 
broad  economy  is  evident. 

What  Mishkin  says  counts.  He's  a  re- 
spected economist  and  longtime  friend  and 
research  partner  of  Fed  Chairman  Ben  S. 
Bernanke.  Mishkin  raised  the 
idea  of  preemptive  rate  cuts  on 
Sept.  1  at  central  bankers'  high- 
est-profile event,  an  annual  Fed 
symposium  in  Jackson  Hole,  Wyo. 

Mishkin's  presentation,  based  on  a  pa- 
per he  prepared  for  the  conference,  didn't 
directly  pertain  to  what  Fed  rate-setters  will 
do  at  their  next  meeting  on  Sept  18.  That's 
because  he  analyzed  a  hypothetical  housing 
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decline  that's  much  deeper    '"FVjpi  \rYVr\£tf*t 

than  the  one  the  U.S.  has     1 11C  Ulip<JLL 
seen  so  far-a  20%  decline    Qf  a  hoUSillff 

in  inflation-adjusted  prices       ..  ° 

over  two  years.  In  contrast,    SlUITTP  OH 
U.S.  home  prices  measured     .  i 
by  the   Office   of  Federal    tlie  eCOnOlTiy, 

Housing  Enterprise  Over-    Up  CQA7"C 

sight  are  roughly  flat  over    ***~  ^C*J^5 

the  past  year  after  inflation.      ]c  TTrPflictcLDle 

But  the  paper  is  impor-  -i 

tant  because  it  outlines  a  ^™ B,,'BBBB— 
different  way  to  conduct 
monetary  policy.  Traditionally,  the  Fed 
doesn't  cut  interest  rates  until  it  sees  con- 
crete evidence  that  the  economy  is  slow- 
ing. Mishkin  says  the  harm 
that  falling  house  prices  do  to 
the  economy  is  predictable,  so 
there's  no  sense  waiting  until 
the  damage  is  done.  By  acting  quickly, 
he  theorizes,  the  Fed  can  buoy  consumer 
spending  and  minimize  the  loss  in  eco- 
nomic output  while  suffering  only  a  small 
bump  up  in  the  inflation  rate.  Such  a  policy, 
he  writes,  "can  be  extremely  successful  at 


counteracting  the  real  effects  of  [a] 
large  housing  slump." 

While  Mishkin  refrained  from  disc  I 
ing  current  monetary  policy  at  Jaclj 
Hole,  other  economists  have  been 
shy,  with  some  suggesting  a  cut  in  the  I 
eral  funds  rate  of  a  full  percentage  poi 
avert  a  housing-led  recession.  Millioi 
subprime  adjustable-rate  mortgages 
tied  to  short-term  interest  rates  that 
Fed  influences.  By  reducing  those  be  \ 
mark  rates  meaningfully,  the  Fed  c 
keep  many  adjustable  rates  from  bein  j 
set  beyond  borrowers'  ability  to  pay. ' 
Fed  is  already  behind  the  curve,"  Dav 
Rosenberg,  North  American  economi| 
Merrill  Lynch  &  Co.,  wrote  on  Sept.  4. 

PROACTIVE 

STAYING  AHEAD  OF  the  curve  is  Mish  i 
key  idea.  He  suggests  cutting  rates  as  | 
as  home  prices  begin  to  fall— and  ra 
them  just  as  quickly  once  prices  stop  I 
ping.  The  required  cuts  would  actual 
slightly  less  than  the  total  under  a  tyi 
monetary  policy,  because  they  would, 
stall  part  of  the  economic  decline.  1 
would  hit  bottom  a  bit  more  than  two ;, 
after  a  price  decline  begins.  Under  a  t 
tional  strategy,  Mishkin  says,  rates  wot 
hit  bottom  until  three  or  four  years  a 
housing  slump  takes  hold— and  econ 
output  would  suffer  a  much  bigger  hri| 
Although  Mishkin's  paper  reflect] 
personal  view,  it  may  shed  light  on 
Bernanke's  Fed  would  respond  to 
nancial  crisis  bigger  than  the  one 
seen  so  far.  Before  joj 
the  Fed,  both  Mishkin  | 
was  at  Columbia  Univ< 
and  Bemanke  at  Prin 
University  argued  thai 
tral  banks  should  ms 
interest  rates  to  hit  a  I 
rate  for  inflation.  Fron> 
some  Fed  watchers  cor 
ed  that  under  Bernani  i 
central  bank  would 
single-mindedly  on  inl 
and  respond  grudginj 
declines  in  the  price  o) 
assets  as  homes  and  stocks.  But  Misli 
paper  suggests  that  inflation  tarj 
isn't  at  odds  with  reacting  quickly  tc 
ket  turbulence  if  it  is  likely  to  affect  1 
growth  and  inflation. 

Jan  Hatzius,  chief  U.S.  econom 
Goldman,  Sachs  &  Co.,  says  Mis] 
paper  was  "the  most  interesting  c 
bution"  at  Jackson  Hole.  By  cho 
such  a  prominent  forum  to  deliv 
message,  Mishkin  signaled  that  inl 
targeters  can  move  quickly  wher 
need  to.  ■ 
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CHINA  RUSHES 
UPMARKET 

In  the  face  of  scandals,  Beijing  shifts 
incentives  to  higher-quality  exports 


BY  CHI-CHU  TSCHANG 

HINA  HAS  LONG  PRIDED 
itself  on  being  the 
world's  workshop.  Ship- 
ments of  labor-intensive, 
,  low-cost  goods— every- 
thing from  toys  to  tube 
socks  to  tires— turned  the 
country  into  an  exporting  colossus,  pow- 
ering growth  of  nearly  10%  a  year  for 
the  past  three  decades.  But  as  Beijing 
is  now  realizing,  there's  a  downside  to 
that  strategy.  Exports  of  tainted  pet  food, 
toothpaste,  and  Thomas  the  Tank  Engine 
trains  threaten  to  provoke  a  global  back- 
lash against  products  that  say  "Made 
in  China."  And  the  mainland's  swelling 
trade  surplus  has  Washington  looking  to 
slap  sanctions  on  the  country. 

These  controversies  have  helped  spur 
a  big  policy  shift  in  Beijing.  China's 
technocrats  are  introducing  a  series  of 
measures  designed  to  change  the  face  of 
its  export  industry.  On  their  own,  each  of 
these  initiatives  may  not  seem  momen- 
tous. But  as  a  whole  they  define  a  major 
change  in  China's  industrial  policy— one 
that  favors  higher  value-added  indus- 
tries such  as  sophisticated  electronics 
and  heavy  machinery,  possibly  at  the 
expense  of  low-cost  manufacturing  and 
assembly.  And  they're  sure  to  help  boost 
efforts  by  companies  at  the  low  end  to 


move  away  from  simple 
production  for  multina- 
tionals and  develop  their 
own  designs  and  brands. 
The  potential  payoffs:  a 
cleaner  environment,  bet- 
ter-paying jobs,  and  an 
improved  reputation  for 
the  country's  goods. 

It  won't  happen  over- 
night. But  the  Chinese 
government  is  using  a 
combination  of  carrots  and 
sticks  to  get  companies  to 
fall  into  line.  Twice  in  the 
past  12  months,  Beijing  has  cut  export 
subsidies,  eliminating  rebates  on  the  17% 
value-added  tax  for  more  than  500  types 
of  high-polluting  goods  such  as  fertilizer 
and  leather,  while  further  whittling  down 
rates  for  some  2,800  other  low-tech  prod- 
ucts. The  changes  will  force  companies 
to  make  "more  technologically  advanced 
products  and  develop  their  own  brands," 
Wang  Qinhua,  a  director  at  the  Com- 
merce Ministry,  told  reporters  on  July  25. 
And  revisions  to  China's  contract  law,  ap- 
proved in  late  June,  are  likely  to  drive  up 
wages  on  the  mainland.  That  could  force 
companies  in  low-margin  industries  such 
as  footwear  and  apparel  either  to  upgrade 
their  product  mix  or  shift  production  to 
cheaper  locales  in  Southeast  Asia. 


Beijing  also  is  tightening  standanr 
pollution,  which  could  make  investor 
in  sectors  such  as  steelmaking,  coali 
cement  less  attractive.  "Environmr 
degradation  has  become  a  political! 
bility  issue  in  parts  of  China,"  notes  ■ 
Stearns  economist  Michael  Kurtz, 
faster  China  moves  beyond  pollt 
industries,  "the  more  surely  growtl 
continue  to  pay  political  dividend  i 
China's  leadership." 

The  revamped  industrial  policy 
implications  for  international  compj 
Next  year,  Beijing  plans  to  elim- 
most  tax  breaks  for  foreign  enterprii 
policy  that  has  been  in  place  since  i 
Yet  in  a  clear  sign  of  the  changing 


ontaes,  incentives  have  been  retaine 
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Changing  China's  Product  Mix 

How  Beijing  is  trying  to  nudge  manufacturers  into  more-profitable  sectors 
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EXPORTS 

Rebates  on  export  taxes  for 
thousands  of  prooucts  have 
been  cut,  especially  in  polluting 
and  energy-intensive  industries 


INVESTMENT 

Incentives  that  favor  areas  such 
as  technology  have  replaced 
across-the-board  tax  breaks 
for  foreign  investors 


LABOR 

A  new  employment  law  is  likely 
to  boost  wages,  making  low-end, 
labor-intensive  manufacturing 
more  expensive 


ENVIRONMENT 

Tighter  anti-pollution  rules 
may  discourage  investment  i 
low-tech  sectors  such  as  min 
metals,  and  chemicals 

Data:  Bear  Ste 
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I  such  as  electronics,  environmental 
ologies,  and  industrial  safety, 
ijing's  edicts  will  speed  a  process 
jiy  set  in  motion  by  market  forces, 
luan  has  risen  9.4%  against  the  dol- 
rer  the  past  two  years— not  enough 
icate  Washington,  but  sufficient  to 
[to  the  profit  margins  of  Chinese  ex- 
rs,  particularly  those  at  the  bottom 
;  pyramid.  Factor  in  rising  wages 
>ugher  competition  from  lower- cost 
iries  such  as  Vietnam,  and  if  s  not 
co  see  why  some  Chinese  manufac- 
i  feel  as  if  they're  caught  in  a  vise, 
rears,  China  has  beaten  its  competi- 
/ith  low  costs,"  says  Liu  Xueqin,  a 
rcher  at  a  think  tank  affiliated  with 
ommerce  Ministry.  "This  strategy 
l)w  run  its  course." 
e  company  feeling  the  squeeze  is 
tiou  Taima  Shoes  Co.,  which  makes 
Sar  for  more  than  200  retailers 
d  the  world.  It  will  see  a  2%  decline 
profit  as  a  result  of  the  government5  s 
3n  to  pare  tax  rebates  on  shoe  ex- 
it! figures  Vice-President  Chen  Zhexi. 
•Ifenzhou  Taima  didn't  need  much 
a>ig  from  the  government  to  try  to 
1  i\game.  When  Wenzhou  built  a  new 
W  in  2005,  it  imported  more  costly 
otnanufacturing    equipment    from 


Italy  to  replace  its  Chinese-made  ma- 
chines. "Our  shoes  are  now  better  than 
those  made  in  Italy,"  boasts  Chen.  The 
company  now  sells  footwear  in  the  U.S. 
under  its  own  "Paris"  brand. 

Other  Chinese  exporters  are  invest- 
ing in  foreign  knowhow.  Three  years 
ago,  Zhejiang-based  High  Fashion  Silk 
Co.  began  hiring  Italian  and  American 
designers  to  create  clothing  and  ties  for 
customers  such  as  J.C.  Penney  and  Liz 
Claiborne.  General  Manager  Lin  Ping 
says  if  s  money  well  spent  because  his 
buyers  are  willing  to  pay  some  10%  more 


for  the  new  designs.  "A  company's  abil- 
ity to  survive  depends  on  its  innovation," 
says  Lin. 

Economists  point  to  China's  changing 
export  mix  as  a  sign  that  the  country  is 
making  the  transition  out  of  low-end 
manufacturing  and  into  more  advanced 
sectors.  One  example:  China  recendy 
turned  into  a  net  exporter  of  industrial 
machinery,  led  by  the  likes  of  Shang- 
hai Zhenhua  Port  Machinery  Co.,  which 
makes  more  than  half  of  all  the  cranes 
used  at  the  world's  ports.  And  high-tech 
gear  accounted  for  29%  of  China's  total 
exports  last  year,  up  from  15%  in  2000, 
according  to  the  Commerce  Ministry, 
though  the  lion's  share  of  those  ship- 
ments came  from  plants  that  are  either 
owned  by  or  working  for  multinationals 
such  as  Dell,  Sony,  Apple,  and  Nokia. 

ANOTHER  RECORD  TRADE  SURPLUS 

STILL,  LOCALS  SUCH  AS  PC  maker  Leno- 
vo,  telecom-gear  manufacturers  Hua- 
wei  Technologies  and  ZTE,  and  smaller 
players  like  Mindray  Medical  Interna- 
tional have  boosted  their  profiles  over- 
seas. Shenzhen-based  Mindray  started 
out  selling  medical  devices  in  China 
for  Hewlett-Packard,  Siemens,  and  other 
foreigners.  But  it  has  always  set  aside  a 
good  chunk  of  its  profits  for  research  and 
development  and  now  boasts  its  own  line 
of  ultrasound  imag- 
ing and  blood-test- 
ing equipment  that  it 
exports  to  more  than 
140  countries,  in- 
cluding the  U.S.  "We 
use  R&D  to  put  more 
value  into  our  prod- 
ucts," says  Chairman 
Xu  Hang. 

Some  China  watch- 
ers say  all  of  this  is 
proof  the  nation  is 
on  track  to  become 
the  next  South  Ko- 
rea, Taiwan,  or  Japan. 
Don't  expect  Wash- 
ington to  cheer  it  on, 
though.  It  already  looks  as  if  China  is  set 
to  beat  last  year's  record  trade  surplus  of 
$177  billion,  which  has  American  politi- 
cians faming.  And  that  figure  is  likely 
to  grow  as  the  country  inevitably  earns 
more  foreign  exchange  selling  goods 
such  as  tractors,  WiMAX  gear,  and  medi- 
cal scanners  than  it  does  from  toys,  tex- 
tiles, and  TVs.  "It's  very  similar  to  what 
happened  in  Japan  or  in  Korea  when 
they  migrated  from  light  manufactur- 
ing," says  Andy  Xie,  an  independent 
economist  based  in  Shanghai.  "The  sur- 
plus really  mushroomed."  ■ 
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SONY  LIKES  THE  YIELD 
FROM  ITS  JUNK 

In  a  turning  point  for  tech,  it  finds  a  way  to 
make  money  from  used  electronics 


BY  KENJI  HALL 

UTSIDE  JAPAN'S  BOR- 
ders,  Sony  Corp.  has  nev- 
er been  in  the  vanguard 
of  recycling.  In  the  U.S. 
it  has  long  trailed  high- 
tech  manufacturers  such 
as  Hewlett-Packard  Co. 
and  Dell  Inc.— partly  because  Sony  must 
contend  with  a  bewildering  array  of  con- 
sumer products  while  the  two  U.S.  giants 
deal  mainly  with  PCs  and  printers. 

So  environmentalists  were  impressed 
in  mid-August  when  Sony  announced  a 
recycling  scheme  that  dwarfs  rival  pro- 
grams in  scale.  But  as  Sony  executives 
now  explain,  the  objective  wasn't  simply 
to  paint  itself  green.  An  internal  Sony 
study,  authored  by  a  curious  employ- 
ee, showed  the  company  could  actually 
make  money  off  its  discarded  wares.  "We 
believe  it  can  pay  for  itself  over  time," 
says  Rick  Clancy,  senior  vice-president  of 
Sony's  U.S.  electronics  unit. 

The  aim  is  to  process  enough  Sony- 
brand    electronics    castoffs    to    offset, 
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pound  for  pound,  every  new  product  the 
company  sells  annually  in  the  U.S.  "If  ore 
refiners  can  make  money,  then  recyclers 
should  be  able  to  make  even  more  on  the 
richer  waste  electronics,"  Clancy  con- 
tends. Waste  Management  Inc.,  Sony's 
partner  in  the  recycling  plan,  already 
makes  money  selling  materials  such  as 
copper  retrieved  from  e-waste.  In  the  fu- 
ture, Sony  will  get  a  cut.  And  while  Clan- 
cy expects  up-front  costs 
to  be  "significant,"  Sony 
will  try  to  make  money 
without  forcing  consum- 
ers to  absorb  the  cost. 

It  won't  be  easy.  Sony 
products  run  the  gamut 
from  PlayStation  game 
consoles  and  video  cam- 
eras to  flat-panel  TVs  and 
laptops.  To  prod  consum- 
ers to  empty  their  closets 
of  old  gizmos,  Sony  will 
have  to  raise  awareness 
and  make  recycling  a  lot 
more  convenient  than  it 


THE  STAT 


20% 

The  percentage  of  the 
1.9  to  2.2  million  tons 
of  electronics  thrown 
out  in  2005  that  were 
recycled. 

Data:  Environmental  Protection  Agency 


is  today.  It  must  come  up  w 
clever  ways  for  consumers  to 
their  used  gear  to  the  75  drop- 
centers  Waste  Management  ho 
to  have  ready  in  18  states  wl 
the  program  kicks  off  this  mor 
That  number  should  double  r 
year,  and  eventually  top  1,000 
cations  that  will  take  used  St 
products  for  free  and  handle 
vals'  brands  for  a  fee. 

SOARING  COPPER  PRICES 

THE  FACT  THAT  SONY  is  tnfl 
ing  recycling  as  a  business,  nc 
money  pit,  marks  a  turning  p< 
for  the  industry.  For  years  t 
companies  ignored  environmen 
ists  who  complained  about  gr 
ing  mountains  of  electronics  £ 
decomposing  and  oozing  mere 
lead,  and  other  poisonous  ma 
in  U.S.  landfills.  The  picture  will  get' 
lier  in  coming  years  as  consumers  b 
through  billions  of  cell  phones  and  01 
handheld  gizmos  and  swap  their  i 
bulky  picture-tube  sets  for  flat-panel 
Pressure  to  solve  the  problem  is  mot 
ing  as  more  and  more  of  this  e-waste 
shipped  to  China  and  other  poor  cc 
tries,  where  it  is  often  dismantled  ui 
dangerous  conditions.  That's  one  rea 
a  handful  of  U.S.  states  have  begun  n 
dating  "take-back"  programs. 

But  states,  industry  groups,  and  c 
panies  also  spar  over  how  to  collect  jui 
devices  and  who  should  pay.  Some  a 
ties  in  Minnesota  charge  consumers 
curbside  pickup,  while  California  reqi 
retailers  to  add  a  $6  to  $10  fee  to  the  p 
of  all  new  TVs,  laptops,  and  portable  Lj 
players.  Maine  and  Washington  cc 
recycling  fees  from  tech  manufactureit 
Executives  who  are  pressured  toj 
cycle  complain  about  the  lack  of  j 
eral  rules  for  dealing  with  anomr 
such  as  "orphan  products"  from  def 
brands.  A  2005  study  in  Florida  tui 
up  111  brands  of  TVs, 
of  PC  monitors,  and 
of  desktops  among, 
e-waste.  Sony  could 
an  image  boost  fron 
cycling.  Since  last  ye 
dropped  from  No.  5  ti 
the  lowest  rank,  on  Gi 
peace's  Guide  to  Gn 
Electronics.    But   it's 
treasures    in    trash 
are  really  driving  the 
plan.  Copper  is  cum 
selling    for    upward; 
$7,000  a  ton,  three  t 
the  price  in  2002.  II 
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TOP  PERFORMERS 


INDIAN  COMPANIES 
HIT  THEIR  STRIDE 

Newly  confident,  they're  climbing  the  Asia 
BusinessWeek  50  with  global  ambitions 


BY  MANJEET  KRIPALANI 

IT'S  BEEN  A  BANNER  YEAR  FOR 
India  Inc.  In  March,  Tata  Steel  fi- 
nalized its  $11.3  billion  purchase  of 
Dutch  steelmaker  Corns.  In  June, 
wind  turbine  maker  Suzlon  En- 
ergy paid  $530  million  for  a  con- 
trolling interest  in  German  rival 
REpower  Systems.  Now,  drug  producer 
Sun  Pharmaceuticals  Industries  is  bid- 
ding $454  million  for  Taro  Pharmaceuti- 
cal Industries,  an  Israeli  generics  maker. 
And  Tata  Steel's  sister  company,  Tata 
Motors,  could  face  off  against  hometown 
rival  Mahindra  &  Mahindra  in  bidding 
for  Jaguar  and  Land  Rover,  which  Ford 
Motor  has  put  up  for  sale. 

As  India's  economy  grows  faster  than 
ever,  its  newly  confident  companies  are 
showing   their   global    ambition.   And 
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India's  moment  is  evident  in  the  lat- 
est BusinessWeek  ranking  of  Asia's  top 
50  companies.  Indian  outfits  dominate 
this  year's  list:  There  are  a  dozen  in  all, 
ranging  from  automakers  to  a  mortgage 
lender  to  pharmaceutical  producers.  This 
diversity  is  a  surprising  reversal  from  just 
a  few  years  ago,  when  all  the 
world  knew  about  corporate  In- 
dia was  its  software  shops.  This 
year,  there's  just  one  tech  player 
on  the  list,  Tata  Consultancy 
Services  Ltd.  (No. 23).  "India 
is  no  longer  a  one-trick  pony," 
says  Subir  Gokarn,  the  chief 
Asia-Pacific  economist  for  ratings  agency 
Standard  &  Poor's. 

Other  trends  play  out  on  the  list,  which 
captures  the  performers  with  the  most 
dynamic  sales  and  profit  growth.  (The  list 
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GOOD  CHEMISTRY 

A  Cipla  researcher 
works  on  drugs  to 

fight  HIV 

a^B^H^B  return  on  cap 

and  sales  gro\ 
both  taken  over  the  previous  three  yeai 
which  favors  smaller,  faster-growing  < 
fits  over  giants  such  as  Sony  and  Toyc 
Hong  Kong  property  developers  cap: 
ized  on  the  surge  in  real  estate  pr 
both  in  their  city  and  on  the  maink 
Taiwan's  role  as  tech  manufacturer  for 
world  boosted  the  fortunes  of  High  1 
Computer  (No.  2),  Compal  (No.  18), 
Novatek  (No.  37).  And  the  rebound  in  | 
donesia,  back  from  the  financial  crisis 
consumed  it  in  1998,  can  be  seen  in 
surprising  surge  of  Unilever  Indonesi 
the  top  of  the  list:  Indonesians  are  fin 
feeling  affluent  enough  to  buy  more  oi 
company's  consumer  products. 

DREAMING  BIG 

BUT  THE  STRENGTH  of  Indias  show 
stands  out  the  most.  The  Indian  com 
nies  represented  have  plenty  in  comm 
smart  management,  low  costs,  and 
creasingly— aspirations  to  join  the  I 
ranks  of  multinationals.  "All  of  Indii 
dreaming  bigger  and  aiming  high 
says  Keshav  Sanghi,  head  of  equities 
Deutsche  Bank  in  Mumbai.  Tata  ( 
sultancy  has  been  building  software 
tech  operations  from  Latin  Americi| 
China,  while  generic  drugmakers  C 
Ltd.  (No.  10)  and  Sun  (No.  48)  no1 
port  close  to  half  of  their  production 
a  good  bet  that  as  international  gij 
from  Motorola  to  British  Americ; 
bacco  to  Renault  tap  fast-growing  i; 
kets  such  as  India  and  China,  they5' 
competing  head-on  with  some  oft! 
seasoned  Indian  players. 

Our  list  is  also  a  testament  to  l 
remarkable  resilience  and  enduranc 
India's  sprawling  conglomerates.  Thrt 
the  12  on  the  list  are  part  of  the  Tata  Gr 
of  companies,  which  traces  its  roots  ft 
British  Raj.  The  two  drugmakers  I 
born  around  the  time  of  India's  i 
pendertce  in  1947.  The  baby  of  the 
is  Suzlon  (No.  16),  whici 
founded  in  1995  and  is  nov 
world's  fifth-biggest  produc 
wind  turbines.  Remarkable 
is  the  presence  of  a  mul' 
tional  subsidiary,  Siemens  1 
(No.  4),  and  state-owned  Bl 
Heavy  Electricals  (No.  44), 
of  which  are  benefiting  from  Delhi's  13 
structure  buildout. 

Look  around  Asia  and  you'll  find  pi 
oi  chaebol  and  keiretsu  that  failed  to  r 
the   transition   from   coddled,  nati 


lEven  the  highest  performers  don't  avoid  all  mishaps. 
|But  according  to  our  groundbreaking  study  of  over  500  of 
[the  world's  most  successful  companies,  high  performers 
[are  as  adept  at  recovering  from  setbacks  as  they  are  at 
javoiding  them  in  the  first  place.  For  an  in-depth  look 
at  our  study  of  and  experience  with  high  performers, 
visit  accenture.com/research 
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champions  to  agile,  profit-driven  players 
on  the  global  stage.  In  contrast,  most  of 
the  Indian  companies  on  our  list  endured 
decades  of  socialist  rule,  which  starved 
them  of  capital  and  technology  but  guar- 
anteed them  a  captive  market.  In  the  early 
1990s,  they  were  subjected  to  the  shock  of 
economic  liberalization,  which  opened  the 
door  to  foreign  competition  and  left  much 
of  corporate  India  in  deep  trouble.  Those 
companies  that  hunkered  down  and  re- 
structured became  lean  and  competitive. 
India's  success  is  due  to  a  "lot  of  hard 
work  that  went  into  operating  in  a  tough 
domestic  market,"  says  Alan  Rosling,  ex- 
ecutive director  of  Tata  Sons,  the  holding 
company  that  controls  the  conglomerate's 
sprawling  operations. 

YOUNG  AND  HUNGRY 

BIG  DEMOGRAPHIC  and  social  trends 
help  Indian  companies  as  well.  India  has 
one  of  the  most  youthful  populations  on 
earth,  and  these  young  people  enjoy  a 
higher  standard  of  living  than  previous 
generations:  They  earn  more  than  their 
parents  and,  unlike  them,  have  access  to 
credit  from  the  likes  of  mortgage  lender 
HDFC  (No.  45).  And  more  and  more, 
they're  picking  up  a  new  set  of  wheels 
from  Tata  Motors  (No.  28)  or  Japanese- 
Indian  joint  venture  Hero  Honda  Motors 
Ltd.  (No.  19),  and  taking  vacations  in  ho- 
tels built  by  ITC  Ltd.  (No.  24)  as  it  diver- 
sifies away  from  its  historical  focus  as  a 
cigarette  maker.  "Middle-class  values  are 
dominating  India,"  says  Deepak  Parekh, 
chairman  of  HDFC.  Young  Indians  "are 
desperate  to  improve  their  lives." 

The  one  potential  brake  on  India's 
success  is  its  turbulent  politics.  Continu- 
ing turmoil  in  Delhi  could  undo  efforts 
to  improve  the  country's  infrastructure, 
which  is  vital  to  economic  growth.  But 
it's  still  a  good  bet  that  India's  blue  chips 
will  continue  to  figure  prominently  in 
BusinessWeek's  league  tables,  since  they're 
far  more  than  local  champions.  Tata,  for 
example,  is  a  global  leader  in  developing 
low-cost  business  models  in  everything 
from  cars  to  hotels.  And  India's  drugmak- 
ers  are  plowing  more  of  their  profits  into 
research  and  development  in  the  hope  of 
devising  cures  for  diseases  such  as  AIDs, 
cancer,  and  malaria.  "Indian  pharma  is 
at  the  cusp  of  dramatic  change,"  says 
Dilip  Shai  ghvis  Sun's  founder  and  chief 
executive.  "It's  where  the  IT  sector  was  a 
decade  ago     1 
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ONLINE:  For  an  into;  ctive  table  of  the  Asia  BW50. 
company  profiles,  ano  an  explanation  of  our  methodol- 
ogy, please  visit  businessweek.com/extfas. 
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The  region's  top-performing  companies 

COMPANY                                                                                                    COUNTRY               BUSINESS 

1  UNILEVER  INDONESIA 

Indonesia 

CONSUMER  PRODUCTS 

2  HIGH  TECH  COMPUTER 

Taiwan 

COMPUTER  HARDWARE 

3  LION  DIVERSIFIED  HOLDINGS 

Malaysia 

RETAILING 

1 

4  SIEMENS  (INDIA) 

India 

COMMUNICATIONS  EQUIPMENT 

5  PAKISTAN  PETROLEUM 

Pakistan 

OIL  &  GAS 

6  STERLITE  INDUSTRIES 

India 

METALS  &  MINING 

7  JARDINEMATHESON  HOLDINGS 

Hong  Kong 

FINANCIAL  SERVICES 

8  TELEKOMUNIKASI  INDONESIA 

Indonesia 

TELECOMMUNICATIONS 

9  KOTADDU  POWER  (KAPCO) 

Pakistan 

ELECTRIC  POWER 

10  CIPLA 

India 

PHARMACEUTICALS 

11  SPARX  GROUP 

Japan 

ASSET  MANAGEMENT 

12  CHIYODA 

Japan 

CONSTRUCTION  &  ENGINEERING 

13  MOTECH  INDUSTRIES 

Taiwan 

ELECTRONIC  EQUIPMENT 

14  ESPRIT  HOLDINGS 

Hong  Kong 

APPAREL  RETAILING 

15  SHIMAO  PROPERTY  HOLDINGS 

Hong  Kong 

REAL  ESTATE 

16  SUZLON ENERGY 

India 

WIND  TURBINES 

17  INTERNATIONAL  NICKEL 

Indonesia 

METALS  &  MINING 

18  COMPAL  COMMUNICATIONS 

Taiwan 

COMMUNICATIONS  EQUIPMENT  1 

19  HERO  HONDA  MOTORS 

India 

AUTOMOTIVE 

20  HONGKONG  LAND  HOLDINGS 

Hong  Kong 

REAL  ESTATE 

21  CHINA  INTERNATIONAL  MARINE  CONTAINERS 

China 

SHIPPING  CONTAINERS 

22  JARDINE  STRATEGIC  HOLDINGS 

Hong  Kong 

FINANCIAL  SERVICES 

23  TATA  CONSULTANCY  SERVICES 

India 

TECH  SERVICES 

24  ITC 

India 

CIGARETTES,  HOTELS 

25  SUI  NORTHERN  GAS  PIPELINES 

Pakistan 

GAS  UTILITIES 

26  LARGAN  PRECISION 

Taiwan 

OPTICS 

27  HONG  KONG  EXCHANGES  &  CLEARING 

Hong  Kong 

FINANCIAL  SERVICES 

28  TATA  MOTORS 

India 

AUTOMOTIVE 

29  Zl JIN  MINING  GROUP 

China 

METALS  &  MINING 

30  INPEX  HOLDINGS 

Japan 

OIL  &  GAS 

31  DIGI.COM 

Malaysia 

TELECOMMUNICATIONS 

32  YAHOO!  JAPAN 

Japan 

INTERNET  SERVICES 

33  MATSUI  SECURITIES 

Japan 

FINANCIAL  SERVICES 

34  LI  &  FUNG 

Hong  Kong 

TRADING  &  DISTRIBUTION 

35  UNITED  TRACTORS 

Indonesia 

HEAVY  MACHINERY 

36  SBI  HOLDINGS 

Japan 

FINANCIAL  SERVICES 

37  NOVATEK  MICROELECTRONICS 

Taiwan 

SEMICONDUCTORS 

38  COSCO 

Singapore 

MARINE  SHIPPING 

_ 
1 

39  HYUNDAI  MOBIS 

Korea 

AUTO  PARTS 

40  TATA  STEEL 

India 

STEEL 

41  SINGAPORE  EXCHANGE 

Singapore 

FINANCIAL  SERVICES 

42  NHN 

Korea 

INTERNET  SERVICES 

43  DAIRY  FARM  INTERNATIONAL  HOLDINGS 

Hong  Kong 

FOOD  RETAILING 

... 

44  BHARAT  HEAVY  ELECTRICALS 

India 

ELECTRICAL  EQUIPMENT 

45  HOUSING  DEVELOPMENT  FINANCE  (HDFC) 

India 

HOME  FINANCE 

46  HONG  KONG  &  CHINA  GAS 

Hong  Kong 

GAS  UTILITIES 

47  ASTRA  INTERNATIONAL 

Indonesia 

AUTOS,  FINANCIAL  SERVICES 

48  SUN  PHARMACEUTICAL  INDUSTRIES 

India 

PHARMACEUTICALS 

49  FOXCONN  INTERNATIONAL  HOLDINGS 

China 

ELECTRONICS  MANUFACTURE 

50  FAYSALBANK 

Pakistan 

FINANCIAL  SERVICES 

- 

BOLDNESS     CHANGES     EVERYTHING. 


ArcelorMittal 


du  believe  in  the  power  of  boldness?  Those  who  put  a  man  on  the  moon  did.  At  ArcelorMittal,  we  believe 
dness.  Because  boldness  can  change  everything.  It  creates  opportunities  to  redefine  excellence,  to  lead 
dustry  and  to  transform  tomorrow. 


transforming 
tomorrow 


'.arcelormittal.com 
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PRIVATE 

EQUITY'S 
WfflTE- 
KNUCKLE 

DEA 


WITH  WALL  STREET  CLOSELY  WATCHING,  CLAYTON  DUBILIER 

SALVAGED  THE  HOME  DEPOT  BUYOUT— AND 

SHOWED  HOW  OTHER  BIG  DEALS  IN  THE  WORKS  CAN  GO  FORWARD 


by  EMILY  THORNTON  /  PHOTOGRAPHS  by  LEN  IRISH 
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HAT  DOES  A  BUYOUT  BARON  DO 
when  the  business  climate  changes 
dramatically  between  the  announce- 
ment of  a  major  deal  and  the  clos- 
ing? It's  a  question  that  has  given 
many  of  the  world's  most  successful 
private  equity  firms,  and  the  big  in- 
vestment banks  that  lend  them  the  money,  insomnia  in  recent 
weeks.  In  late  August  came  the  answer  when  a  deal  that  had 
been  on  the  verge  of  death  was  saved  at  the  last  minute. 
The  twists  and  turns  in  the  negotiations  shed  light  on  how 
more  than  $300  billion  worth  of  pending  buyouts  can  be 
salvaged— and  offered  a  glimpse  into  what  the  future  holds 
for  the  $1  trillion  private  equity  industry. 

The  biggest  dealmaking  bonanza  in  history  was  still  raging 
in  June  when  three  firms,  Bain  Capital,  Carlyle  Group,  and 
Clayton,  Dubilier  &  Rice,  bid  $10.3  billion  to  buy  Home  Depot 
Inc.'s  HD  Supply  business,  a  collection  of  small  suppliers  of 
construction  products.  Three  banks,  Lehman  Brothers,  JPM- 
organ  Chase,  and  Merrill  Lynch,  agreed  to  provide  the  buyers 
with  a  $4  billion  loan.  Banks  lend  private  equity  firms  money 
with  the  aim  of  selling  the  loans  to  investors  and  collecting  fees 
from  both  groups. 

But  in  July  conditions  changed— quickly.  The  subprime 
mortgage  mess  suddenly  spread  to  the  broader  debt  mar- 
kets as  investors  who  had  been  buying  up  exotic  loans  and 
bonds  quit  cold  turkey  and  rushed  to  the  safety  of  Treasury 
bonds.  The  crunch  posed  particular  risks  for  leveraged 
buyouts  because  banks  and  private  equity  firms  had  come 
to  rely  on  loans  and  bonds  with  extraordinarily  loose  repay- 
ment terms  to  fund  their  deals. 

Few  felt  the  pressure  as  much  as  Donald  J.  Gogel,  Clayton 
Dubilier's  58-year-old  CEO.  Just  before  Home  Depot's  11  a.m. 
board  meeting  on  Sunday,  Aug.  26,  to  vote  on  the  deal,  Lehman 
Brothers  Inc.  CEO  Richard  S.  Fuld  and  JPMorgan  Chase  &  Co. 
Vice-Chairman  James  B.  Lee  Jr.  were  trying  to  tighten  the  terms 
of  the  loans  and  bonds  to  which  they  had  previously  agreed. 
The  banks,  buffeted  by  the  credit  markets,  wanted  more  finan- 
cial protection.  Gogel  and  his  partners  had  been  flexible  on  the 
price  of  the  deal,  the  amount  of  cash  they  would  put  in,  and 
other  variables.  But  on  the  loan  they  wouldn't  budge:  They 
wanted  the  original  terms  or  the  deal  was  off. 

After  several  more  hours  of  furious  bargaining,  an  ac- 
cord was  reached.  The  banks  agreed  to  provide  financing, 
including  a  reduced  loan  of  $1  billion.  Home  Depot  agreed 
to  assume  the  loan  payments  if  the  firms  were  to  default 
on  it.  And  the  buyout  firms  agreed  to  put  more  cash  into 
the  deal,  pay  the  banks  higher  fees,  and  give  Home  Depot 
a  12.5%  equity  stake  in  HD  Supply.  The  final  price  tag  came 
to  $8.5  billion. 

The  debt  terms  were  revealing.  BusinessWeek  has  learned 
that  the  package  includes  two  loose  types  of  funding  that 
have  flourished  in  recent  years— exactly  the  kinds  of  loans 
and  bonds  that  pundits  had  assumed  were  dead.  The  $1  bil- 
lion loan  was  of  a  type  called  "covenant-lite,"  named  for  its 
easy  repayment  terms.  And  the  deal  included  $1.3  billion  in 
"payment-in-kind"  bonds,  which  allow  the  borrowers  to  pay 
off  the  debt  with  securities  instead  of  cash. 

Hanging  in  the  balance  on  that  scorching  August  day 
was  more  than  one  buyout.  All  of  Wall  Street  was  looking 
for  clues  on  how  the  remainder  of  the  year— and  beyond— 
might  play  out.  Had  the  HD  Supply  deal  fallen  through,  it 
would  have  sent  shock  waves.  Its  success  shows  that  other 
deals  already  in  the  works  can  be  rescued  as  long  as  the 
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EDUCATION  OF 
A  DEALMAKER: 

'I  GOT 
COCKY 


CLAYTON'S  CHAIRMAN  RECOUNTS  WHAT 
WENT  WRONG  FIVE  YEARS  AGO-AND  HC| 
THE  FIRM  IS  ENGINEERING  A  COMEBACK  I 


Clayton's  deft  handling  of  the  HD  Supply  deal 
reflects  some  important  lessons  learned  from  the 
firm's  darkest  times  earlier  in  the  decade. 
"I  convinced  myself  that  we  could  do  whatevei  | 
we  wanted,"  laments  Joseph  L.  Rice  III,  the  75- 
year-old  chairman,  co-founder,  and  name  partner  of  private  | 
equity  firm  Clayton,  Dubilier  &  Rice  Inc.,  his  head  bowed  as 
he  stares  down  at  a  conference  room  table  inside  the  firm's 
nondescript  Park  Avenue  headquarters.  "The  only  way  I  can  | 
explain  it  is  that  I  got  cocky." 

Rice  is  recounting  the  most  painful  episode  in 
his  otherwise  stellar  career:  how  his  vaunted  firm 
got  caught  up  in  a  fast-money  mindset,  jumped  into 
industries  it  didn't  understand,  and  embraced  debt  too 
enthusiastically— mistakes  that  resulted  in  crippling 
losses  for  its  investors  and  prompted  sweeping  changes 
in  the  way  Clayton  operates. 

In  1998,  Clayton  took  a  controlling  stake  in  U.S.  Office 
Products  Co.  for  $270  million.  The  publicly  traded  roll- 
up  of  more  than  100  companies  seemed  to  have  ample 
room  for  operational  improvements.  Allon  H.  Lefever,  a 
co-founder  and  board  member,  shared  Clayton's  vision  of 
transforming  the  labyrinthine  collection  of  local  distributor*] 
into  a  centralized  powerhouse.  He  also  was  impressed  by 
the  heavy  hitters  Clayton  brought  in.  General  Electric  Co. 
veteran  Charles  P.  Pieper  became  chairman  and  later  CEO, 
and  then-Tyco  International  CEO  L.  Dennis  Kozlowski,  at  the  | 
time  viewed  as  the  czar  of  acquisition  sprees,  joined  the 
board.  But  Lefever's  optimism  quickly  faded. 


Valued  Employees  Bolt  Pieper  ended  up  juggling 
several  crucial  jobs  at  once.  While  chairman  of  U.S.  Office 
he  was  also  nonexecutive  chairman  of  Alliant  Foodservice 
a  company  that  Clayton  bought  in  1995,  nonexecutive 
chairman  of  Clayton-owned  moving  company  North 
American  Van  Lines,  and  a  director  of  Clayton-owned 


-* 
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parties  come  to  the  negotiating  table  prepared  to  make 
major  concessions. 

At  the  same  time,  the  banks'  nervousness  shows  that 
the  days  of  covenant-lite  loans  and  other  such  exotica  are 
numbered.  When  new  deals  start  filling  up  the  pipeline, 
they'll  look  much  different  from  the  ones  there  now.  Bankers 
say  they  stand  to  lose  up  to  $50  billion  on  loans  and  bonds 
they've  already  pledged  if  they  can't  unload  them  to  inves- 
tors. The  biggest  commitment  still  looming  over  their  heads, 
according  to  market  tracker  Covenant  Review,  is  the  stagger- 
ing $48.8  billion  in  financing  for  Madison  Dearborn  Partners 
and  two  other  firms  to  buy  the  parent  of  Bell  Canada,  BCE 
Inc.  Kohlberg  Kravis  Roberts  &  Co.,  meanwhile,  is  counting 
on  $14  billion  in  loans  to  purchase  credit-card  processor  First 
Data  Corp.  and  $26  billion  in  loans  to  buy  utility  TXU  Corp. 
with  partner  TPG  Capital. 

A  retreat  from  loans  with  easy  terms  could  put  a  damper  on 
private  equity  dealmaking.  Covenant-lite  loans  burst  on  the 
scene  a  few  years  ago  and  quickly 
gained  favor  among  buyout  firms 
looking  for  easy  money.  Traditional 
loans  carry  strict  requirements  that 
dictate  when  the  borrowers  have 
to  repay  them.  Some  stipulate  that 
the  borrower's  profitability  must  im- 
prove every  year;  if  it  doesn't,  the 
lender  has  the  right  to  renegotiate 
the  loan  at  a  higher  interest  rate 
or  demand  repayment  immediately. 


Covenant-lite  loans,  by  contrast,  come  with  relatively 
stipulations.  Payment-in-kind  bonds  are  just  as  loose,  alloA 
borrowers  to  pay  off  the  debt  by  issuing  more  securities. ! 
freewheeling  terms  are  advantageous  for  borrowers  but  risk 
the  people  holding  the  debt. 

Investors  threw  caution  to  the  winds  until  the  ci 
crunch  began,  and  the  market  for  risky  securities  vanii 
overnight.  The  $8.3  billion  in  covenant-lite  loans  mac 
June  shriveled  to  zero  in  August,  according  to  Standa: 
Poor's  Leveraged  Commentary  &  Data. 

Gogel,  however,  was  intent  on  preserving  the 
financing  for  the  HD  Supply  deal.  Traditi 
loans  like  the  ones  the  banks  were  now  dem 
ing  had  wreaked  havoc  on  private  equity  1 
earlier  this  decade  when  the  economy  slowec 
companies  had  trouble  meeting  their  loan  covenants.  Cls 
was  bruised  more  than  most.  Gogel  was  determined  not  t 


» 


Dynatech  Corp.,  later  renamed 
Acterna.  When  U.S.  Office's  then- 
CEO  left  for  a  dot-com  in  1999, 
Pieper  added  that  to  his  long  list  of 
titles.  Pieper,  now  a  vice-chairman 
in  the  alternative  investments 
division  at  Credit  Suisse  Group, 
declined  to  comment  on  his 
workload  then. 

U.S.  Office  stopped  making 
acquisitions  and  began  slashing 
expenses,  but  the  strategy  was 
slow  to  show  results.  Investors 
started  hammering  its  stock. 
Valued  employees  bolted.  And 
U.S.  Office  was  perilously  close 
to  defaulting  on  its  debt.  Clayton 
invested  $51  million  more  in  April, 
1999,  but  it  didn't  stanch  the  bleeding 
In  March,  2001,  U.S.  Office  filed  for 
bankruptcy  protection.  Clayton  lost 
more  than  $320  million.  Rice  views 
the  setback  as  the  firm's  most  humbling.  The  business,  he  says, 
was  much  weaker  than  he  thought.  "We  underestimated  the 
degree  of  difficulty,"  he  says. 

Clayton  had  also  started  veering  into  new  industries.  It  bought 
Dynatech,  then  a  39-year-old  communications  equipment 


Tamke  was  wooed 
from  Emerson 
Electric;  veteran 
Conway  says  the 
firm  had  to  change 


company,  for  $277  million  in  1998  and  promptly  saddled  it  with 
some  $1  billion  in  debt  to  buy  a  European  telecom  equipment 
tester.  New  debt  covenants  stipulated  that  the  renamed  Acterric 
keep  at  least  $25  million  in  cash  and  a  revolving  loan  on  its  bool 
But  when  customers  reeled  in  their  capital  spending,  sales  tank 
and  Acterna  defaulted.  It  filed  for  bankruptcy  protection  in  20(1 
with  fewer  than  half  the  employees  it  had  in  2002  and  $408 
million  in  losses.  "It  wasn't  so  much  shocking  as  it  was  numbinj 
says  Rice.  "That  was  such  a  good  business  and  its  outlook  was 
so  bright.  [Failure]  was  hard  to  reconcile."  The  2002  bankrupt? 
of  jetmaker  Fairchild  Dornier  Corp.,  based  near  Munich,  which 
Clayton  had  bought  in  2000  and  tapped  Pieper  to  run,  resulted 
a  loss  of  $381  million. 


" 
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that  painful  history  (page  48). 
ayton's  founders  had  built  a 
around  a  business  strategy 
more  or  less  has  become  the 
print  for  the  modern  buyout 
I  Before,  private  equity  fo- 
d  mostly  on  financial  engi- 
ing:  improving  companies' 
I  health  using  various  balance- 
t  tricks.  Clayton,  formed  in 
I  was  among  the  first  to  ob- 
over  operations  as  well,  hiring 
ndustrial  managers  to  run  its 
panies.  "In  many  ways,  the 
of  the  industry  has  followed 
leir  footsteps,"  says  Michael 
I  chairman  and  co-CEO  of  Citi 
kets  &  Banking  at  Citigroup, 
:h  invests  in  Clayton  funds. 
?93,  BusinessWeek  dubbed  the 
s  partners  "Lords  of  Lever- 

'  Harvard  Business  Review  cited  Clayton  as  an  example 
ow  leveraged  buyouts  "increase  value  through  better 
rnance."  Co-Founder,  Chairman,  and  name  partner 
Dh  L.  Rice  III  was  featured  as  one  of  America's  greatest 
makers  in  a  1999  book  called  Masters  of  the  Universe. 
it  Clayton  was  unprepared  for  the  financial  storm  about 
atter  the  industry.  When  the  economy  slowed  from 
)  to  2002,  loans  carrying  strict  terms  helped  push  three 


Buyout  Limbo 

Private  equity  firms,  banks,  and  investors  are 
nervous  that  $300  billion  worth  of  financing  for 
buyouts  will  need  to  be  restructured.  Here  are 
some  of  the  bigger  deals  in  the  pipeline. 

Buyout  Company 

Financing 

Required 

(in  billions) 

Bank 
Loans 

Bond/ 
Bridge 
Loans 

BCE 

$48.8 

21.1 

11.3 

TXU 

46.7 

26.1* 

11.3 

FIRST  DATA 

29 

14 

8 

ALLTEL 

26.3 

14 

7.7 

HARRAH'S 
ENTERTAINMENT 

26.1 

14 

6 

SALLIE  MAE 

25.3 

12.5 

4 

'Includes  revolving  credit  facilities                Data:  Covenant  Review 

companies  Clayton  controlled  into 
bankruptcy  and  render  another 
worthless  (table,  page  52). 

HD  Supply  bears  eerie  similari- 
ties to  U.S.  Office  Products  Co.,  a 
rollup  of  office-supply  companies 
bought  by  Clayton  in  1998  that  went 
bankrupt  in  2001,  undone  not  only 
by  onerous  debt  but  also  by  poor 
management.  And  Clayton  has  al- 
most as  much  riding  on  HD  Supply 
as  it  did  on  U.S.  Office.  HD  Supply 
accounts  for  15%  of  Clayton's  most 
recent  buyout  portfolio,  one  of  its 
biggest  stakes  since  the  21%  chunk 
once  allocated  to  U.S.  Office. 

U.S.  Office  and  the  other  losses 
cast  a  pall  over  Clayton  that  lin- 
gers to  this  day.  Nearly  a  third  of 
the  value  of  its  two  biggest  buyout 
funds  was  wiped  out,  prompting  a 
rethink  of  every  aspect  of  its  internal  operations.  The  debacle 
made  it  difficult  for  Clayton  to  raise  money  during  the  biggest 
fund-raising  frenzy  the  industry  has  ever  seen.  While  seven 
other  firms  each  raised  more  than  $10  billion  for  their  latest 
funds,  including  the  staggering  $21.7  billion  collected  by 
Blackstone  Group,  it  took  Clayton  almost  two  years  to  pull 
together  its  most  recent  $4  billion  fund.  Clayton  had  been 
the  seventh-largest  private  equity  firm  during  the  1990s,  ac- 


itar  Search  Clayton  still  manages  the  two  funds  that  took 
le  heavy  losses.  Those  portfolios  have  returned  4%  and  20%, 
spectively,  since  their  1995  and  1998  inceptions,  compared  with 
e  Standard  &  Poor's  500-stock  index'  respective  returns  of  139% 
id  52%  over  the  same  periods.  When  Clayton  hit  the  road  in  2005 
raise  money  for  its  latest  fund,  several  big  investors,  including  the 
ashington  State  Investment  Board  and  the  Virginia  Retirement 
astern,  declined  to  ante  up. 

The  firm  addressed  its  problems  with  a  physician-heal-thyself 
rategy  based  on  the  tactics  it  used  to  revive  companies.  First,  Rice 
id  CEO  Donald  J.  Gogel  retooled  upper  management,  replacing 
ht  partners  and  hiring  stars  like  former  GE  CEO  and  current 
isinessWeek  columnist  Jack  Welch  and  former  Emerson  Electric 
-CEO  George  W.  Tamke.  Employees  now  endure  quarterly  reviews 
i  by  Welch,  which  he  says  resemble  the  ones  he  conducted  at  GE. 
he  reason  I  went  [to  Clayton]  was  so  I  could  continue  doing  a  lot  of 
things  I  was  doing  before,"  he  says. 
Most  important,  the  firm  avoids  industries  it  doesn't  know 
II,  including  real  estate,  oil  and  gas,  retail,  merchandising, 
tertainment,  telecommunications,  and  others.  Clayton  says 
at  the  companies  it  buys  are  No.  1  or  2  in  their  industries.  "This 
n  had  to  change,"  says  Managing  Partner  Kevin  J.  Conway.  "We 
d  no  choice." 

Business  has  improved  since  the  changes  were 
plemented.  In  the  past  year,  the  firm  has  reaped  more  than 
billion  for  its  investors,  mostly  by  selling  companies.  And  it 
/s  its  most  recent  fund,  which  among  other  things  bought  a 


piece  of  the  Hertz  Global  Holdings  Inc.  rental  car  company  and 
quickly  sold  shares  to  the  public,  has  gross  returns  of  85% 
since  its  2005  inception. 

But  it's  too  early  to  declare  the  comeback  complete.  Clayton 
owns  minority  stakes  in  several  companies  that  are  struggling. 
One,  Westmont  (lll.)-based  relocation  and  moving  services 
provider  Sirva  Inc.,  is  facing  a  Securities  &  Exchange  Commission 
investigation  into  its  accounting  after  restating  several  years 
worth  of  earnings  results.  Its  stock  has  plunged  94%  since 
Clayton  took  it  public  in  November,  2003. 

Even  the  eye-popping  returns  of  Clayton's  latest  fund  require  an 
asterisk.  In  the  fuzzy  realm  of  private  equity  math,  firms  typically 
factor  into  the  return  numbers  only  the  companies  from  which  they 
have  already  gotten  cash.  Right  now  just  three  of  the  six  controlled 
by  Clayton's  2005  fund  are  being  counted:  Hertz,  electrical 
equipment  maker  Rexel  Group,  and  beauty  supplies  distributor  Sally 
Beauty  Holdings  Inc.,  which  make  up  only  29%  of  the  fund.  There's 
no  way  to  predict  the  returns  by  the  time  investors  are  able  to  pull 
their  money  out  of  the  10-year  fund.  Clayton  says  it  has  returned 
2  times  investors'  initial  investments  since  its  inception— less  than 
the  2.7  multiple  that  Kohlberg  Kravis  Roberts  &  Co.  and  Blackstone 
Group  say  they  have  delivered. 

Rice  insists  Clayton  has  learned  from  its  mistakes  and  is  on 
the  road  to  recovery.  "Were  we  unhappy  with  [the  2000-2002 
episode]?"  he  asks  rhetorically.  "Sure.  Did  we  fix  it?  Yep.  Will  it  recur? 
I  don't  think  so."  Then  he  pauses.  "I  hope  not." 

-Em/7y  Thornton,  with  Susan  Zegel 
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cording  to  Thomson  Financial;  now  it's  ranked  a  lowly  38th. 

Gogel's  stubborn  stance  in  the  HD  Supply  negotiations 
stemmed  from  the  lessons  he  learned  during  those  difficult 
years.  In  hindsight  the  firm  had  juggled  too  many  projects 
at  once,  often  rushing  into  buyouts  without  performing  suf- 
ficient due  diligence.  It  also  dove  headlong  into  industries 
it  had  never  navigated  before.  Onerous  debt  loads  exposed 
those  problems  and  made  them  worse. 

Clayton's  experience  is  a  sign  that  if  firms  try  to  make  ag- 
gressive deals  in  2008  by  relying  on  traditional  loans  and 
bonds,  the  fallout  could  be  painful.  The  seeds  have  already 
been  sown  for  disappointing  private  equity  returns.  The  big- 
gest firms  today  are  managing  about  twice  as  many  deals  as 
they  did  five  years  ago— and  those  deals  are  far  larger  and  more 
complicated  than  the  earlier  ones.  According  to  M&A  tracker 
Dealogic,  KKR  announced  five  buyouts  in  2002  worth  an  aver- 
age of  $1.8  billion.  This  year  it  has  announced  11  transactions 
valued  at  $11  billion  each.  TPG  Capital  unveiled  five  buyouts  in 
2002  worth  $770  million  on  average,  vs.  nine  this  year  valued 
at  $9.7  billion  each. 

The  acquisition  targets 
have  gotten  quite  exotic,  too. 
Blackstone  raised  eyebrows 
last  year  when  it  bought  one  of 
the  world's  largest  chipmak- 
ers,  Freescale  Semiconductor 
Inc.,  for  $16  billion,  a  block- 
buster transaction  in  an  in- 
dustry few  private  equity  firms 
have  dared  to  enter.  In  2005, 
Cerberus  Capital  Manage- 
ment acquired  a  plasma  pro- 
tein therapy  producer  called 
Talecris  Biotherapeutics  Inc., 
and  in  June  of  this  year,  Oak 
Hill  Capital  Partners  bought 
commercial  aerospace  parts 
suppliers  like  Primus  Interna- 
tional—both initial  forays  into 
those  industries.  Says  Oak 
Hill  Managing  Partner  Denis 
J.  Nayden:  "We  think  there's  a 
great  opportunity  here,  and  there  will  be  a  lot  of  growth." 

Private  equity  firms  have  already  embraced  debt  to  a 
seemingly  dangerous  degree.  On  average  they're  paying 
14-7  times  the  target  companies'  operating  earnings,  up 
from  3.8  in  2002,  estimates  Thomson  Financial.  Many  in- 
dustry veterans  think  the  easy  terms  of  their  existing  debt 
will  keep  them  out  of  trouble.  Others  doubt  it.  "In  the  end, 
the  high  levels  of  debt  will  come  back  to  haunt  companies," 
warns  Christina  Padgett,  senior  vice-president  at  Moody's 
Investors  Service.  Even  top  financiers  are  starting  to  sug- 
gest that  firms  are  sailing  into  danger.  "Given  high  leverage 
levels,  it  is  inevitable  that  deals  will  get  into  trouble  when 
the  debt  has  to  start  being  paid  off,"  says  Robert  A.  Kindler, 
vice-chairman  of  investment  banking  at  Morgan  Stanley. 

The  $10.3  billion  bid  for  HD  Supply  was  just  the 
lOth-biggest  of  2007  in  terms  of  size,  but  by  late 
July  it  had  become  one  of  the  year's  most  impor- 
tant. Home  Depot's  new  CEO,  Francis  S.  Blake,  had 
been  talking  about  selling  the  unit  since  February 
and  was  planning  to  use  the  cash  for  a  $22.5  billion  stock 
buyback.  But  the  deal  got  caught  up  in  the  credit  crunch. 
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The  Blunder  Years 

After  decades  of  stellar  performance,  Clayton,  Dubilier  & 
Rice  suffered  a  series  of  investment  wipeouts 

Company 

Industry 

Loss* 
(Smillions) 

Year 

U.S.  OFFICE 
PRODUCTS 

Office  Supplies 

$321 

2001 

DYNATECH 

(renamed  Acterna) 

Telecommunications 

548 

2003 

FAIRCHILD 
DORMER** 

Regional  jets 

381 

2002 

SCHULTE 

German  construction 
equipment  distributor 

72 

2004 

Total  1,322 

'All  losses  resulted  from  bankruptcy  except  Schulte,  a  write-off 

"Alhanz  Capital  Partners  was  partner                               Data:  Clayton.  Dubilier  &  Rice  Inc. 

Hedge  funds  were  blowing  up,  the  stock  market  vj 
whipsawing,  and  even  the  most  experienced  profession 
investors  were  stepping  to  the  sidelines.  At  different  poiij 
during  the  negotiations,  there  were  concerns  that  part 
would  drop  out  as  the  priorities  of  firms  and  individi 
dealmakers  clashed. 

At  the  beginning  of  the  credit  crunch,  people  famil 
with  the  deal  say,  bankers  warned  the  buyout  firms  tl 
they  needed  to  persuade  Home  Depot  to  cut  the  price  a 
change  the  financing  terms  or  the  banks  wouldn't  prov 
funding.  Members  of  the  three  buyout  firms  met  with  BIj 
at  Clayton's  Park  Avenue  headquarters.  To  the  buyout  fin 
relief,  Blake  agreed  to  cut  HD  Supply's  price  to  arou 
$9  billion  and  keep  a  12.5%  stake  in  it.  He  also  agreed  t 
Home  Depot  would  guarantee  a  $2  billion  covenant- 
loan  for  the  buyers.  The  lower  deal  price  certainly  appea 
to  the  buyout  firms.  The  discussions  were  "all  remarka 
free  of  acrimony,"  says  someone  close  to  the  deal. 
But  while  the  proposed  bank  funding  had  shriveled  ftl 

the  original  $4  billion,  ba> 

ers  were  still  nervous  ab 

unloading  a  $2  billion  cc 

nant-lite  loan.  Says  somei 

close  to  the  deal:  "The  bai 

said:  'Home  Depot  getsi 

sell  its  business,  [the  buyi 

firms]  get  a  transaction  t 

works,  and  we  get  los' 

How  is  that  fair?'"  At  li 

one  banker  floated  the  i 

of  shelling  out  for  the  buyi 

firms'  $300  million  brea 

fee  if  they  scuttled  the  des< 

levy  the  target  company  v 

ally  receives. 

Some    members    of  f 
Home  Depot  board  werer 
censed  that  the  banks  \ 
balking  at  the  revised  tei- 
On  Aug.  9,  in  a  move  se 
ingly  designed  to  reas;,  I 
shareholders  that  the  tr; 
action  would  happen  and  to  pressure  the  banks,  HI 
Depot  issued  a  news  release  saying  that  it  had  ent<- 
discussions  with  Clayton,  Bain,  and  Carlyle  to  restruc 
the  June  agreement. 

Senior  members  from  each  of  the  buyout  shops 
holed  up  in  the  office  of  Clayton's  legal  counsel,  Debev 
&  Plimpton,  to  sketch  out  possible  scenarios.  Over  the 
several  days,  they  came  up  with  more  than  a  dozen  plai 
The  banks,  too,  were  working  on  new  pitches.  On  Auj 
bankers  shocked  the  parties  with  a  new  proposal:  no  1 
loan,  large  bond  guarantees,  higher  fees,  higher  inti 
rates,  and  a  stipulation  that  the  buyout  firms  would  bu; 
of  the  debt  from  the  banks.  So  incensed  was  Home  D 
that  it  threatened  to  issue  another  release  saying  the 
was  off  and  that  it  would  litigate  to  the  fullest  possibl 
tent,  according  to  people  familiar  with  the  negotiation: 
Carlyle's  team  resolved  not  to  go  forward  with  the 
unless  something  resembling  the  earlier  proposals,  im 
ing  loans,  could  be  worked  out.  Merrill  Lynch  &  Co.  si 
was  concerned  about  proceeding  without  one  of  the  bu 
The  banks  asked  for  more  time. 

Gogel  took  the  lead  among  the  private  equity  CEOs  i 
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If  you  want  to  optimize  the  numbers  in  your  investment  portfolio  -  and  maximize  the  number  of  stamps  in  your 
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"We're  tired  Of  this  charade/' a  Home  Depot  boairi 

member  told  Gogel.  "Today  is  the  day  we  pull  the  plug.  There 
has  been  nothing  but  bad  faith  all  around  on  this  deal." 


late-hour  bargaining.  "He  was  the  linchpin  of  the  negotia- 
tions," says  jPMorgan's  Lee.  Clayton  had  unusually  strong 
ties  to  Home  Depot.  In  2001,  Clayton  brought  in  former 
General  Electric  Co.  CEO  Jack  Welch  as  a  special  partner, 
part  of  the  turnaround  strategy  prompted  by  its  investment 
losses.  Home  Depot's  co-founder  and  board  member,  Ken- 
neth G.  Langone,  is  a  for- 
mer GE  director.  HD  Supply's 
chief,  Joseph  J.  DeAngelo,  is  a 
GE  alum.  And  DeAngelo  was 
hired  by  Home  Depot's  for- 
mer CEO,  Robert  L.  Nardelli, 
another  GE  veteran. 

By  Sunday  morning,  Aug. 
26,  the  parties  were  bleary- 
eyed  from  a  string  of  all- 
nighters  and  desperate  to 
strike  a  deal.  Gogel,  Fuld, 
and  Lee  hammered  out  the 
broad  outlines  of  an  agree- 
ment that  had  the  buyout 
firms  paying  more  in  fees  and 
putting  in  more  equity,  and 
Home  Depot  agreeing  to  big- 
ger fees  and  the  12.5%  stake 
in  HD  Supply.  The  banks 
agreed  to  a  $1  billion  cov- 
enant-lite loan  guaranteed 
by  Home  Depot  as  well  as 
$1.3  billion  in  payment-in- 
kind  bonds. 

Gogel  called  Home  Depot 
board  member  Langone  to 
tell  him  the  group  needed 
just   a  little   more  time   to 


Ten-Largest  Private  Equity 
Funds  2000-2007 

As  investors  lavished  money  on  private  equity  firms  in 
recent  years,  Clayton  Dubilier  came  up  short. 

Name  of  Fund 

Vintage 
Year 

Amount 
Raised 

(Sbillion) 

1 

Blackstone  Capital  Partners  V 

2005 

21.7 

2 

KKR  2006  Fund  Private  Investors 

2006 

15.7 

3 

TPG  Partners  V 

2006 

14 

4 

GS  Capital  Partners  VI 

2006 

12.2 

5 

Permira  Europe  IV 

2006 

12.1 

6 

Providence  Equity  Partners  VI 

2006 

12 

7 

Apollo  Investment  Fund  VI 

2005 

10.1 

8 

GS  Capital  Partners  V 

2005 

8.5 

9 

Hellman  &  Friedman  Capital  Partners  VI 

2006 

8.4 

10 

The  Fourth  Cinven  Fund 

2006 

8.3 

38 

Clayton,  Dubilier  &  Rice  Fund  VII 

2004 

4.05 

Data:  Thomson  Financial  Includes  buyout,  mezzanine,  recap,  and  turnaround  funds. 
excludes  real  estate  and  co-investment  funds 

Home  Depot  had  succeeded  in  raising  the  cash  nee 
for  its  share  buyback.  The  banks  had  managed  to  turn  a 
billion  albatross  into  a  much  smaller  one.  And  the  bu) 
firms  won  what,  to  them,  was  the  most  important  battl 
the  war.  They  had  been  flexible  on  the  size  of  the  deal, 
amount  of  equity  they  would  put  in,  the  fees  they  would 

the  banks,  and  other 
portant  factors.  They  s 
ply  wouldn't  take  on  toi 
loans,  even  small  ones. 


N 


tie  up  the  loose  ends.  Home 
Depot  was  losing  patience. 

"We're  tired  of  this  charade,"  Langone  told  Gogel,  accord- 
ing to  someone  familiar  with  the  conversation.  "The  board 
is  fed  up.  Enough  is  enough.  Today  is  the  day  we  pull  the 
plug.  There  has  been  nothing  but  bad  faith  [on  the  part  of 
the  banks]  all  around  on  this  deal.  The  board  is  at  a  point 
where  we  don't  want  to  go  any  further."  Gogel  pleaded  for 
one  more  chance.  The  board  reluctantly  extended  the  11  a.m. 
deadline  by  six  hours  on  the  condition  that  Gogel  promise 
"no  bluffs."  With  many  small  details  still  in  doubt,  Gogel 
boarded  a  plane  to  travel  to  a  friend's  wedding  in  Virginia. 
Over  the  next  several  hours,  talks  continued,  pulling  Gogel 
out  of  the  wedding  chapel  to  field  phone  calls.  At  4:45  p.m., 
the  final  deal  was  struck. 


ow  comes 
hard    work 
making 
buyout 
ceed.  The 
vate  equity  firms  have 
bitious   plans:    They  v 
to    increase    HD    Supj(j 
offshore  sourcing,  rest 
ture  its  warehouse  sys 
and  boost  its  private-] 
business— all  amid  a  h 
ing  downturn.  As  insur; 
against    a    worse-thar 
pected  bust,  the  firms 
out  a  revolving  credit  Hi 
excess  of  $1  billion. 

Gogel   stresses  that 
Supply  is  in  far  better  si 
than   U.S.   Office   Proc 
was  when  Clayton  bo  I 
it.  He  says  the  compj| 
Nardelli  rolled  up  are 
much  higher  quality. 


he  points  out  that  Cla 
»        did  due  diligence  on  oi 
them,  Hughes  Supply  Inc.,  for  a  full  year,  only  to  be 
gunned  by  Nardelli's  $3.47  billion  bid  in  2006. 

Clayton  and  its  partners  dodged  a  bullet  on  HD  Su 
securing  extraordinary  financing  terms  on  a  transa> 
that  others  had  assumed  was  doomed.  But  banks  wor 
so  accommodating  in  the  future.  And  that  is  going  to 
a  challenge  to  the  private  equity  business  model,  as  i 
balance  their  hunger  to  do  deals  against  the  greater 
that  they  will  face  when  they  borrow.  Clayton  Dul 
chastened  by  its  recent  history,  seems  poised  to  err  o 
side  of  caution.  "We  are  willing  to  accept  more  oper 
risk  than  other  firms,"  says  Gogel,  "but  only  if  wt 
[take]  less  financial  risk."  ■ 
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These  three  themes  have  defined  BusinessWeek's  European 
Leadership  Forum  since  it's  inception  in  2001,  and  have 
firmly  established  it  as  one  of  the  primary  thought-leadership 
platforms  on  the  European  business  calendar. 

Globalisation  drives  much  of  the  dynamic  growth  in  European 
economies,  and  is  largely  responsible  for  the  stellar  success 
of  corporate  performers  from  the  region  who  have 
consistently  outperformed  the  market.  Identified  by 
BusinessWeek  as  the  'BusinessWeek  European  50',  this  elite 
group  of  truly  global  champions  feature  prominently  in  our 
annual  European  Leadership  Forum.  Delegates  hear  directly 
from  CEOs  of  Europe's  top  performers  in  interactive  panel 
discussions,  tackling  the  issues  of  corporate  performance, 
competition  and  pan  European  integration.  Keynotes  from 
leading  thought  leaders  on  strategy,  superior  innovation  and 
corporate  leadership  complement  the  panel  sessions. 

Participation  is  by  invitation  only  -  to  apply  to  join  the 
debate  please  contact  +44  20  7556  7809  or  email 
sally@bwevents.com 
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Government  I  Lobbying 


Inside  the  Hidden 
World  Of  Earmarks 

ABusinessWeek  investigation  reveals  how 
company  spending  on  lobbyists  can  pay  off 


BY  EAMON  JAVERS 

IN  MARCH,  2004,  NOT  LONG  AFTER 
the  U.S.  Navy  had  shipped  off  its  of- 
ficial budget  request  for  the  next  fis- 
cal year,  Admiral  Vernon  E.  Clark, 
then  Chief  of  Naval  Operations, 
went  shopping  for  more.  Spend- 
ing limits  had  forced  the  Navy  to 
cut  back  on  plenty  of  goodies  it  wanted, 
including  a  top-of-the-line  Gulfstream 
jet.  So  Clark,  the  Navy's  top-ranking  offi- 
cer, signed  off  on  another,  far  less  formal 
budget  request,  this  one  listing  many 
projects  that  hadn't  been  funded.  Soon 
that  list  began  circulating  among  de- 
fense industry  lobbyists,  including  those 
working  for  Gulfstream  Aerospace  Corp. 
and  its  parent,  General  Dynamics  Corp. 
They  hit  the  halls  of  Congress,  and  by 
the  time  the  2005  defense  budget  passed 
four  months  later,  the  Navy  got  its  new 
Gulfstream,  courtesy  of  a  special  funding 
request  known  as  an  earmark. 

The  Navy  wasn't  the  only 
one  happy  with  the  behind-    'T'Vip  A  frnv 
the-scenes  deal.  That  one     X  lf~  rsA  llLJ 
earmark  alone  was  worth    JJflQ  NaW 
$53  million  to  Gulfstream,  .       ••         *     ■, 

and  it  was  just  one  of  29    qUietly  SCCK 
earmarks  valued  at  $169    fk-vfra  Ainr|c 
million   given   to   General 
Dynamics  or  its  subsidiaries 
that  year— quite  a  payout, 
especially  considering  that 
the   company   spent   only 
$5.7  million  on  lobbying  in 
2004.  Put  another  way,  for 
every  dollar  it  shelled  out 
to  lobbyists,  it  got  almost  $30  back  in 
earmarks  from  Uncle  Sam. 

One  of  Washington's  great  mysteries  is 
exactly  how  much  money  companies  rake 
in  from  their  lobbying  efforts  on  Capitol 
Hill.  Sure,  companies  have  to  disclose 
how  much  they  spend  on  the  hired  guns 
or  in-house  government  affairs  staffers 
who  press  their  interests  before  regula- 

56  I  BusinessWeek  I  September  17.  2007 


after  signing 
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tors  and  Congress.  And  the  population 
of  lobbyists  has  clearly  exploded— which 
suggests  that  their  clients,  at  least,  think 
they're  getting  a  good  deal.  But  no  one 
outside  the  lobbying  firms  and  corporate 
boardrooms  has  ever  known  just  how 
much  all  those  lobbyists  bring  in. 

But  now,  thanks  to  disclosures  prompt- 
ed by  recent  scandals  over  congressional 
earmarks— those  specially  targeted  spend- 
ing measures  that  members  of  Congress 
slip  into  legislation  to  send  money  to  fa- 
vored companies  and  organizations— if  s 
possible  for  the  first  time  to  shed  fight  on  at 
least  that  corner  of  the  lobbying  world.  To 
do  that,  BusinessWeek  teamed  up  with  Co- 
lumbia Books,  a  Washington  publisher  of 
lobbying  and  trade  association  directories 
and  operator  of  a  lobbying  data  Web  site. 
Together  we  examined  the  nearly  2,000 
earmarks  that  went  to  companies  in  fiscal 
2005,  the  only  year  for  which  the  govern- 
ment has  released  complete  data.  We  then 
compared  the  earmark  fund- 
ing each  company  received 
with  the  amount  it  spent  on 
lobbying  the  prior  year. 

The    results    suggest    a 
startling    conclusion:     On 
average,  companies  gener- 
ated roughly  $28  in  earmark 
revenue  for  every  dollar  they 
spent  lobbying.  And  those 
at  the  very  top  did  far  bet- 
ter than  the  average:  More 
than  20  companies  pulled 
in  $100  or  more  for  every 
dollar  spent.  By  any  stan- 
dard, that's  a  hefty  ratio:  The  companies 
in  the  Standard  &  Poor's  500-stock  index 
brought  in  just  $17.52  in  revenues  for  ev- 
ery dollar  of  capital  expenditure  in  2006. 
Or  look  at  the  results  in  direct  marketing, 
where  an  extremely  successful  campaign 
might  bring  in  $5  in  revenue  for  every 
dollar  spent.  "If  mainstream  American 
businesses  got  a  28-to-l  ratio  in  sales, 


H 


they'd  be  ecstatic,"  says  Steve  Zamm 
president  and  CEO  of  Wunderman 
York,  a  sales  and  marketing  firm. 

Of  course,  not  every  company  en 
from  the  process  a  winner.  Some  ei 
without  any  earmarks  despite  ext< 
lobbying.  Some  secured  earmarks 
though  they  didn't  pay  out  a  dime  t 
byists  that  year.  And  since  compani 
not  required  to  disclose  how  much  o 
lobbying  goes  toward  earmarks  vs. 


I 

■al  lobbying,  it  is  impossible  to  know 
acy  how  their  spending  is  allocated. 
I  also  lobby  for  policy  changes,  tax 
sa ;,  or  money  for  projects  in  the  regular 
■t,  all  of  which  can  bring  in  revenues 
Am  run  into  the  hundreds  of  millions 
■>re.  So  for  many  companies,  par- 
ully  those  in  sectors  like  defense  that 
■d  heavily  on  government  contracts, 
-tie  return  on  their  lobbying  dollars  is 
ibly  far  higher  than  stated  here. 


But  if  gauging  the 
value  of  lobbying 
based  on  earmarks  is 
by  necessity  an  impre- 
cise measure,  if  s  also 
obvious  that  on  that 
basis  alone  it  can  be 
highly  lucrative.  Take 
a  look  at  just  who  got 
the  most  out  of  the 
earmarking  process. 
In  sheer  dollar  value, 
the  defense  industry 
is  the  uncontested 
winner.  Of  the  top  50 
earmark  recipients  in 
2005,  the  vast  majority 
were  military  contrac- 
tors such  as  Raytheon 
Co.  and  Lockheed 
Martin  Corp.  The  few 
nondefense  compa- 
nies among  the  top  50, 
such  as  Cummins  Inc. 
and  Caterpillar  Inc., 
won  their  earmarks 
selling  trucks  or  other 
equipment  to  the  mili- 
tary. A  rare  exception 
to  the  military  rule:  the 
Alaska  Railroad  Corp., 
which  got  $43  million 
to  finance  everything 
from  the  development 
of  a  transportation  fa- 
cility in  downtown  An- 
chorage to  routine  rail 
maintenance,  thanks 
to  five  earmarks  spon- 
sored by  Senator  Ted 
Stevens  (R-Alaska) 
and  the  two  others  in 
the  state's  congressio- 
nal delegation. 

In  many  cases, 
companies  won  a 
dozen  or  more  ear- 
marks from  different 
spending  bills.  Boeing 
Co.,  by  far  the  biggest 
earmark  recipient  in 
2005,  got  a  total  of 
$456  million  through 
29  separate  earmarks  to  purchase  every- 
thing from  missile  technology  to  helicop- 
ters. The  prior  year,  the  aerospace  giant 
spent  just  $8.5  million  on  lobbying.  That 
works  out  to  $54  in  earmark  revenues 
alone  for  every  lobbying  dollar  spent. 
Boeing  does  not  disclose  how  much  it 
spent  on  lobbying  for  earmarks  vs.  the 
many  other  projects  it  has  pending  with 
the  federal  government.  Earmarks  were 
just  a  small  slice  of  the  $28  billion  the 


company  booked  that  year  in  govern- 
ment contracts. 

Like  many  other  companies  on  the  re- 
ceiving end  of  earmarks,  Boeing  declined 
to  answer  questions  about  how  they 
were  granted  or  the  lobbying  involved. 
Those  that  did  speak  generally  defend 
their  awards  as  legitimate  congressional 
spending  on  needed  projects  that  were 
somehow  overlooked  by  the  bureaucracy. 
That  argument  has  found  an  increasingly 
receptive  audience  on  Capitol  Hill  over 
the  years.  As  recently  as  1987,  President 
Ronald  Reagan  famously  vetoed  a  high- 
way bill  because  it  included  157  earmarks 
valued  at  about  $1  billion.  But  by  2006, 
Congress  O.K.'d  a  breathtaking  13,000 
earmarks  overall  worth  $67  billion. 

Critics  counter  that  Congress  is 
spending  all  that  money  for  the  wrong 
reasons.  In  the  normal  budget  process, 
federal  agencies  and  the  Administration 
go  through  an  extensive  procedure  to 
set  spending  priorities  among  compet- 
ing projects,  and  contracts  generally 
are  only  awarded  following  competi- 
tive bidding.  With  earmarks,  that  rarely 
happens.  Members  of  Congress  have 
wide  discretion  to  target  funding  to  pet 
projects,  and  they  can  direct  the  spend- 
ing to  a  particular  company  or  organiza- 
tion without  taking  any  rival  bids.  Says 
Keith  Ashdown,  chief  investigator  for 
the  watchdog  group  Taxpayers  for  Com- 
mon Sense:  "The  lion's  share  of  these 
projects  is  about  politics  and  jobs,  rather 
than  real  needs." 

PROLIFERATING  SCANDALS 

THE  SAD  HISTORY  of  earmarks  features 
a  long  list  of  abuses:  earmarks  used 
by  congressional  leaders  to  buy  votes 
on  other  legislation,  earmarks  sent  to 
political  donors,  and  earmarks  used  in 
outright  bribery.  Such  issues  continue 
to  arise:  As  recently  as  July  30,  the  FBI 
raided  the  home  of  Senator  Stevens  in 
a  probe  into  potential  earmark-related 
corruption.  Senator  Stevens,  who  has 
not  been  charged  with  any  wrongdoing, 
will  not  comment  until  the  investiga- 
tion is  complete.  In  the  face  of  recent 
earmark  scandals,  Congress  in  early 
August  passed  a  reform  bill  aimed  at  re- 
ducing abuses  by  opening  up  the  highly 
secretive  process.  Whether  those  efforts 
succeed  won't  be  clear  until  yearend. 

One  indication  will  come  from  wheth- 
er the  defense  sector  continues  to  pocket 
such  a  large  chunk  of  earmark  dol- 
lars. Take  the  way  Gulfstream  Aerospace 
landed  that  order  for  a  top-of-the-line 
jet  in  2005.  After  Admiral  Clark  finished 
negotiating  with  Administration  officials 
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over  the  Navy's  official  budget  for  the 
year,  he  sent  a  letter  known  as  an  "un- 
funded request  list"  to  key  congressional 
leaders  in  charge  of  appropriations.  At 
that,  the  Navy  isn't  alone— the  U.S.  Army 
and  the  other  services  all  quiedy  circulate 
similar  lists  asking  for  more  funding  af- 
ter signing  off  on  their  official  budgets. 

TASTES  LIKE  PORK 

THINK  OF  THEM  AS  essentially  wish 
lists  that  each  service  puts  out  to  cover 
all  the  extra  stuff  it  wants  but  can't  afford 
once  their  annual  budgets  are  set.  As 
those  lists  circulate,  lobbyists  scour  them 
for  their  clients'  products,  then  work 
with  the  companies  to  hit  up  the  home 
state  legislators  where  the  goods  will 
be  manufactured.  Lawmakers  who  want 
credit  for  generating  jobs  back  home  are 
only  too  eager  to  agree  to  an  earmark. 

That  year,  Clark's  list  included  61 
items,  including  a  request  for  a 
"C-37."  That's  the  military  designation 
for  a  Gulfstream  G550  jet— the  same 
civilian  aircraft  used  by  globe-trotting 
CEOs  everywhere.  Clark's  list  began 
circulating  among  defense  industry 
lobbyists,  including  those  working  for 
Gulfstream  Aerospace  and  General  Dy- 
namics. Soon,  those  lobbyists  were  talk- 
ing with  the  Navy,  whose  officials  told 
them  the  service  needed  the  plane  for  the 
Pacific  fleet,  where  officers  have  to  travel 
great  distances,  says  a  person  familiar 
with  the  situation.  All  of  General  Dynam- 
ics' lobbyists— both  its  hired  guns  and  its 
in-house  staff— began  working  Congress 
to  try  to  win  an  earmark  for  the  plane. 
They  started  with  the  Georgia  congres- 
sional delegation,  since  Gulfstreams  are 
built  in  that  state.  The  tactic  worked: 
The  final  defense  bill  that  year  included 
a  $53  million  earmark  to  fund  the  plane. 
In  a  press  release,  Saxby  Chambliss  (R- 
Ga.)  took  credit  for  the  earmark  as  just 
one  of  "$147  million  in  new  projects  for 
Georgia  that  will  help  our  troops  win 
the  war  on  terror."  A  spokeswoman  for 
Chambliss  says  the  senator  is  proud  of 
the  work  he  does  to  bring  jobs  to  the 
state.  Gulfstream  referred  calls  to  Gen- 
eral Dynamics,  where  lobbyist  Kendell 
Pease,  a  former  rear  admiral,  said  the 
earmark  made  sense  for  the  Navy,  since 
the  G550  fit  the  service's  requirements 
for  a  long-range  jet. 

But  that  brand-new  C-37  never  made 
it  to  the  Pacific.  After  taking  possession  of 
the  plane,  which  came  with  a  special  oxy- 
gen atmosphere  system  designed  to  keep 
passengers  fresh  and  alert  on  long  trips, 
the  Navy  decided  to  keep  it  at  Andrews 
Air  Force  Base  near  Washington,  D.C., 
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and  designated  it  for  use  by  two  top  of- 
ficials: the  Navy  Secretary  and  the  Chief 
of  Naval  Operations— the  very  same  of- 
fice that  had  requested  the  earmark  in 
the  first  place.  Told  that  the  Navy  had  not 
sent  the  airplane  to  the  Pacific,  Pease  lets 
out  a  chuckle.  "Imagine  that,"  he  says. 
"They  kept  the  new  one." 

Clark  retired  in  July,  2005,  before  the 
Gulfstream  was  delivered.  Now  a  direc- 
tor at  Raytheon,  he  declined  to  com- 
ment. The  earmarked  Gulfstream  is 
used  today  by  Clark's  successor,  Admi- 
ral Michael  Mullen,  and  Navy  Secretary 
Donald  C.  Winter.  A  Navy  spokesman 
says  the  service  kept  the  Gulfstream  in 
Washington  so  it  could  send  an  older 
plane  to  the  Pacific.  That  plane  was 
the  same  model  as  others  used  in  the 
region,  making  upkeep  easier. 

PENTAGON 
PLAYERS 

Which  companies  pocket  the  most 

in  earmarks?  Defense  contractors 

dominate  the  Top  20  recipients. 


2005  EARMARK  AMOUNT 
RECIPIENT                                                                         (MILLIONS) 

BOEING 

$456 

NORTHROP  GRUMMAN 

$198 

GENERAL  DYNAMICS 
LOCKHEED  MARTIN 

$169 
$167 

RAYTHEON 

$158 

BAE  SYSTEMS 

$138 

L-3  COMMUNICATIONS 

$109 

ALLIANTTECHSYSTEMS 
SAIC 

$100 
$95 

CONCURRENT  TECHNOLOGIES 

$80 

GENERAL  ATOMICS 

$78 

CUMMINS 

$63 

TEXTRON 

$59 

DRS  TECHNOLOGIES 

$51 

ALASKA  RAILROAD 
MOTOROLA 

$44 
$32 

TREX  ENTERPRISES 

$31 

OSHKOSH  TRUCK 

$31 

ARGON  ST 
INTERGRAPH 

$31 
$29 

If  the  big  defense  con- 
tractors dominate  the  list 
in  total  dollars  awarded, 
even  relatively  small  com- 
panies do  well  when  mea- 
sured by  the  ratio  of  lobby- 
ing spending  to  earmarks 
received.  By  that  yardstick, 
the  most  successful  com- 
pany of  all  is  a  little-known 
defense  contractor  based 
in  Atlanta  called  Scien- 
tific Research  Corp.  The 
maker  of  classified  intel- 
ligence technology  spent 
just  $60,000  on  lobbying 
in  2004  and  in  fiscal  2005 
got  nine  earmarks  worth 
more  than  $20  million  to 
develop  covert  radios  for 
soldiers  and  threat  simula- 
tion software,  among  other 
projects.  For  each  lobbying 
dollar  it  spent,  $344  in  ear- 
mark funding  flowed  back 
its  way.  David  Chapman, 
the  company's  vice-president  for  ! 
ness  development,  says  the  conti 
fulfilled  "validated  military  needs," 
ing  that  in  the  congressional  earr 
process,  "being  a  small  company 
small  dollars,  you  can  get  some  pi 
high  ratios." 

It  helps,  of  course,  to  hire  the 
lobbyist.  The  company  hired  just  o 
2004:  Hurt,  Norton  &  Associates.  . 
firm  is  run  by  Robert  H.  Hurt,  a  1 
time  staffer  to  Sam  Nunn,  the  fo 
Democratic  Senator  from  Georgia  4  ,| 
used  to  chair  the  Senate  Armed  Ser 
Committee.  The  tie  helps  ensure 
contacts  and  the  access— not  to 
tion  the  technical  and  budgetary  ki 
how— to  present  their  clients'  proje« 
current  congressional  staffers  in  clc 
of  defense  spending. 

Hurt  declined  to  speak  publicly  2 
his  role  in  lobbying  for  earmarks 
hiring  such  former  Hill  aides  to  u 
their  old  colleagues  is  clearly  key. 
list  of.  lobbyists  working  for  the 
successful  earmark-wrangling  co  |  u;> 
nies  is  replete  with  former  Hill 
who  served  with  the  money-sper 
appropriations  committees,  and  e1 1  ! 
member  of  Congress  or  two.  And  a . 
number  of  dollars  available  on  ' 
tol  Hill  has  surged,  earmark  lobt  ft 
itself  has  become  a  cottage  indi , 
In  1998,  1,447  entities  hired  lobl 
to  work  on  budget  and  appropria 
issues,  according  to  Taxpayers  for  1 
mon  Sense.  By  2006,  that  numbe: 
swelled  to  4,516  lobbying  clients.    '  * 
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not  just  the  clients  that  have 
vn:  From  virtually  nothing  a  decade 

roughly  a  dozen  firms  specialize 
'arnering  earmarks  today.  One  such 

PMA  Group,  founded  in  1989  by 
lier  defense  appropriations  staffer 

Magliochetti,  represented  at  least 
)f  the  top  50  corporate  earmark 

ers  in  2005,  including  Lockheed 
tin,  General  Dynamics,  and  Boeing, 
xs  well  known  for  delivering  federal 
ey  include  Van  Scoyoc  Associates, 
Ide  &  Fay,  and  Cassidy  &  Associates. 


In  this  quiedy  lucrative  world,  many  say 
they  don't  advertise  for  clients— compa- 
nies find  them.  "The  people  who  want 
results  come  to  me,"  says  one  promi- 
nent earmark  lobbyist.  "The  smart  ones 
figure  out  who  can  deliver." 

Will  the  recent  wave  of  reform  ef- 
forts bring  an  end  to  such  practices? 
Both  President  George  W.  Bush  and 
House  Speaker  Nancy  Pelosi  (D-Calif.) 
have  called  for  earmarks  to  be  slashed 
in  half  this  year.  In  early  August,  Con- 
gress passed  extensive  new  disclosure 


TOPFLIGHT 

A  $53  million 
earmark  got  a 
Gulfstream  G550 
for  Navy  officials 

requirements.  New  Internet  databases 
will  also  make  it  easier  for  the  press  and 
the  public  to  follow  the  money.  That 
appears  to  be  having  an  impact:  From 
a  peak  of  2,657  earmarks  worth  $11.6 
billion  in  the  2005  defense  spending 
bill,  earmarks  in  the  fiscal  2008  defense 
spending  bill  are  down  significantly.  The 
House  version  of  the  still  incomplete  bill 
includes  1,337  earmarks  worth  less  than 
$4  billion,  according  to  Taxpayers  for 
Common  Sense. 

Still,  many  earmarks  typically  don't 
get  added  to  the  budget  until  the  final 
days  of  budget  negotiations,  which  will 
likely  take  place  late  this  fall.  And  some 
old  habits  die  hard.  This  year,  the  Navy 
trimmed  its  unfunded  request  list  to  just 
20  items.  But  the  dollar  value  of  the  ear- 
marks is  $5.6  billion— more  than  twice 
the  $2.7  billion  it  requested  for  the  61 
items  on  its  2005  wish  list. 

Privately,  many  lobbyists  predict  ear- 
mark totals  will  bounce  back  once  the 
spotlight  fades.  "Ever  since  budgets  were 
invented,  man  has  figured  out  ways  to 
get  around  them,"  says  H.  Stewart  Van 
Scoyoc,  president  of  Van  Scoyoc  Associ- 
ates. "A  lot  of  what  we  do  in  this  town  is 
gamesmanship  of  budgets." 

And  why  not?  With  $28  in  earmarks 
coming  in  for  every  dollar  in  lobbying, 
if  s  a  great  business.  II 


HOW  MUCH  BANG  FOR  THE  BUCK? 

On  average,  companies  in  fiscal  2005  got  earmarks  worth  $28  for  every  dollar  they  spent  on  lobbying. 

But  for  some,  earmarks  were  far  more  lucrative.  Below,  the  Top  20  earmark  recipients, 

ranked  by  the  amount  they  received  in  earmarks  for  each  dollar  they  paid  their  lobbyists. 
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NTIFIC  RESEARCH 

IURRENT TECHNOLOG 

)NST 

IEGA 

iERMAL  SYSTEMS 

3GRAPH 

KA  RAILROAD 
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2004 

LOBBYING 

SPENDING 

(THOUSANDS) 

$60 
5300 
$120 

$80 

$80 
$140 
&260 
>660 
$100 
$120 


■lES        $300 

$80 

$120 

$31 

$80 

$18 

$80 

$18 

$140 

$29 

$260 

$44 

$660 

$95 

2005 

EARMARK 

AMOUNT 

(MILLIONS) 

$21 
E80 
$31 
$18 
$18 
$29 
B44 
S95 
$14 
$17 


EARMARKS 
FOR  EVERY 
$1  SPENT 
LOBBYING 

$344 
$268 
$256 
$223 
$221 
$207 
$168 
$144 
$143 


$141 

.sinessWeek/Columbia  Books  analysis  of  data  from  the  Office  of  Management  &  Budget  and  the  Senate 


RECIPIENT 

2004 

LOBBYING 

SPENDING 

(THOUSANDS) 

2005 

EARMARK 

AMOUNT 

(MILLIONS) 

EARMARKS 
FOR  EVERY 
$1  SPENT 
LOBBYING 

ADVANCED  ACOUSTIC 

$100 

$14 

$140 

DAY&ZIMMERMANN 

$140 

$19 

$134 

PROLOGIC 

$180 

$24 

$133 

TRIDENT  MICROSYSTEMS 

$100 

$13 

$127 

ALLIANTTECHSYSTEMS 

$860 

$100 

$116 

TREX  ENTERPRISES 

$270 

$31 

$116 

MILTEC 

$200 

$22 

$112 

L-3  COMMUNICATIONS 

$980 

$109 

$111 

APOGEN  TECHNOLOGIES 

$120 

$13 

$108 

ISRAEL  MILITARY  INDUSTRIES        $160 

$17 

$106 

Office  of  Public  Records 
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Bridging  the 
Generation  Gap 

Employment  agency  Randstad  teams 
newbies  with  older  staff  to  great  effect 


BY  SUSAN  BERFIELD 

OR  A  PAIR  OF  COLLEAGUES 
born  four  decades  apart, 
Penelope  Burns  and  Rinath 
Benjamin  spend  a  lot  of 
time  together.  Burns,  68, 
and  Benjamin,  29,  are  sales 
agents  at  the  Manhattan  of- 
fice of  employment  agency  Randstad 
USA.  They  sit  inches  apart,  facing  each 
other.  They  hear  every  call  the  other 
makes.  They  read  every  e-mail  the  other 
sends  or  receives.  Sometimes  they  finish 
each  other's  sentences. 

This  may  seem  a  little  strange,  but 
the  unconventional  pairing  is  all  part 
of  Randstad's  effort  to  ensure  that 
its  twentysomething  employees— the 
flighty,  praise-seeking  Generation  Y 
that  we  have  read  so  much  about— fit 
in  and,  more  to  the  point,  stick  around. 
The  Dutch  company,  which  has  been 
expanding  in  the  U.S.,  is  hoping  to  win 
the  hearts,  minds,  and  loyalty  of  its 
young  employees  by  teaming  them  up 
with  older,  more  experienced  hands. 
Every  new  sales  agent  is  assigned  a 
partner  to  work  with  until  their  business 
has  grown  to  a  certain  size,  which  usu- 
ally takes  a  few  years.  Then  they  both 
start  over  again  with  someone  who  has 
just  joined  the  company.  "This  makes 
the  corporate  world  more  personal,  ap- 
proachable," says  Randstad  USA  Chief 
Executive  Stef  Witteveen.  "It's  easier  for 
the  Gen  Yers  to  identify  with  their  jobs. 
They  don't  drown  in  their  cubicles." 

Randstad  has  been  pairing  people  up 
almost  since  it  opened  for  business  four 
decades  ago.  The  founder's  motto  was 
"Nobody  should  be  alone."  The  origi- 
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nal  aim  was  to  boost 
productivity  by  having 
sales  agents  share  one 
job  and  trade  off  re- 
sponsibilities. The  sys- 
tem has  been  refined 
over  the  years  and  now 
each  week  one  person 
is  out  making  sales 
calls,  and  the  other  is  in  the  office  inter- 
viewing potential  workers  and  handling 
the  paperwork.  Then  they  switch. 

Randstad  brought  its  partnership 
program  to  the  U.S.  in  the  late  1990s. 
But  it  wasn't  until  two  years  ago,  once 
Randstad  had  integrated  the  personnel 
from  the  various  firms  it  had  acquired, 
that  it  began  recruiting  new  employees. 
Last  year  it  hired  about  600  people,  420 
of  whom  are  in  their  twenties.  Knowing 
that  these  Gen  Yers  need  lots  of  attention 
in  the  workplace,  Randstad  executives 
figured  that  if  they  shared  a  job  with 
someone  whose  own  success  depended 
on  theirs,  they  were  certain  to  get  all  the 
nurturing  they  required.  As  Belle  Rose 
Ragins,  a  professor  of  human  resource 
management  at  the  University  of  Wis- 
consin at  Milwaukee,  puts  it:  "Gen  Y's 
psychological  contract  is  with  the  rela- 
tionships embedded  within  the  organiza- 
tion, not  the  organization  itself." 

NO  TOUCHDOWNS  ALLOWED 

OF  COURSE,  RANDSTAD  doesn't  simply 
put  people  together  and  hope  it  all  works 
out.  First  it  figures  out  who  will  play  well 
with  other  people.  To  assess  that,  the 
human  resources  department  conducts 
extensive  interviews  and  requires  candi- 


dates to  shadow  a  sales  agent  for  hir 
day.  "We  have  certain  questions  thai 
look  for  them  to  answer  with  Sve'  insn 
of  'I,'"  says  HR  chief  Genia  Speie 
"Somebody  who  needs  to  be  recognj 
as  the  star,  who  needs  personal  achr 
ment  and  doesn't  like  to  share  that,  w 
work  in  a  unit.  Partners  cannot  comi 
with  each  other."  One  question  Rand 
asks  is:  What's  your  most  memor 
moment  while  being  on  a  team?  "If ! 
answer:  'When  I  scored  the  wiiri 
touchdown,'  that's  a  deal  killer," 
Spencer.  "Everything  about  our  org 
zation  is  based  on  the  team  and  grot 
Before  joining  Randstad  in  Jam 
2006,  Benjamin  had  worked  for  six}    v 
as  a  sales  agent  at  Verizon.  Wheni 
first  heard  about  Randstad's  partne 
program  she  was  a  little  apprehen 
"It  was  completely  different.  I  was 
to  being  responsible  for  everything,' 
says.  "Here  you  are  forced  to  be  ope 
tell  everything."  But  Burns  knew 
could  work  together:  "I  tested  her 
ing  the  interview  to  see  if  she  had  a  s 
of  humor,  if  I  could  tease  her  a  littl 
and  she  would  know  it  was  to  re 
the  tension."  The  older  woman  is  I 
and  competitive.  She  is  distingui 
by  a  big,  raspy  voice;  in  another  era 
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Here  you 
are  forced  to 
be  open,  to 
tell  everything.55^ 


have  been  called  brassy.  Burns  has 
an  agent  at  Randstad  since  1998 
li  all,  she  has  been  in  the  business 
lie  two  decades.  Benjamin  is  quick, 
i  confident.  She's  big  on  e-mail,  tex- 
ind  her  BlackBerry. 
:  of  the  most  compelling  features 
idstad's  partnering  program  is  that 
r  person  is  "the  boss."  And  both 
pected  to  teach  the  other, 
wns:    "People   think   I    run   the 
1. 1  don't.  She  trains  me  as  much 
lain  her." 

tojamin:  "We  have  a  great  rapport, 
like  my  grandmother." 
tins:  "You  can  get  cynical  when 
h  been  in  the  business  as  long  as  I 
tihe  doesn't  let  me  get  that  way." 
IJjamin:  "During  our  training,  we 
I  hat  we  are  each  other's  boss.  The 


, 


Rinath  Benjamin 


biggest  shock  was  to  have  someone  ask- 
ing what  I'm  doing  all  the  time.  Now  I'm 
over  that." 

Soon  after  Benjamin  started,  she  sug- 
gested they  begin  to  use  the  electronic 
payroll  system  Randstad  offers  to  save 
time  and  reduce  their  paperwork.  Burns 
hesitated:  She  had  been  filling  out  time 
sheets  for  the  talent  (as  the  temporary 
employees  are  called)  and  wasn't  sure 
how  they  would  take  to  the  new  task. 
But  Benjamin  persuaded  her  it  would 
ultimately  be  simpler  for  everyone.  "You 
don't  have  to  drag  me  into  the  future,  just 
give  me  a  little  push,"  says  Burns.  Now, 
when  someone  hasn't  logged  on  in  time, 
Burns  calls  and  says:  "Rinath  says  you 
have  to  get  your  time  sheet  in." 

Burns,  who  has  had  a  couple  of  other 
partners,  says  the  younger  agents  are 


often  too  impatient.  "They  want  to  tell 
clients  about  problems  before  we  have 
a  solution.  Sometimes  new  people  don't 
realize  that's  not  a  good  idea."  She  says 
Benjamin  wants  to  act  quickly,  but  hasn't 
made  that  mistake.  "She  tells  me  to  take 
a  breath,"  says  Benjamin. 

These  are  relationships  like  any  other, 
full  of  promise  yet  always  vulnerable 
to  dysfunction.  And  even  the  best  ones 
require  a  lot  of  maintenance.  As  Lucille 
Santos,  a  61-year-old  senior  agent  in 
North  Haven,  Conn.,  says:  "My  anten- 
nae are  always  up."  Her  partner,  Allison 
Kaplan,  is  28,  and  this  is  her  first  office 
job.  "We  need  to  be  sure  that  we're 
asking  the  right  questions  and  saving 
the  right  things  to  the  clients  and  tal- 
ent," says  Santos.  "In  the  beginning, 
Allison  might  have  been  a  little  timid 
about  telling  applicants  they  weren't 
dressed  appropriately.  I  gave  her  some 
explicit  suggestions,  and  she  learned 
from  watching  me." 

GAINING  PERSPECTIVE 

SANTOS  SAYS  KAPLAN  has  taught  her 
to  relax  a  little  bit  more  at  work.  "I'm 
from  the  old  school,"  she  says.  "It's 
important  that  people  take  lunch,  and 
I  don't  always  look  upon  that  type  of 
thing  so  well.  She  put  that  into  perspec- 
tive for  me." 

Randstad  encourages  people  to  solve 
problems  with  their  partners  and  breaks 
up  teams  only  when  the  situation  is  fairly 
dire— when,  say,  one  person  is  sabotag- 
ing the  other  or  when  productivity  suf- 
fers because  of  constant  bickering.  In 
those  cases,  which  the  company  says  are 
rare,  the  uncooperative  partner  usually 
ends  up  leaving  the  company. 

Even  so,  Randstad's  ability  to  keep 
its  employees  has  improved.  The  com- 
pany used  to  have  a  retention  rate  of  50%, 
which  is  the  industry  standard.  In  the 
past  year,  its  rate  has  increased  to  60%. 
"We  have  determined  a  clear  connection 
between  being  in  a  unit  and  feeling  more 
successful  and  productive,"  says  Spencer. 

CEO  Witteveen,  who  is  44,  acknowl- 
edges that  some  managers  resist  having 
to  accommodate  the  idiosyncrasies  of 
Gen  Y.  "It's  natural  to  think:  Why  should 
I  do  all  these  kinds  of  things  for  them?  No 
one  did  that  for  me.  You  have  to  get  over 
that.  You  have  to  think  beyond  your  own 
feelings  of  fairness.  It's  about  improving 
the  relationship  with  the  employee."  He 
says  he,  too,  had  to  learn  to  appreciate 
the  concerns  of  the  younger  generation 
even  though  he  gets  practice  at  home.  "I 
have  two  Gen  Y  kids,  and  they  come  with 
all  the  features,"  he  says.  ■ 
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Workplace  Finland 


We're  Not  Finnished 
With  You  Yet 

Desperate  to  keep  its  older  workers,  Finland 
is  laying  on  the  perks 


BY  GAIL  EDMONDSON 

HE'S  TRIM,  FIT,  AND  RUNS 
six  miles  after  work  ev- 
ery evening.  Finnish 
machine  operator  Juha 
Voutilainen,  57,  doesn't 
even  think  of  retirement, 
though  he's  racked  up 
more  than  three  decades  at  Abloy,  a  $214 
million  maker  of  locks  and  door  systems 
in  Joensuu,  Finland.  An  avid  runner  who 
competed  in  the  Aug.  18  Helsinki  mara- 
thon and  trains  along  the  verdant  path- 
ways circling  Finland's  eastern  lakes, 
Voutilainen  may  be  headed  for  a  mara- 
thon-like career.  And  Abloy  is  in  the  van- 
guard of  a  revolutionary  global  shift  in 
the  management  of  older  workers. 
Abloy  and  many  other  Finnish  compa- 
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nies  are  suddenly  treating  older  employees 
like  a  precious  resource.  Instead  of  nudg- 
ing them  into  early  retirement,  they're 
coaxing  gray-hairs  to  work  longer  with 
better  health  benefits,  extra  weeks  of  paid 
vacation,  and  more.  But  these  companies 
aren't  just  feeling  charitable.  Finland's 
workforce  is  aging  faster  than  any  other 
country's— 40%  of  Finns  will  reach  retire- 
ment age  during  the  next  15  years.  Nearly 
a  quarter  of  Abloy's  820  workers,  for  in- 
stance, are  already  over  age  55.  And  com- 
panies now  recognize  that  seasoned  hands 
are  an  important  source  of  knowledge  and 
productivity. "  If  all  our  older  workers  were 
to  leave  suddenly,  we  would  lose  a  lot  of 
knowhow,"  says  Antti  Piitulainen,  vice- 
president  of  operations  at  Abloy. 

The  combination  of  an  aging  work- 


force and  a  shrinking  labor  pool 
affect  countries  around  the  world 
Japan,  more  than  26%  of  workers  an 
ready  over  55.  And  Spain  is  set  to  beci 
the  world's  grayest  country  by  2050,  i 
half  its  population  older  than  55,  aco 
ing  to  the  World  Bank.  In  the  U.S.,  si 
19%  of  workers  will  be  55-plus  by  2 
up  from  15.6%  in  2005. 

Finland  is  the  farthest  along  in  dea 
with  the  aging-worker  issue,  thank 
a  national  program  called  "age  abt 
launched  in  1998.  Programs  like  Abl 
"Age  Masters"  are  spreading,  and  iht< 
helping  companies  boost  the  produ 
ity  of  older  workers  and  nudge  up: 
average  retirement  age.  At  Ores— a  !l 
million  maker  of  faucets  and  valves  ■ 
offers  older  workers  up  to  25  extra » 
off— the  average  retirement  age  is 
63,  up  from  58  in  the  late  1990s. 

REVERSE  COURSE 

SOME  FINNISH  COMPANIES  have  ( 
an  about-face  on  retirement  polil 
Swedish-Finnish  bank  Nordea,  vn 
spent  a  decade  restructuring  and  p 
ing  older  workers  to  retire  early,  reve 
course  starting  in  2003.  It  has  laum 
training,  mentoring,  and  health-can 
tiatives  and  is  all  but  begging  thei 
stay.  Before  the  program,  "people 
up  earlier  and  waited  for  their  caret 
be  over,"  says  Minna  Rautakoura, 
of  human  resources  at  Nordea  Fin) 
"Now  they  remain  in  their  prime 
retirement." 

The  Finns  are  lavishing  perks  on  t 
experienced  hands.  At  Abloy,  Age  Mali 
enjoy  free  massages,  company-spons 
golf  lessons,  language  training,  and 
outings  to  the  theater.  The  only  req 
ment  for  the  program:  A  55th  birti 
and  a  cardiac  checkup.  "They  pal 
us,"  says  lock  assembler  Liisa  Sut 
63,  a  35-year  veteran.  Of  course,  ali 
coddling  is  expensive.  Extra  vac* 
time  for  Abloy's  200  Age  Masters 
the  company  roughly  $430,000  a 
But  that's  money  well  spent,  m 
ment  figures,  since  big  companies  inn 
land  must  shoulder  pension  payn 
for  workers  who  retire  before  age  6;' 

Programs  such  as  Age  Masters 
sparking  a  broader  rethink  in  Fii 
of  how  to  manage  the  health  of  yot 
workers,  too.  Abloy,  for  instance,  no 
fers  free  access  to  fitness  clubs  and  s 
ming  pools  with  an  employee  ID  car 
you  aren't  in  good  condition  wheny 
55,  you  can't  improve  a  lot,"  says  Al 
Piitulainen.  And  that's  key,  becau 
Finland,  at  age  55,  most  workers 
long  careers  ahead  of  them.  ■ 


Is  your  MFP  a  portal  for  identity  theft? 
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ese  color  MFPs  help  prevent  sensitive  information  from  falling  into  the  wrong  hands  by 
oviding  multiple  layers  of  advanced  security.  Combining  encryption,  overwrite  and  controlled 
twork  access,  Sharp  provides  a  comprehensive  security  suite.  With  that  level  of  superior 
otection,  it's  no  wonder  Sharp  won  BERTL's"Best  Security  Solutions  Suite  for  a  full  MFP  Range" 
2007  and  BLI's  "Pick  of  the  Year"  in  2006  for  the  MX-FRX  Data  Security  Kit.  The  MX-Series  is 
3re  than  a  multifunction  product.  It's  a  multifunction  portal.  So  why  are  you  still  working  with 
imitedMFP7Visitsharpusa.com/security 
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Hewlett-Packard: 
Smartphone  Central? 

Spiffier  handhelds  may  supply  the  kick 
its  bread-and-butter  products  can't  provide 


BY  LOUISE  LEE 

NE  OF  HEWLETT-PACK- 
ard  Co.'s  new  smart- 
phones  sports  a  feature 
that  will  be  familiar  to 
most  music  lovers:  a 
raised  navigation  wheel 
where  you  slide  your  fin- 
ger to  control  the  device.  Demonstrating 
the  iPAQ  600  Business  Navigator,  Dave 
Rothschild,  head  of  HP's  handheld-prod- 
ucts business,  describes  the  wheel  as  "an 
iPod-like  feature."  It  makes  sense  to  in- 
clude it,  he  notes,  because  with  the  suc- 
cess of  Apple  Inc.'s  music  player,  "it's  a 
feature  that  people  understand." 

Not  that  Rothschild  or  other  HP  ex- 
ecutives would  say  that  they  deliber- 


ately knocked  off  the  look  and  feel  of 
the  iPod.  But  the  control  dial  is  one  hint 
that  the  maker  of  bread-and-butter  PCs 
and  printers  knows  that  in  the  world  of 
handheld  devices,  design  and  features 
count  as  much  as,  if  not  more  than,  reli- 
ability and  price.  Until  now,  HP  has  only 
dabbled  in  smartphones,  or  devices  that 
serve  as  both  wireless  phones  and  hand- 
held PCs.  But  on  Sept.  5  it  launched  two 
new  smartphone  models,  the  iPAQ  600 
and  900,  and  several  other  handheld 
products  under  its  iPAQ  brand,  including 
a  navigational  device  and  two  personal 
organizers.  In  July,  HP  brought  out  the 
$320  iPAQ  500,  which  allows  voice  com- 
mands for  up  to  20  tasks.  Prices  for  the 
other  devices  haven't  been  disclosed. 


HP's  New 
Line  of 
Portables 

Trying  to  be  businesslike 
enough  for  mobile  workers 
and  cool  enough  for 
everyone  else. 


HP  IPAQ  600 
BUSINESS  NAVIGATOR 

Features  an  iPod- 
like  navigation 
wheel  overlaid 
on  a  numerical 
keypad.  The  wheel  is 
designed  to  let  you 
view  e-mail,  zoom  in 
on  maps,  and  scan 
files  with  one  hand. 


Smartphones  may  be  unfamiliai  I 
ritory  for  HP,  but  the  company  nee< 
make  the  journey.  HP  recendy  displ 
Dell  Inc.  as  the  world's  largest  PC 
pany,  thanks  in  large  part  to  Dell's 
meltdown.  Chief  Executive  Mark  V.  ] 
has  boosted  operating  margins  thn 
aggressive  cost- cutting,  in  areas  ran 
from  retirement  benefits  to  real  esta 

But  despite  recent  rosy  quarter! 
suits  and  an  upbeat  forecast,  some 
lysts  and  investors  wonder  how  lonj 
based  in  Palo  Alto,  Calif.,  can  cont 
to  increase  sales  in  light  of  its  air 
massive  volume  of  almost  $100  bill: 
year.  The  company's  most  recent  gri 
stemmed  primarily  from  its  revived 
PC  business,  but  Dell  is  on  the  mend 
Acer  Inc.  and  Lenovo  Group  are  buil  \.m. 
scale  and  efficiency.  To  reach  its  s' 
goal  of  4%  to  6%  annual  sales  growtl 
needs  to  find  new  and  broader  mark'  M 


FAMILIAR  CUSTOMERS 


HURD  HAS  MADE  significant  pro?i  ;are 
in  cracking  some  other  markets,  i 
as  selling  software  to  large  compa<,  jL; 
But  so  far,  HP's  forays  into  electru 
outside  PCs  and  printers  have  been  (to 
going.  The  company  has  been  promoi  rtha 
its  TVs  for  years,  for  instance,  but  is ^  bij 
the  ninth-largest  seller  of  plasma  TVM  lack 
doesn't  rank  among  the  top  10  in  LCDl  m 
according  to  researcher  NPD  Group  1 
So  why  expect  more  from  phones'- 


HP  IPAQ  500 
VOICE  MESSENGER 

Narrower  than  HP's 
other  smartphones, 
this  model  has  a 
numerical  keypad 
and  a  "voice 
commander"  button 
designed  to  let  you 
verbally  ask  the 
device  to  perform  up 
to  20  tasks. 
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HP  IPAQ  900 
BUSINESS  MESSENGHj 

For  those  who 
depend  heavily  on 
e-mail,  this  offers 
standard  typewrit 
keyboard  and  rea< 
messages  out  lou> 
if  you're  driving. 
Includes  built-in 
GPS  and  Google 
Maps. 
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:et  is  growing  fast;  U.S.  demand  for 
tphones  is  expected  to  increase  by 
this  year,  from  8.4  million  units 
>06,  says  researcher  International 
Corp.  And  HP  is  tapping  a  familiar 
mer  base.  Its  smartphones  target 
arily  companies  and  their  mobile 
oyees  who  work  at  home  or  on 
>ad,  so  HP  can  try  to  sell  its  smart- 
es  bundled  with  batches  of  PCs 
>rinters. 

t  HP  also  plans  to  sell  the  phones 
igh  retailers  and  phone-carrier 
So  it's  crucial  to  make  them 
enough  to  stack  up  next  to  more 
imer-oriented  products.  "Increas- 
we  see  the  power  of  the  consumer 
:termining  what's  acceptable  as 
porate  device,"  says  Gartner  Inc. 
1st  Charles  Smulders. 

[fing  up 

TREND   COULD   pose   a   prob- 
er HP.  Its  newest  smartphones, 
are  black  with  rounded  corners, 
ook  clunky  next  to  Research  In 
lm  Ltd.'s  BlackBerry  Curve  or  an 
iPhone.  On  the  other  hand,  the 
Sis  on  both  HP  smartphones  are 
r  than  those  on  HP's  past  prod- 
and  comparable  to  those  on  the 
31ackBerry  and  iPhone.  And  that 
lational  wheel  on  the  iPAQ  600 
ess  Navigator  could  be  a  big  de- 
plus;  because  that  model  has  a 
rical  keypad  and  not  a  PC-style 
ard,  people  tend  to  use  it  with 
me  hand.  The  wheel,  overlaid  on 
ypad,  lets  you  do  tasks  like  scan- 
h.rough  menus  quickly  using  that 
land,  says  HP's  Rothschild, 
has  been  gearing  up  for  its  smart- 
s  push  for  well  over  a  year.  In  early 
the  company  separated  its  hand- 
evices  business  from  the  notebook 
it  to  give  it  "greater  financial  and 
onal  control."  Rothschild,  who 
1990s  was  a  product  manager 
pie's  PowerBook  Duo  laptop,  was 
ht  in  to  lead  the  business.  He  says 
s  boosted  its  investment,  partly  to 
p  with  former  employees  of  RIM, 
Apple,  and  Samsung, 
cess  in  smartphones  may  depend 
v  rapidly  that  group  can  teach  HP 
new  tricks.  Product  cycles  for  the 
s  are  shorter  than  for  many  PCs 
rinters.  And  designing  a  smart- 
is  more  complicated.  Creating  a 
ct  both  wireless  and  palm-sized 
hschild  says,  "an  order  of  mag- 
more  complex  than  designing 
s.  As  he  notes:  "Every  bit  of  air, 
millimeter  of  space  matters."  ■ 
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HARVARD 

BUSINESS 

SCHOOL 


EXECUTIVE    EDUCATION 


YEARS 

1908-2008 


Are  you  ready  to  take  the  next  step  forward?  Then  it  may 
be  time  to  experience  Harvard  Business  School  Executive 
Education.  We  offer  a  variety  of  comprehensive  leadership 
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InfoTechl  E-Commerce 


Amazon  Does 
Downloads,  Sort  of 

Why  its  push  into  digital  delivery  ofbooks, 
movies,  and  music  seems  halfhearted 


BY  SCOTT  KIRSNER 

HOPPERS  LOOKING  TO 
buy  Dean  Koontz's  alien 
invasion  novel  The  Tak- 
ing on  Amazon.com  see  it 
|  offered  as  a  new  or  used 
paperback.  But  they're  giv- 
en no  clue  that  Amazon's 
own  subsidiary,  Mobipocket.com,  sells 
the  same  tide  as  a  $7.99  digital  or  "e- 
book"  download. 

There's  a  reason  why  Amazon  hasn't 
done  much  to  sell  books,  movies,  or  music 
in  digital  form,  even  after  acquiring  Paris- 
based  Mobipocket  in  2005  and  unveiling 
its  internally  built  Unbox  movie-download 
service  in  2006.  The  economics  just  don't 
add  up.  And  that' s  unlikely  to  change  with 
the  company's  plan  to  ratchet  up  its  digital 
merchandising  this  fall.  Amazon  partners 
and  competitors  expect  it  to  open  a  down- 
loadable music  service  on  its  site  and  sell 


an  Amazon-branded  e-book  device  called 
the  Kindle.  Also,  Amazon  announced  on 
Sept.  4  that  Unbox  will  offer  NBC  TV  shows 
that  the  network  pulled  from  Apple's 
iTunes.  These  ventures  are  still  more  an 
investment  in  the  future  than  a  near- 
term  profit  engine,  and  digital  revenues 
are  likely  to  remain  tiny  for  some  time. 
Amazon's  toe-in-the-water  approach 
may  seem  odd,  considering  how  it  helped 
pioneer  online  shopping  in  the  mid-1990s. 
You  might  think  that  fulfilling  orders  for 
digital  media  would  be  more  efficient  than 
pulling  CDs  off  shelves,  boxing  them,  and 
handing  them  over  to  UPS  for  delivery.  But 
as  long  as  digital  music  and  e-books  come 
with  heavy  restrictions  on  how  and  where 
consumers  can  use  them,  the  market  will 
be  limited  and  rights  holders  will  have  the 
power  to  shake  down  sellers.  That's  O.K.  if 
you're  Apple  Inc.  and  see  music  as  a  "door 
opener"  for  iPod  and  iPhone  sales.  But  for 


Amazon,  there's  still  much  more  mom 
be  made  shipping  real  stuff. 

The  Kindle  launch  could  spark 
creased  sales  of  e-book  content,  espe> 
ly  since  users  of  the  device  will  be  ab 
shop  for  books  and  download  them 
its  high-speed  wireless  connection, 
cording  to  a  filing  with  the  Federal  C 
munications  Commission.  Even  the 
titles  from  Amazon's  Mobipocket  ai 
well  represented  on  Amazon's  site,  it 
the  largest  selection  of  any  e-book  se 
40,000  titles,  compared  with  18,00' 
Sony  Corp.'s  online  bookstore,  Conn 

Amazon  wouldn't  confirm  any  p 
for  an  e-book  reader.  "We  do  not  c 
ment  on  rumors  or  speculation," 
Andrew  Herdener,  an  Amazon  spa 
man.  Some  industry  observers  think  I 
azon  will  hold  the  price  below  that  o 
$299  Reader  from  Sony  Electronics.  > 

Still,  Amazon's  new  offerings  a 
expected  to  change  the  profit  equau 
dramatically.  In  early  July,  Unbox  d 
tor  Roy  Price  said  that  Amazon  dot 
believe  that  delivering  products  digit 
yields  a  higher  profit  margin  than  s 
ping  them.  In  the  case  of  movies 
instance,  studios  have  kept  whok 
prices  for  digital  downloads  high  ii 
der  to  protect  DVD  sales.  In  digital  m; 
Apple  sells  millions  of  songs  wit} 
handling  a  single  CD,  but  margins 
minuscule.  "Digital  music  can  prodv 
higher  profit  margin  for  the  rights  fc 
ers,"  says  JupiterResearch  analyst  E 
Card,  "but  for  Amazon  there  may  m 
any  higher  margin  than  what  they  g< 
the  CD."  Hamed  Khorsand,  an  anal; 
BWS  Financial,  guesses  it  will  be  1 
years  or  so  before  digital  products  h 
an  impact  on  Amazon's  bottom  line, 

The  picture  might  change  if  n 
labels  lift  the  software  locks  that 
what  songs  can  play  on  what  devices 
its  music  store,  Amazon  has  exp! 
the  desire  to  sell  only  music  that  ci 
without  restrictions  on  how  and  v 
consumers  can  listen  to  it.  Mean1 
though,  Amazon's  offerings  of  d 
movies  and  books  remain  chock-fi 
restrictions.  Books  sold  by  Mobip«| 
won't  play  on  a  Sony  Reader.  Movie 
TV  shows  from  Unbox  play  on  most 
machines  and  portable  devices— e 
the  hugely  popular  iPod. 

Amazon  isn't  shy  about  jumping 
speculative  ventures.  It  spent  $201 
lion  in  the  last  quarter  on  a  range  ol 
technologies  and  announced  an  o 
payment  service  to  compete  with  e 
PayPal.  Digital  media  delivery  is  an* 
area  that  will  require  sustained  in 
ment  to  bear  fruit.  ■ 
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Finance  Market  Turmoil 

Britain's  Coming 
Credit  Crisis 

Steep  housing  prices  and  a  dependence  on 
financial  services  make  its  economy  vulnerable 


BY  KERRY  CAPELL 

OULD  ANY  COUNTRY  BE 
more  exposed  to  the  cur- 
rent credit  crunch  than 
the  U.S.?  You  bet,  and 
rthat  place  is  Britain.  Un- 
like most  of  its  European 
neighbors,  Britain  shares 
many  of  America's  financial  traits— and 
problems.  Access  to  cheap  credit  has  fu- 
eled a  decade  of  unprecedented  growth, 
with  home  prices  tripling  over  the  past 
decade,  a  faster  rise  than  in  the  U.S.  Con- 
sumer spending  has  skyrocketed,  now 
making  up  roughly  two -thirds  of  the 
country's  total  oudays.  And  the  overall 
economy  in  Britain  is  more  dependent  on 
financial  services  than  it  is  in  the  States. 

Add  it  all  up,  and  "Britain  is  likely  to 
suffer  more  severely  than  the  U.S."  if  the 
current  market  turmoil  continues,  says 
Danny  Gabay,  director  of  Fathom  Finan- 
cial Consulting  in  London.  How  severely? 
Gabay  and  many  other  economists  think 
annual  growth  in  Britain  could  drop  to 
about  half  the  3%  or  so  it  has  clocked  in 
recent  years. 

Roughly  half  of  Britain's  growth  in 
the  last  18  months  has  come  from  fi- 
nancial and  business  services— every- 
thing from  accounting  and  legal  advice 
to  real  estate.  Together 
these  sectors  bring  in 
30%  of  Britain's  national 
income,  far  more  than  in 
the  U.S.,  says  Peter  Spen- 
cer, an  economics  profes- 
sor at  the  University  of 
York.  If  a  fall-off  in  finan- 
cial services  were  to  put 
the  brakes  on  leveraged 
buyouts,  mergers,  acqui- 
sitions, and  offerings  of 
credit  derivatives,  thou- 
sands of  jobs  could  be 
lost,  primarily  at  banks, 
brokerages,  and  other  fi- 


THE  STAT 


166% 

British  consumer 
debt  as  a  share 
of  gross  disposable 
income,  vs.  127% 
in  the  U.S. 

Data:  The  National  Housing  Federation 


nancial  outfits,  the  Centre  for  Economics 
&  Business  Research  Ltd.  estimates. 

As  in  the  U.S.,  consumers  are  another 
key  driver  of  the  economy— and  today 
they're  among  the  most  indebted  in  the 
world.  British  consumers  owe  $2.7  tril- 
lion on  credit  cards,  mortgages,  and 
other  consumer  loans— or  more  than 
the  country's  entire  economic  output. 
Household  debt  as  a 
percentage  of  gross  dis- 
posable income  is  166%, 
compared  with  127%  in 
the  U.S.  So  it's  hardly  sur- 
prising that  in  the  past 
year,  British  banks  have 
had  to  write  off  $18  bil- 
lion in  bad  debts,  mostly 
consumer  borrowing. 

Such  write-offs  could 
be  just  the  beginning  if 
housing  prices  start  to 
fall.  Despite  little  growth 
in  incomes,  consumer 
spending  has  remained 


strong  as  Britons  have  borrowed  ag; 
the  rising  value  of  their  homes, 
shouldn't  be  a  problem  if  housing  p 
climb  an  additional  40%  over  the 
five  years  due  to  supply  constraint 
predicted  by  the  National  Housing 
eration,  an  affordable-housing  advo 
But  some  economists  are  less 
guine.  With  the  average  home  now 
ing  $370,000— roughly  11  times  th 
erage  salary— housing  is  less  affon 
than  at  any  time  in  the  past  15  years 
latest  data  show  house  price  infl 
running  at  about  9.5%  annually  fo 
month  of  August,  but  the  rate  is  sta 
to  slow.  And  in  Yorkshire,  Wales, 
other  areas,  prices 
even  falling.  There 
already  signs  of  stra 
homeowners  start  t< 
the  pinch  of  five  con: 
tive  interest-rate  hik 
5.75%,  in  the  past 
Foreclosures  and  pe: 
al  bankruptcies  art 
by  30%  in  the  first' 
of  2007,  compared 
the  same  period  last- 
Says  Jamie  Dannhai 
an  economist  at  J 
bard  Street  Rese; 
London:    "The  pa-- 
only  going  to  get  wo 
Although    most  I 
lieve  that  the  Bar.) 
England  is  unlike< 
raise  rates  further 
time  soon,  the  co; 
servicing  mortgag 
expected  to  climb.  That's  because 
crisis  in  the  financial  markets  has  r- 
the  cost  of  borrowing  for  lenders, 
will  in  turn  pass  on  those  costs  to 
sumers,  many  of  whom  have  adjus 
rates.  Subprime  mortgage  rates 
risen  by  as  much  as  2.5  percei 
points  this  summer.  Although  sub{ 
debt  accounts  for  about  10%  of  the 
ket  in  Britain,  compared  with  25% -; 
U.S.,  the  growing  popularity  of  so-< 
self-cert  loans,  where  buyers  don't 
to  present  proof  of  income,  is  o: 
rise.  Some  brokers  estimate  that 
account  for  one-third  of  new  mortj 
issued  in  the  past  year. 

If  s  clear  it  wouldn't  take  much 
significant  damage  to  the  two  pill; 
Britain's  economy.  Says  Maurice 
patrick,  an  analyst  at  tax  advisorj 
Grant  Thornton  in  London:  "Becai 
much  of  economic  growth  relies  oi 
sumer  spending  and  the  City  of  Lo 
even  a  small  event  can  have  dispi 
tionate  consequences."  ■ 
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Managing  I  Perks 


The  Big  Divide 
In  Tech  Support 

Top  executives  get  hands-on,  24/7  assistance 
while  the  rank  and  file  have  to  call  India 


BY  AILI  McCONNON 

HE  GREATER  VISIBILI- 
ty— and  criticism— of  CEO 
perks  in  recent  years  has 
caused  some  in  the  C-suite 
to  cut  back  on  the  ben- 
efits that  tend  to  make  their 
minions  green  with  envy:  a 
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chauffeur,  a  steady  supply  of  flowers,  and 
country  club  dues  paid  by  the  company. 
But  there's  one  perk  that  most  executives 
barely  acknowledge,  let  alone  plan  to  for- 
go: white-glove  tech  support. 

Witness  a  new  kind  of  Digital  Divide. 
As  large  companies  increasingly  outsource 
part  or  all  of  their  information  technology 
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divisions,  many  employees  now  ; 
hours  on  the  phone  struggling  s 
to  explain  their  tech  issues,  let  aloi 
them  resolved.  If  they're  not  conte 
with  an  understaffed  in-house  help 
they're  working  with  one  in  a  fa 
country  to  have  passwords  reset,  I 
access  to  servers  reestablished,  o 
spreadsheets  retrieved. 

For  companies,  having  a  top- 
help  desk  "is  a  game  they  can  only 
says  Alton  Martin,  CEO  of  cons    ! 
firm  COPC,  which  redesigns  bu: 
processes  for  companies  such  as  G<  |  i 
Motors,  Verizon,  and  Circuit  City 
complaining  from  employees  is  i   m 
But  if  [companies]  get  kudos  for  th 
desk,  they  start  thinking:  'Maybe 
spending  too  much.'" 

Senior  executives,  meanwhile, 
enjoy  an  in-house  tech  concierg 
vice,  says  Jeremy  Harris,  treasurer  a 
York's  Infusive  Solutions  Inc.,  a  tee 
ogy  recruiting  firm  that  fills  "exes 
support"  jobs  for  companies  such  &i 
Warner  Music  Group,  and  Pricelim 
The  experience  of  becoming  a  se 
class  digital  citizen  is  fomenting 
desk  rage,  as  lower-ranking  emp 
fume  about  losing  productive  ho»  rc 
can  also  create  havoc  for  the  officia  u 
tech  department:  Frustrated  empi'  m 
try  to  find  creative  ways  to  get  thet  a 
instant  tech  support,  often  from  a  n  nil 
in  the  next  cubicle,  who  may  not  be  i  itf 
in  company  tech  policies  and  practi  omi 

STUFF  OF  DREAMS 

THE  KIND  OF  service  that  CEC  m 
expect  from  their  personal  tech  si  ii'si 
the  stuff  regular  employees  car:  lied, 
dream  of.  Elite  tech  squads  may  |  tau« 
equipment  at  the  bosses'  home  of'  rouk 
the  weekend,  run  out  and  buy  the:  com 
BlackBerrys  if  theirs  malfunction  «ed 
even  travel  with  them  on  helic  h 
or  corporate  jets  to  provide  instam  «tj] 
demand  help.  The  people  Harris  aft 
in  tech  support  roles  tell  him:  "I 
the  weekend  setting  up  their  netv-  irelin 
their  second  home  in  the  Hampi  jiad 
or  "I  got  woken  up  in  the  middle  ]or r 
night  to  fix  some  VP's  BlackBer 
"The  job  took  six  hours  because  I 
set  up  the  boss's  workstation  an  J^f.. 
the  kids',  too." 

Among  CEOs  who  enjoy  elit 
squads  is  Robert  A.  Iger  of  Walt  Dis; 
A  special  techie  has  visited  him  at  h  i  i% 
Brentwood,  Calif.— for  company  pre 
He  shares  this  point  man  with  a  fe^ 
executives.  CEOs  at  Whirlpool,  Mec 
and  Time  Warner  also  have  sped 
teams.  And  Eastman  Kodak  CEO  P 
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:rez  and  ex-Chief  Financial  Officer 
t  H.  Brust  listed  "personal  IT  sup- 
on  their  Securities  &  Exchange  Com- 
>n  filings  of  perks  they  received  in 
The  company  did  not  respond  when 
what  that  support  included, 
be  sure,  the  head  honcho's  time 
ney— and  arguably  more  valuable 
inyone  else's  at  the  company.  That 
le  reasoning  at  Medtronic  Inc.  for 
ive  tech  support.  Regular  workers 
n-site  support  for  critical  problems 
n  outsourced  help  desk— an  800 
er— for  run-of-the  mill  issues. 

"Executives  have 
different  needs  from 
the  rank  and  file," 
notes  Kurt  Potter,  a 
research  director  at 
Gartner  Research. 
"They  get  the  most 
expensive  technology, 
and  they  need  desk- 
side support  so  they're 
not  kept  waiting." 

In    certain    cases, 
that  can  include  cre- 
ating an  entirely  new 
.ter  on  the  turn  of  a  dime.  Martin 
recent  example.  He  was  visiting 
t,  a  major  PC  maker,  when  one  of 
iiior  executive's  computers  had  a 
»wn.  A  vice-president  called  the 
md  had  them  make  a  customized 
ter  from  scratch  within  the  day,  in 

0  minimize  the  downtime, 
-executive  road  warriors  may 
i  most.  A  middle  manager  from 
pom  company  was  visiting  her 
n/s  office  in  India  when  her  com- 
lied.  The  U.S.  help  desk  wouldn't 
ecause  she  was  in  India;  the  local 
vouldn't  help  because  her  laptop 
compatible  with  local  hardware, 
wed  up  half  her  day,"  says  Mar- 
ie worst  part  was  that  she  knew  if 
jeen  her  boss,  the  problem  would 
?en  fixed  immediately." 

1  warriors  who  don't  have  a  full- 
iveling  techie  have  another  option: 
juad,  owned  by  Best  Buy  Co.  CEOs 
1  or  midsize  companies  often  use 
[7  company,  which  provides  sup- 
t  individuals,  roving  executives, 
:n  President  Bush's  staff  on  one 
1,  says  Geek  Squad  founder  Robert 
is.  His  clients  include  rock  stars; 
if  has  toured  with  Mick  Jagger, 
nd  Sting.  "Once  you  learn  how  to 
fck  stars  happy,  traveling  execs  are 
of  cake,"  he  says.  ■ 

-With  Michael Arndt  in  Chicago, 

Lowry  in  New  York,  and  Ronald 

Graver  in  Los  Angeles 
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TheCorporation!  Hard  Liquor 


NEXT  ROUND  DeJoria  wants 
buy  out  his  deceased  partr 
share  in  the  Patron  compa 


W 
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The  Barroom  Brawl 
Over  Patron 

While  the  founder  and  Bacardi  vie  for  control  of 
the  tequila,  a  charity  is  caught  in  the  middle 


BY  CHRISTOPHER  PALMERI 

IN  ITS  ELEGANT  DECANTER, 
Patron  tequila  is  an  icon  of  the  good 
life.  It  costs  $45  a  bottle  in  stores, 
much  more  for  the  Wall  Street  so- 
phisticates who  sip  it  by  the  glass 
in  nightclubs.  But  there's  nothing 
genteel  about  the  legal  melee  that 
has  broken  out  over  the  billion-doflar 
brand.  Patron  Spirits  Co.  co-founder  John 
Paul  DeJoria  is  battling  rum  giant  Bacardi 
Ltd.  for  control.  In  the  middle  of  their  fight 
stands  an  unlikely  party:  a  charity  formed 
to  educate  the  world's  poor  children. 

The  ferocity  of  the  battle  is  a  reflection 
of  the  rising  importance  of  premium  li- 
quor. Americans  are  drinking  more  booze, 
and  nearly  all  the  growth  has  come  from 
the  top  shelf.  Last  year,  sales  of  liquor 
priced  under  $12  a  bottle  inched  up  just 
0.3%,  according  to  the  Distilled  Spirits 
Council  trade  group.  Sales  of  brands 
priced  $40  and  up  jumped  23%.  Bacardi 
wants  to  add  a  50%  stake  in  Patron  to  its 
liquor  cabinet,  especially  if  it  can  enforce 
a  three-year-old  contract  to  buy  it  at  what 
now  seems  like  a  bargain  price.  But  De- 

72  I  BusinessWeek  I  September  17.  2007 


Joria,  who  owns  half  of  the  company,  is 
fighting  for  the  other  half. 

Most  people  think  of  DeJoria  as  the 
man  in  black  in  the  ads  for  Paul  Mitch- 
ell hair-care  products.  They  have  long 
featured  the  ponytailed  63-year-old  en- 
trepreneur, sometimes  along  with  his 
50-year-old  wife,  Eloise,  a  former  Playboy 
Playmate.  DeJoria  believes  that  Patron  is 
worth  more  than  his  $800  million-a-year 
hair-care  business.  "I'm  probably  worth 
more  than  Donald  Trump,"  he  says. 

BEYOND  SHOOTERS 

THE  STORY  BEHIND  the  current  legal 
battle  begins,  appropriately  enough,  over 
margaritas.  One  night  in  1989,  DeJoria 
was  having  drinks  with  Martin  Crowley, 
an  architect  working  on  his  Malibu  (Calif.) 
estate.  Unhappy  with  the  tequila  they  were 
drinking,  DeJoria  challenged  Crowley  to 
find  a  good  bottle  on  his  next  trip  south. 
Crowley  located  a  distillery  in  a  small 
town  in  the  Mexican  state  of  Jalisco.  The 
duo  liked  the  product  so  much,  they  asked 
the  owners  if  they  could  sell  it  in  the  U.S. 
under  their  own  label.  They  picked  the 


name  Patron:  "He's  the  bos 
cool  guy,"  DeJoria  says. 

Before  Patron  came  oj 
scene,  tequila  in  the  US 
mostly  a  cheap  buzz,  gulp 
college  students  on  spring  I 
The  low-priced  tequilas  sole 
were  a  mixture  of  agave  c 
juice  and  other  spirits.  F 
was  made  entirely  from  i 
giving  it  a  smoother  taste. ' 
positioned  themselves  to  t 
BMW  of  tequila,"  says  Mi 
Scheinman,  a  professor  of 
keting  at  Pace  University. 

With  DeJoria  overseeing 
Paul  Mitchell  Systems,  Cri 
ran  Patron.  In  April,  200 
died  at  his  home  in  the  Caril 
island  of  Anguilla.  Divorcei 
childless,  Crowley  left  his 
to  a  trust  dedicated  to  eduo 
the  poor  children  of  the  \ 
An  agreement  the  pair  s 
in  1996  gave  each  the  opt) 
buy  the  other  out.  But  in 
DeJoria  and  Crowley  chr 
the  corporate  ownership 
ture  for  Patron  and  didn't  u 
their  1996  agreement  to  i 
the  modification— an  ovei 
that  threw  the  validity  of; 
deal  into  doubt. 
An  appraisal  after  Crowley's  deal 
ued  his  half  of  Patron  at  $43  millioi 
trustees  for  the  charity  asked  an  Ang 
court  to  decide  if  the  1996  agreemen 
DeJoria  was  still  valid.  As  that  caa; 
working  its  way  to  trial,  Bacardi  i 
an  unsolicited  offer  for  the  busine 
September,  2004,  the  trustees  agn 
sell  their  half  to  Bacardi  for  $175  m 
The  deal  was  contingent  on  their  wi 
the  case  against  DeJoria.  In  the  meai 
the  brand  got  hot  and  Patron's  sale: 
profits  soared. 

After  the  trustees  for  Crowley's  ■ 
won  an  initial  verdict  and  an  appe* 
declared  the  1996  agreement  if 
DeJoria  tried  another  strategy.  ^ 
same  time  he  appealed  the  lower 
rulings,  he  offered  a  "settlement"  o: 
million  for  Crowley's  half-interest 
trustees  gladly  accepted  the  higher 
arguing  that  they  had  a  fiduciary  d 
do  so.  But  Bacardi  quickly  got  an  ii 
tion  in  Anguilla  to  prevent  the  sale, 
trustees  made  a  very  good  deal"  in 
Bacardi  lawyers  said  in  court.  "No\ 
want  to...accept  an  even  better  offe: 


^  this  baby  does  zero  to  market  in  record  time. 

In  the  past  ten  years,  new  model  releases  have  increased  by  a  third.  How  do  you  get  to  market  faster? 
IBM's  unique  expertise  in  business  consulting  and  technology  is  already  helping  leading  OEMs  and 
suppliers  increase  efficiency  and  cut  design  time  by  up  to  40%.  From  PLM  solutions  to  manufacturing 
best  practices,  we're  helping  ideas  jump  from  sketches  to  showroom  floors.  Want  innovation  for 
speed?  Talk  to  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/automotive 
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Medial  Cable  Television 


Housing  Woes? 
Not  at  HGTV 

The  home-improvement  network  is  attracting 
new  viewers  and  mass-market  advertisers 


BY  JOSEPH  WEBER 

IVEN  THE  PARLOUS 
state  of  the  housing 
market,  Home  &  Gar- 
den Television  seems  a 
prime  candidate  for  the 
roof  to  fall  in.  And  yet 
HGTV  is  drawing  some 
of  its  biggest  audiences  ever,  vaulting 
ahead  of  the  Sci-Fi,  History,  and  MTV 
channels  this  year.  "People  may  not  be 
buying  or  selling  houses,"  says  Brad 
Adgate  of  Horizon  Media,  which  advises 
companies  on  where  to  put  their  TV  ads. 
"But  they're  still  renovating  them." 

Of  course,  HGTV  has  had  to  make 
a  few  improvements  of  its  own.  The 
network's  programming  increasingly  fo- 
cuses on  glitzy  shows  that  will  attract 
new  viewers  at  a  time  when  HGTV  is 
in  as  many  homes  as  it  is  likely  to  get. 
Meanwhile,  with  revenue  growth  slow- 
ing of  late— 9.4%  for  the  first  six  months 
of  2007,  vs.  12.8%  for  all  of  2006— HGTV 
has  been  signing  up  mass-market  adver- 
tisers who  prize  the  network's  audience 
of  affluent  women. 

HGTV's  staying  power  is  partly  a  testa- 
ment to  a  five-year  housing 

boom  that  helped  make  the    lVTpvl-  CTTri  n  0*'^i 
network  must-watch  TV  for  l  Lt>  t 

house-proud  suburbanites. 
House  Hunters  got  viewers 


guessing  which  of  three 
houses  a  couple  would 
choose,  while  Weekend  War- 
riors inspired  Mr.  and  Ms. 
Fix-its  to  keep  up  with  the 
Joneses.  Marianne  Mohr, 
who  is  updating  her  kitchen 
in  Randolph,  N.J.,  praises  ^^^^^^ 
HGTV'S  "great  ideas."  It's  a 
source  of  "limidess  inspiration"  for  viewer 
Leanne  Keirstead  in  Franklin,  Tenn. 

To  a  degree,  the  channel  is  immune  to 
the  vagaries  of  the  market.  Whether  home 


'greennome' 
giveaway  will 
include  plenty 
of  product 
placement 


provides  a  voyeur's  thrill. 
"If  s  the  same  as  people  go- 
ing to  open  houses  just  to 
look,"  says  Burton  F  Jablin, 
who  runs  programming  for 
the  Scripps  Networks  unit 
of  E.W.  Scripps  Co. 

Then  again,  a  shift  in 

programming    began    a 

couple  of  years  ago— just 

as  the  first  cracks  began 

appearing  in  the  housing 

market.  Case  in  point:  My 

House  Is  Worth  What?,  a  year-old  show 

hosted  by  Kendra  Todd,  the  real  estate 

broker  who  emerged  triumphant  in  2005 

from  Donald  Trump's  The  Apprentice. 


prices  rise  or  fall,  say  network  bosses,  HGTV      Each  week,  three  homeowners  improve 


their  properties  and  then  learn  hov 
redos  have  boosted  their  homes'  vah  i 

HGTV  also  is  putting  on  American 
style  talent  contests.  In  Design  Star,  11 
testants  grapple  with  interior  design  i 
lenges.  The  winner  gets  an  HGTV  s 
The  network's  highest-rated  show 
with  2.3  million  viewers  on  average 
recent  episode,  Star  this  year  is  layiri 
the  glitz  by  airing  from  Las  Vegas.  Sui 
audience  pales  next  to  American  IdoFs 
million,  but  for  cable  it's  a  standout, 
really  our  big  vehicle  for  the  year," 
content  strategy  chief  Michael  Diri 
noting  that  the  network  built  its  Sui 
prime-time  schedule  around  Design  i 

TARGET:  WOMEN  ^ 

TRADITIONAL  adv 
ers  like  Home  D 
Lowe's,  and  real  t 
broker  Coldwell  Bi< 
still  account  for 
30%  of  ad  revenue, 
that's  down  from  r 
years  as  mainsts 
advertisers  buy 
air  time.  Executive^ 
HGTV'S  national  re;t 
93  million  houset 
and  counting— ma^  | 
attractive  to  mass: 
keters  such  as  Pill 
&  Gamble  and 
sung  Group,  alongij 
foodmakers  Cod 
and  PepsiCo.  The 
women,  who  accou' 
nearly  77%  of  vifi 
"Affluent,  upscalu 
males  watch  HGTV| 
that's  the  target 
looking  for,"  says  | 
T.  Spencer,  a  senior  \ 
ager  at  Dodge, 
plans  to  buy  time  f  | 
new  version  of  its  Grand  Caravan  \ 
van,  which  launches  on  Oct.  1 

HGTV  is  tailoring  shows  for  ad 
ers,  too.  Example:  a  "green  home" 
give  away  next  spring  in  a  contes* 
vertisers  such  as  a  flooring  maker  z 
energy-conscious  appliance  mark 
get  product  placement  on  shows  pi 
around  the  giveaway.  "Audiences  w 
understand  how  to  be  green  at  home 
Jon  Steinlauf,  senior  vice-president 
sales.  Marketers,  he  says,  are  keen  tc 
HGTV  is  Scripps'  biggest  revenu 
erator— more  than  $511  million  a  y 
20%  of  Scripps'  overall  revenues.  V 
newspaper  unit  struggling  and  new 
ers  increasingly  hard  to  come  by, 
needs  all  the  curb  appeal  it  can  mus 
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this  employee  is  in  two  places  at  once. 


Globalization  has  changed  the  way  you  manage  your  workforce.  Today,  you  need  to  match  skills  in 
Brazil  to  a  project  in  China.  IBM  has  the  business  and  technology  knowledge  to  help  HR  managers 
map  their  talent  base,  leveraging  human  capital  data  to  drive  key  business  decisions.  We're  helping 
companies  increase  employee  productivity  by  up  to  20%.  Want  innovation  for  efficiency?  Talk  to 
the  innovator's  innovator.  For  a  copy  of  our  HR  study,  or  to  learn  more  about  what  IBM  can  do  for  you, 
visit  ibm.com/special/hr1 
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INNOVATIONS 


Of  artificial 
muscles  and 
junk-food  ads 

»  Sheets  of  artificial 
muscle  that  contract  with 
the  same  amount  of  power 
as  living  heart  tissue  could 
prove  useful  to  designers  of 
robots  and  medical  devices. 
Scientists  at  Harvard 
University  took  muscle  cells 
from  rat  hearts  and  grew 
them  on  thin  sheets  of  film. 
They  then  turned  the  films 
into  3D  devices  that  can 
move  and  grip  other  objects, 
says  a  report  in  the  Sept.  7 
issue  of  Science. 
»  One  reason  17%  of 
America's  kids  are  overweight 
is  that  98%  of  all  TV  food  ads 
viewed  by  children  age  2  to 
11  and  close  to  90%  of  ads 
watched  by  teenagers  are  for 
products  laden  with  sugar  and 
fat.  So  says  a  study  funded 
by  the  nonprofit  Robert  Wood 
Johnson  Foundation,  which 
monitored  top-rated  shows 
for  children  over  a  nine-month 
period  from  2003  to  2004 
and  assessed  every  food  ad 
shown.  In  total,  they  found 
that  almost  half  the  calories 
of  the  products  advertised 
came  from  sugar.  Previous 
studies  show  kids  are  heavily 
influenced  by  ads,  which 
"makes  it  incumbent  on 
food  companies  to  change 
their  practices,"  says  Lisa  M. 
Powell  of  the 
University 
of  Illinois  in 
Chicago. 
-Catherine 
Arnst 


INSECT  FORENSICS 

A  LEADING  SUSPECT  IN 
THE  HONEYBEE  CALAMITY 


t^ 


THE  CULPRIT  behind  the 

mysterious  collapse  of 
honeybee  colonies  across 
the  U.S.  may  be  an  insect 
pathogen  called  Israeli 
Acute  Paralysis  Virus  (IAPV), 
says  a  team  of  scientists 
at  Columbia  University, 
Penn  State  University,  and 
elsewhere.  They  reached  this 
conclusion  after  comparing 
the  genome  sequences 
found  in  and  on  normal  and 
afflicted  honeybees,  using 
computer  programs  to  hunt 
for  microbial  genes  uniquely 
associated  with  the  stricken 


GREEN  TECH 

HELPING 
HOUSES KEEP 
COOLER  HEADS 

RESEARCHERS  AT  Oak  Ridge 
National  Laboratory  have 
combined  four  technologies 
into  a  multilayer  system 
that  dramatically  boosts  the 
cooling  capabilities  of  roofs 
and  attics,  which  tend  to 
swelter  under  hot  sun.  By 
helping  to  keep  the  whole 
house  cooler,  the  system  can 
cut  a  home's  summer  electric 
bills  by  8%,  says  William 
Miller,  the  project's  co-leader. 

On  the  outside  layer  are 
shingles  that,  though  dark, 
heat  up  slowly  because  of  a 


insects.  "IAPV  is  the  only 
organism  that  emerged" 
as  a  likely  culprit,  says  one 
team  member,  Columbia 
neurologist  Ian  Lipkin. 
But  it's  unlikely  the  virus 
is  acting  alone.  Additional 
factors  may  include  other 
pathogens  and  agricultural 
chemicals.  To  learn  more,  the 
Agriculture  Dept.  plans  to 
infect  healthy  bees  with  IAPV 
in  secure  facilities,  and  also 
expose  some  of  them  to  other 
factors.  The  good  news:  Some 
naturally  transgenic  bees 
appear  to  be  resistant  to  IAPV. 


special  coating  that  reflects 
back  much  of  the  sun's 
infrared  energy.  The  next 
layer  of  the  roof  is  structured 
to  encourage  steady  air  flow 
so  that  warm  air  vents  from 
the  peak,  drawing  in  cooler 
air  from  the  eves.  Below  that, 
a  thin  barrier  of  aluminum 
slows  the  transfer  of  heat 
from  the  roof  into  the  attic. 

At  the  bottom  is  a  layer  of 
"phase-change"  insulation. 
Packed  with  tiny  capsules 
filled  with  a  chemical  that 
goes  from  solid  to  liquid  as  it 
warms— at  around  85F— the 
insulation  absorbs  heat  by 
day  and  releases  it  back  into 
the  air  at  night.  On  a  92F  day, 
ORNL's  prototype  system  cut 
attic  temperatures  by  22F,  to 
105F.  -Adam  Aston 


SAFEGUARDS 

TOHOODWIN 
THIEVES,  LET 
YOUR EYES D 
THE  TYPING 

A  DETERMINED  DATA  thief 

has  lots  of  ways  to  steal 
sensitive  information  sue 
as  passwords  or  PIN  coch 
He  can  plant  "keylogginj 
hardware  or  software  on 
victim's  PC,  or  just  watch 
from  behind  while  such  c 
is  entered  on  a  computer 
keyboard  or  bank  ATM 
machine— a  technique 
called  shoulder  surfing. 

Computer  scientist  W. 
Kumar  and  his  colleague 
at  Stanford  University  h: 
a  new  way  to  outsmart  t! 
snoops  and  protect  your 
security  codes.  Dubbed' 
the  EyePassword,  it  uses 
infrared  technology  to  i 
track  the  orientation  of  I 


your  pupils  and  figure  a 
which  numbers  and  left 
you're  selecting  as  you  i 
stare  at  an  on-screen 
keyboard. 

For  maximum  accurac 
you  either  hold  your  gaz^ 
each  character  in  a  passvf 
about  8  letters  long  for  hi 
second  or  look  at  a  charai 
and  click  a  trigger  to  conl 
your  choice.  This  approa* 
takes  a  lot  more  time  thaJ 
typing  the  characters  by 
hand.  In  tests  on  18  usert 
it  took  about  10  seconds! 
input  a  gaze-based  pass* 
as  opposed  to  2  seconds 
typing.  Even  so,  test  subj 
preferred  EyePassword 
because  it  made  them  fee 
more  secure. 
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*&  this  bank  is  invisible. 


A  data  thief  can't  steal  what  he  can't  see  -  that's  why  keeping  vital  information  hidden  is  so 
crucial.  Your  customers  expect  it.  Regulators  demand  it.  It's  absolutely  essential  to  your 
business.  IBM  can  help.  From  enterprise  security  specialists  and  mainframe  cryptography 
to  the  world's  first  tape  drive  with  built-in  encryption,  IBM  has  the  unique  combination  of 
business  acumen  and  proven  technology  to  help  companies  protect  their  most  important 
asset:  trust.  Want  innovation  for  security?  Talk  to  the  innovator's  innovator.  Call  on  IBM. 
To  learn  more  or  download  our  security  white  paper,  visit  ibm.com/special/trust 
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Design  I  Bicycles 

Return  of  the 
Easy  Rider 

With  U.S.  cycling  in  decline,  bike  parts  giant 
Shimano  steered  the  industry  in  a  new  direction 


BY  JAY  GREENE 


SWEET  WHEELS 

The  Trek  Lime 
has  automatic 
shifting  and  a 
comfy  seat 


September  17,  2007 


HIS  SUMMER,  CYCL 
in  skintight  shorts  i 
through  the  French  c 
tryside  in  the  annual 
de  France.  The  winne 
berto  Contador,  rode  t< ; 
tory  on  a  Trek  Madon 
Pro  that  would  cost  consumers  $8,24 
Alice  Wilkes  also  bought  a  Trek  bike 
summer,  but  she  had  a  very  different  f 
rience.  Wilkes  bought  a  Trek  Lime,  v 
shifts  automatically  so  riders  don't  ha 
fuss  with  gears,  stops  when  cyclists  j 
backwards  (like  in  the  old  days),  and! 
big,  comfy  seat.  It  retails  for  $589.99. 
With  her  new  bike,  the  first  one 
has  owned  in  40  years,  Wilkes  hit 
trails  near  her  Lynchburg  (Va.)  h 
For  Wilkes,  it's  not  about  speed  and 
formance.  "Tight  cycling  clothes— t- 
not  my  world,"  says  the  55 -yea. 
grandmother.  "I  like  to  feel  free,  wit 
wind  flying  up  my  sleeves." 

The  new  "Coasting"  bikes  are  a  d 
attempt  by  the  bike  industry  to  get  H 
of  the  161  million  Americans  who  d 
ride  back  in  the  saddle.  Bike  sales  ii 
U.S.  have  been  flat  for  n 
a  decade,  hovering  bett 
$5.5  billion  and  $5.9 
lion  since  1999,  accordii 
the  National  Sporting  G. 
Assn.  Worse,  the  numb 
people  riding  bikes  is 
ing.  According  to  the  s 
ing  goods  group,  35.6  million  Amer 
over  7  rode  a  bike  at  least  six  time 
year,  down  from  43.1  million  in  2001 
53.3  million  in  1996.  "We  lost  a  lot 
cyclists  than  we  thought,"  say* 
vid  Lawrence,  senior  manage, 
product  development  and  ma 
ing  at  Shimano  America  ( 
the  Japanese  bike  comp< 
manufacturer     behind 
Coasting  gambit.  "It  v 
sustainable." 

The  bike  industry 
blinded  by  a  blip  in  i 
of    high-margin,    top 
road  bikes  after  Lance 
strong's  remarkable  stri 
seven  Tour  de  France  l 
ries.  Sales  of  those  expe: 
high-tech  marvels  of  mi 
engineering  stabilized  reve 
even  as  unit  sales  slid. 
And  that  was  Shimano's 
vation  to  come  up  with  the  Cos 
concept  and  sell  the  idea  to  bike 
ers  such  as  Trek  and  Giant.  For  Shii 
Coasting  is  not  just  another  newpn 
The  company  is  the  Microsoft  of  th< 
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September  2007 

IBC2007  -  RRD  launches  GTO  (General  Tool  for  Operations) 
a  New  Generation  Operations  Support  System  for  Digital  TV 
playouts  and  networks 


July  2007 

RRD  DVB-H  Platform  delivering  24  channels 

lineup  in  Hiwire  Las  Vegas  Trial 
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April  2007 

NAB2007  -  RRD  launches  Simulcrypt  Headend  integration 
featuring  18Crypt,  OMA  BCAST  Smartcard  Profile  and  OSF 
Conditional  Access  for  Mobile  Television 


March  2007 

RRD  successfully  broadcasted  DVB-T  and 
DVB-H  programs  on  the  same  frequency  using 
Hierarchical  Modulation 


J 


February  2007 

3GSM2007  -  RRD  shows  Conditional  Access 
interoperability  decrypting  DVB-H  services,  using 
Simulcrypt  with  NDS,  Nagravision  and  Irdeto 


J 


October  2006 

RRD  launches  DVB-H  Statistical  Multiplexer 


J 


June  2006 

3  Italia  launches  Mobile  TV  service 
with  RRD  DVB-H  Service  Center 


■j     Visit  us  at:  www.rrd.tv 


Design  I  Bicycles 


industry.  Manufacturers  install  Shimano's 
components— gears,  derailleurs,  crank 
arms,  and  the  like— on  the  vast  majority 
of  bikes  produced.  As  the  bike  business 
goes,  so  goes  Shimano. 

To  refine  the  new  biking  concept,  Shi- 
mano turned  to  Palo  Alto-based  inno- 
vation/design consultancy  IDEO,  which 
co-hosted  a  one-day  workshop  with  Busi- 
nessWeek this  past  summer.  David  Webster, 
who  runs  iDEO's  San  Francisco  office,  un- 
derstood that  for  people  such 
as  Wilkes,  building  a  better 
bike  wasn't  enough.  Shimano 
needed  to  build  a  better  biking 
experience.  "We're  interested 
in  sitting,  not  [just]  the  chair," 
Webster  says.  So  rather  than 
starting  with  computer  models  of  great- 
looking  bikes,  IDEO  sent  researchers  into 
the  homes  of  people  who  don't  ride.  They 
met  with  boomers  in  Atianta,  Chicago, 
Phoenix,  and  San  Francisco  to  talk  about 
leisure  activities. 

In  the  process,  Shimano  learned  why 
people  stopped  riding.  It  wasn't  so  much 
that  they  were  out  of  shape,  or  too  busy  or 
lazy.  It  was  because  cycling  had  become 
intimidating,  something  for  hard-core 
athletes  who  love  all  the  technical  minu- 


TANDEM  Shimano's 
Lawrence  (right) 
and  IDEO's 
Webster  teamed 
up  on  Coasting 


tiae.  "Everything  had  changed 
in  bicycling,"  says  Shimano's 
Lawrence.  "It  had  gone  from 
fun  to  being  a  sport,  and  no 
one  had  noticed." 
For  boomers,  bikes  changed  from  the 
10-speed  rides  on  steel  frame  bikes  to  30- 
speed  carbon  fiber  and  titanium  machines. 
Costs  rose  from  a  few  hundred  dollars  to 
thousands.  Handlebars,  pedals,  tires,  even 
seats  came  in  so  many  varieties  that  con- 
sumers got  overwhelmed.  And  bike  shops, 
filled  with  workers  who  fawned  over  gear, 
had  little  time  for  customers  interested 
in  just  plain  bikes.  Yet  there  was  hope  for 
Shimano.  "Everyone  we  talked  to,  as  soon 
as  we  talked  about  bikes,  a  smile  came  to 


their  face,"  Webster  says.  And  that  r 
gia  gave  Shimano  an  opening. 

With  IDEO,  Shimano  developed 
cept  for  a  new  bike  that  had  a  fa 
look  and  was  easy  and  fun  to  ride.  1 
riders  of  Coasting  bikes  never  have  t 
gears.  To  keep  things  simple,  the  bil 
Shimano's  automatic  shifting  techr 
There's  a  tiny  computer  on  the  set 
or  tucked  under  the  bottom  bracks 
triggers  a  gear  change  when  rid( 
7  mph,  and  again  at  11  mph.  The  p 
sor  is  powered  by  the  rotation  of  th I 
wheel.  In  addition  to  the  back-pet 
Coasting  brakes,  some  bikes  com 
puncture-resistant  tires  and  a  chain  r 
to  keep  the  grease  off  cyclists'  panfet 
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The  designated 
hitter  for  corporate 
curveballs.  I 
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arch  also  showed  that  people  wor- 

out  safety  riding  their  bikes,  espe- 

i.bout  getting  sideswiped  by  a  car. 

Id  Shimano  to  move  into  an  advo- 

;le  to  increase  the  number  of  bike 

iiround  the  country.  It  built  a  Web 

basting.com,  where  riders  could 

e  routes  in  their  communities. 

Shimano  also  moved  to  improve 

)pping  experience.  Shimano  put 

dustry  executives  who  have  di- 

ltact  with  bike-shop  staff  through 

y  training.  To  understand  how 

brtable  many  customers  feel  in 

ores,  the  male  managers  were  sent 

cosmetics  at  Sephora.  In  addition, 

wasting  bike  dealer  was  sent  a  DVD 


explaining  how  customers  for  Coasting 
bikes  are  folks  who  "just  want  to  ride." 

Not  everything  worked  as  planned. 
Research  showed  that  the  ideal  price  for 
the  target  market  was  $300  to  $400.  "It 
turns  out  that  was  too  aggressive,"  Web- 
ster says.  The  cost  of  the  auto-shifting 
mechanism  pushed  the  price  for  even  the 
lowest-cost  bikes  to  $450. 

If  s  unusual  for  a  parts  supplier  to 
push  its  corporate  customers  to  expand 
their  brands  into  a  totally  new  market. 
Initially,  Shimano  didn't  wow  bikemak- 
ers  with  its  Coasting  pitch.  The  first 
prototype  Shimano  showed  was  unlike 
anything  on  the  market,  with  rounded 
chrome  hubs  on  the  wheels,  a  swoopy 


curved  frame,  and  handlebars  with  loops 
in  them  big  enough  to  set  a  coffee  cup 
inside.  The  cushy  seat  flipped  up  to  reveal 
a  mini-trunk  to  store  a  cell  phone.  "It  was 
kind  of  like  Audi  meets  Dr.  Seuss,"  says 
Kyle  Casteel,  product  manager  at  Raleigh 
America  Inc.  in  Kent,  Wash.  "Shimano 
thought  this  was  the  next  big  thing,  and 
we  were  like,  'Is  it?' "  Casteel  recalls. 

Executives  at  Trek,  the  world's  largest 
bikemaker  and  builder  of  Armstrong's 
rides,  were  also  nonplussed.  "To  be  hon- 
est, it  was  anticlimatic,"  says  Chad  Price, 
Trek's  pavement  bike  product  manager. 
But  Price  was  looking  to  introduce  non- 
riders  to  Treks  bikes,  and  he  saw  how  the 
Coasting  concept  could  help. 

Trek,  Raleigh,  and  Giant  did,  finally,  em- 
brace the  Coasting  concept,  if  not  all  the 
features  of  the  prototype.  Since  the  spring, 
when  Shimano  rolled  out  a  15-city  mar- 
keting campaign,  the  three  manufacturers 
sold  out  of  the  roughly  30,000  Coasting 
bikes  produced.  They're  making  more  as 
Shimano  moves  into  other  markets  in  the 
fall.  It  plans  a  media  bash  in  New  York's 
Central  Park  in  mid-September. 

In  the  end,  bike  riding  is  always  about 
the  experience.  Lance  Armstrong  has  his. 
Now  Alice  Wilkes  has  hers.  ■ 


Sometimes  business  throws  you  a  curve,  sales  suddenly  drop. 

Transportation  costs  rise.  Two  competitors  merge.  And  very  quickly,  you  need  to  respond  to 
keep  your  company  on  track. 

That's  when  you  need  Cognos.  We  are  the  experts  in  performance  management,  providing 
a  single,  purpose-built  software  platform  with  all  performance  management  capabilities.  So  you 
can  run  "what  if"  scenarios,  accurately  predict  outcomes,  and  course-correct  to  meet  your  goals. 
With  17  years  of  proven  performance  management  experience,  across  86  of  the  Fortune  100, 
we  know  how  to  help  you  succeed.  So  the  next  time  business  throws  you  a  curve,  you'll  be  ready. 

Proceed  with  confidence.  To  find  out  more,  visit  www.cognos.com/curveball  today. 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 
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A  spin  along  California's  Pacific  Coast  Highway  in  the  Veyron,  the  world's 
fastest,  most  expensive,  production  car.  bystuartschwartzapfel 


bi 
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IT  MAY  NOT  HAVE  A  golden  horn  protruding  from  its  hood,  but 
the  Bugatti  Veyron  is  the  automotive  equivalent  of  the  uni- 
corn. Like  the  mythical  creature,  the  $1.6  million  supercar  is 
mysterious,  strong,  and  virtually  unattainable.  J  The  Veyron 
grew  out  of  one  man's  vision.  In  1998,  as  the  head  of  Volks- 
wagen, Ferdinand  Porsche's  grandson  Ferdinand  Piech, 
purchased  the  rights  to  produce  cars  under  the  elite  Bugatti  ™°^f  *n™st  ^fjjj^hi  t^oriet 
brand,  which  had  gone  out  of  business  with  the  onset  of  World  War  buffSr^attendancewere  staying 
II.  (Bugatti  was  revived  in  1987,  only  to  shutter  again  in  1995.)  He 
then  led  a  team  of  80  engineers  on  a  quest  to  fashion  the  fastest  pro- 
duction automobile  on  the  planet.  Their  creation  has  a  top  speed 


Bay.  My  escort  was  to  be  Pierre 
Raphanel,  a  former  French  race-c 
er  and  Bugatti's  chief  ambassadt 
typically  co-pilots  the  test  runs 

My  encounter  with  the  Veyror 
in  mid-August  on  the  heels  of  the 
Beach  Concours  d'Elegance,  one 
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of  a  blinding  253  mph  and  an  astonish- 
ing 1,001  horsepower. 

The  Bugatti  name  exudes  class  and 
pedigree.  (Ralph  Lauren  owns  three  vin- 
tage Bugattis  in  addition  to  a  Veyron.) 
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This  is  precisely  why  I  jumped  at  the 
chance  to  drive  the  brand's  newest  flag- 
ship, the  16-cylinder,  quad-turbocharged 
Veyron,  along  the  California  coastal  path 
connecting  Monterey  and  Half  Moon 


hotel,  and  the  parking  lot  cor 
enough  precious  metal  to  warr 
own  admission  fee.  As  I  was  w' 
outside  on  the  morning  of  my  c 
was  gazing  so  intendy  at  all  the 
ing  horses,  winged  B's,  raging  bul 
other  purebreds  that  I  almost  mist 
grand  entrance  of  the  yellow-or 
Veyron 


- 
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Some  might  say  the 
Veyron  is  more  function 
than  form,  with  its  mas- 
sive cooling  ducts  and 
mechanically  operated 
wings  that  improve  its 
aerodynamics.  But  for 
all  its  design  naysayers, 
:omobile  has  presence.  I  knew  the 
,  would  warrant  serious  attention, 
hing  could  have  prepared  me  for 
nera-phone  snapping,  jaw  drop- 
fid  finger  pointing  that  would  take 
iroughout  the  roughly  500  miles 
d  during  my  two  days  of  driving 
ftket  ship  on  wheels.  We  followed 
ttific  Coast  Highway  for  most  of 
■rney.  Pierre  was  riding  shotgun, 
■ne  about  the  Veyron's  conception, 
■>ment  hurdles,  and  why  no  other 
Iker  wants  nor  is  able  to  undertake 
Hprqject. 

■old  me  about  how  the  Veyron 
■from  other  exotics  not  only  in 


its  acceleration  (2.5  seconds  to  60  mph 
from  a  dead  stop  in  first  gear),  but  also 
in  parent  Volkswagen's  insistence  on 
the  highest  quality  standards.  "Do  you 
think  Ferrari  and  Lamborghini  are  out 
doing  hot-weather  testing  in  the  des- 
ert?" he  asked. 

Now  comes  the  fun  part.  Turn  the 
leather-wrapped  key  fob  and  hold  down 
the  starter  button  for  two  or  three  sec- 
onds. The  Veyron's  W-16  engine,  with 
its  four  turbochargers 
spooling  up,  whines  to 
life  in  what  can  only  be 
compared  to  a  jet  engine. 
It  sounds  different  from 
the  distinct  grumble  emit- 
ted from  the  likes  of  a 
Ferrari,  Aston  Martin,  or 
Maserati. 

Whiplash -inducing 
thrust  aside,  the  Veyron  is 
unbelievably  easy  to  drive. 
Throwing  the  big  shift  le- 
ver into  fully  automatic 
mode,  the  default  setting, 
means  optimal  comfort 
for  driver  and  passenger. 
The  Veyron's  7G  DSG  (7- 
gear,  direct  shift  gearbox) 
setup  always  shifts  to  the  highest  possible 
gear  even  at  cruising  speeds  of  40  or  50 
mph.  This  conservative  gearing  in  auto 
mode  not  only  improves  the  gas  mile- 
age (I  averaged  between  7  and  14  mpg 
depending  on  how  hard  I  was  driving 
and  in  what  mode)  but  provides  a  less 
thrashing  ride.  The  massive  power  plant 
positioned  directly  behind  our  heads  was 
still  quiet  enough  to  allow  Pierre  and  me 
to  speak  comfortably. 

Tap  the  stick  once  to  the  right  to 
engage  sport  mode  and  an  altogether 
different  animal  emerges.  Whether  at  a 
standstill  or  at  speed,  the  gearbox  throws 
the  revs  way  down  and  shifts  to  the  low- 
est possible  gear  for  optimal  thrust.  For 
those  who  crave  a  manual  transmission, 
a  similar  sporting  effect  can  be  had  us- 


ing the  steering-wheel-mounted  paddle 
shifters.  Pierre  tells  me  the  Veyron's 
sweet  spot  lies  between  2,200  and  5,500 
rpm,  and  I  can  attest  to  this  from  many 
instances  of  mashing  the  gas  just  as  the 
tachometer  hit  2,200. 

To  say  the  Veyron  is  fast  does  not  do  it 
justice.  Along  one  ocean-adorned  stretch 
of  highway,  I  hammered  the  gas  pedal, 
and  the  car  ripped  furiously  through 
each  gear.  One  second  longer  and  I 
—  would  have  ended  up  in 
handcuffs.  I  have  driven 
many  supercars  in  my 
day,  and  I  have  never 
been  so  violently  thrown 
back  in  my  seat  as  in  the 
Veyron. 

Inside  the  car,  leather 
lines  the  seats,  much  of 
the  dashboard,  the  shift 
lever,  and  the  steering 
wheel.  My  test  car  had  a 
slick-looking,  piano  black 
instrument  panel  that  felt 
like  glass.  You  can  also 
opt  for  machined  alu- 
minum. A  thick  strip  of 
black  magnesium,  an  ex- 
tremely costly  material, 

How  fast?  Try  a 
whiplash-inducing 
0-60  in  2.5  seconds 


surrounds  the  instrument  panel.  Pierre 
tells  me  this  reflects  the  "no  expense 
spared"  mentality  that  went  into  the 
engineering. 

Even  those  who  can  afford  one  of  the 
300  or  so  Veyrons  that  will  be  produced 
may  not  be  drawn  to  this  car.  Few  driv- 
ers need  to  appreciate  a  ride's  level  of 
technical  prowess  to  the  extent  a  Veyron 
owner  does.  As  far  as  I  am  concerned,  the 
mythical  beast  lives  up  to  the  hype.  II 
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IfYou're 
Headed  for 
Bangalore.. 

Once  known  primarily  as  a  haven 
for  Indian  retirees,  Bangalore  today 
is  the  leading  outsourcing  hub  for 
tech  support  and  banking  and  a 
premier  destination  for  business 
travelers.  The  city  is  a  throbbing 
mix  of  tradition  and  modernity, 
where  glass  buildings  tower  over 
old  stone  bungalows  and  luxury 
cars  share  the  road  with  rickshaws. 

BYSAVITAIYER 


says.  His  company, 
Bangalore  Walks 
(bangalorewalks. 
com),  also  offers 
customized  tours  for 
groups  of  8  to  10 
for  $25  to  $50  per 
person. 

SHOPPING 

Long  before  Western- 
style  shopping  malls 
started  sprouting  up 
about  five  years  ago, 
Bangalore  had 
Commercial  Street. 


WALKING  TOURS 

For  about  $12  a 
person,  entrepreneur 
Arun  Pai,  who  knows 
his  native  city  inside 
and  out,  will  take  you 
down  Mahatma 
Gandhi  Road  and 
other  famous 
Bangalore  streets, 
relating  anecdotes 
about  the 
monuments, 
buildings,  and  parks 
along  the  way.  He 
also  leads  a  Sunday 
"Victorian  Bangalore 
Walk,"  which 
highlights  landmarks 
of  the  Raj,  a  "Green 
Heritage  Walk" 
through  the  Lai  Bagh 
Botanical  Gardens,  a 
"Beer  Walk"  through 
the  city's  many  pubs, 
and  a  "Coffee  Walk" 
to  taste  regional 
varieties.  "Bangalore 
is  a  real  coffee  center, 
with  many  kinds 
grown  within  a  100- 
mile  radius,"  Pai 
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For  anyone  interested 
in  spending  a  couple 
of  hours  trying  out 
their  bargaining 
skills,  a  visit  to  this 
colorful,  crowded 
lane  is  a  must.  You 
can  buy  anything 
from  chunky  silver 
jewelry  and 
embroidered 
Kashmiri  shawls  to 
heavy  wooden 
furniture  and  brass 
statues  of  Hindu  gods 
and  goddesses. 


KARAVALU  The  Taj 

■  _  Gateway's  restaurant 
.^offers  the  cuisines  of    -  ,     ;'_ 
'several Indian  regions _^ttk 

m.v 

If         1 
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There  are  stores 
selling  semi-precious 
stones  and 
traditional  Indian 
dresses  as  well  as 
many  stands 
offering  plastic 
and  glass 
bangles. 
Sandalwood 
curios  or 
incense  sticks 
area  must,  as  is 
the  soft-as-butter 
Mysore  silk,  available 
in  every  color  you 
could  want  and 
priced  at  arqund  $20 
a  yard  for  the  best- 
quality  material. 

FOOD 

Karavalli  at  the 
Taj  Gateway  Hotel 
serves  the  excellent 
cuisine  of  India's 
southwest  Malabar 
Coast,  featuring 
succulent  seafood 
curries  in  spicy 
coconut  gravies, 
eaten  with  rice  or  rice 


pancakes  off 
banana-leaf-lin 
plates.  The 
restaurant  also 
chicken  and  poi 
specialties  fron 
and  Mangal 
and  many 
and  prawn 
delicacies 
Kerala,  ln< 
southernm 
state.  A  meal 
two  with  drinks- 
about  $70. 


DRINKS 

If  you're  lookini 
to  relax  after  a 
day  of  meetings 
head  over  to  thi 
Blue  Bar  at  the 
Taj  West  End  H 
Adjacent  to  the 
Ginger,  the  hoti 
fine  Vietnames 
restaurant,  the 
Bar  serves  cod 
and  tropical  dri 
outdoors  undei 
thatched  roof. 


"ON  BUDGET.  FLEXIBLE." 


"Our  interior  designers  have  to  come  up  with  creative  ideas  to  get  the  best  for  our  clients 
—  all  within  budget.  Health  Net  does  the  same  tor  us.  They  manage  to  keep  costs  in  line, 
yet  otter  a  fine  range  of  options.  They're  a  good  fit."  To  learn  about  the  full  range  of  health 
care  plans,  call  your  Health  Net  Broker,  or  Health  Net  at  1-800-447-8812,  option  1. 
Orvisitwww.healthnet.com. 
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Health  Net 


A    BETTER    DECISION 


: 


O.tOA.and  POS  plans  are  offered  by  Health  Net  of  California,  Inc.  PPO  and  Flex  Net  plans  are  underwritten  by  Health  Net  Life  Insurance  Company.  Health  Net  of  California,  Inc.  and 
Ith  Net  Life  Insurance  Company  are  subsidiaries  of  Health  Net,  Inc.  ©  2007  Health  Net  of  California,  Inc.  Health  Net*  is  a  registered  service  mark  of  Health  Net,  Inc.  All  rights  reserved. 
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1  W31lt  to  keep  in  touch 
with  my  friends  and  family 
without  getting  a  call 
from  the  CFO. 


FREE 

HIGH-SPEED 

INTERNET 

& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?®  Do  you  want  to  chat  up  old 
friends  and  current  business  associates  or  leisurely  surf  the  webl 
Join  the  Wyndham  ByRequest*  program  and  enjoy  extras  like  free 
long  distance  and  high-speed  Internet. 

1.800.WYNDHAM   wyndham.com 


WYNDHAM 
HOTELS  AN 
RESORTS 


Wyndham  ByRequest*  benefits  are  available  at  participating  Wyndham  properties  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham.com. 


\ign  on  organ  donor  card...  I  did, 
nd  it's  the  best  contract  I  Ve  ever  had! 
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SUSAN  SARANDON 


National  Kidney  Foundation's  donor  card  is  a  contract  that's  very  special, 
have  a  great  impact  on  your  life... and  eventually  someone  else's  too. 

now,  nearly  90,000  Americans  are  on  a  waiting  list  for  organ  transplants. 
)  a  constant  shortage  of  donors,  the  list  grows  longer  and  thousands  more  wil 

why  I  signed  an  organ  donor  card,  and  I'm  asking  you  to  do  the  same, 
an  make  a  difference.  Contact  the  National  Kidney  Foundation  for  your  free 
'  card  and  to  learn  more.  Believe  me,  you'll  feel  like  a  star." 


d 


le. 


National  Kidney  Foundation 

1-800-622-9010  www.kidney.org 


Wondering  how  to  start  the  conversation  about 
drugs  and  a'conol  with  your  kids?  Go  to: 


^elo&l^ 


.or 

The  conversation  starts  he 


The  Partnership  •  for  a  Drug-Free  Ame 
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BY  ROBERT PARKER 


Sifting  Through 
The  Wines  of  Chile 


:  KNOWN  MOSTLY  for  chardonnay  and 
met  sauvignon,  vintners  in  Chile 
naking  interesting  wines  from  pinot 
sauvignon  blanc,  syrah,  and  even 
ndigenous  grape  carmenere.  My 
ague  Jay  Miller  recently  tasted  nearly 
hilean  wines  and  found  240  worthy 
.  Here  are  a  few  of  them. 


Iva  2005  Carmenere  Los 
Estate 

i.  This  cuvee  is  a  steal.  The  purple 
vers  a  superb  aromatic  array  of 
Dlack  fruits,  cinnamon,  mocha,  and 
d  has  enough  structure  so  you  can 
ow  or  any  time  over  the  next  10  to 
$7 

>-Macul  2005  Cabernet 
ion  Antiguas  Reservas 

i,  The  scents  from  this  deeply 
ab  are  toast,  spice  box,  cedar,  and 
ant.  On  the  tongue,  the  wine  is  spicy 
with  very  good  depth  and  a  long 
s  wine  should  evolve  for  several 
's  but  is  hard  to  resist  drinking 
.13 

ir  2005  Cabernet  Sauvignon 

.  This  bargain-priced  cabernet 
■-class  nose  of  black  currants  and 
m  layers  of  ripe  fruit,  and  three  to 
■of  aging  potential.  $13 

e|2006  Pinot  Noir  Limited 

;tn 

I.  One  of  the  finest  pinot  noir 
■the  market,  this  wine  features  a 
■quet  of  strawberry,  raspberry,  and 


rhubarb.  That's  followed  by  a 
silky  textured  wine  with  ripe  fruit 
and  good  acidity.  Drink  it  now 
through  2017.  $16 

Santa  Carolina  2006 
Sauvignon  Blanc  Nimbus 
Estate  Casablanca  Winery 
90  points.  The  splendid  nose 
of  minerals,  fresh  herbs,  citrus, 
and  lemon-lime  jumps  from 
the  glass.  This  single-vineyard 
wine  is  crisp  and  refreshing 
with  superior  depth  and 
concentration.  You  can  enjoy  it 
over  the  next  12  to  18  months.  $17 


RED  ALERTS  Casa 
SilvaandCousino- 
Macul  are  both 
outstanding  values 


Vina  Chocalan  2004  Gran 
Reserva 

91+  points.  This  Bordeaux-inspired  blend 
offers  a  dramatic  perfume  of  smoke,  toast, 
leather,  blueberry,  and  blackberry  liqueur. 
This  is  followed  by  a  fat,  sweet,  ripe  wine 
with  layers  of  spicy  flavors.  The  ripe  tannin 
indicates  it  should  continue  to  evolve  for 
another  three  to  four  years  and  drink  well 
through  2027.  $18 

Concha  y  Toro  2005  Syrah  Marques 

de  Casa  Concha 

91+  points.  Aged  for  16  months  in  French 


oak,  the  wine  offers  up  smoke, 
leather,  game,  and  blueberry 
scents  followed  by  a  supple 
texture,  ripeness,  and  complex 
layers.  $19 


Anakena  2005  Ona  Syrah 
89  points.  This  syrah  delivers  aromas  of 
smoke  and  game  along  with  blueberries  and 
violets.  There  is  a  generous  quantity  of  sweet 
fruit  and  a  solid  structure  in  the  style  of  a  well- 
made  Crozes-Hermitage.  Allow  two  to  three 
years  of  bottle  aging,  and  it  should  drink  well 
through  2020.  $20  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


s(d  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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This  Old 
Foreclosure 

Buying  directly  from  a  bank  avoids  some  risks, 
but  don't  expect  a  steal,  bylauren  young 


TIFFANY  AND  SCOTT  ROMERO  almost  passed  up 
the  five-bedroom  house  they  recently  bought  in 
the  San  Diego  suburb  of  Temecula,  Calif.  It  was 
hard  to  ignore  the  dead  lawn,  dirty  carpeting, 
scuffed  walls,  and  ugly  kitchen  tiles.  No  wonder 
the  house  had  been  sitting  vacant  for  five  months. 
But  the  property  was  in  a  good  school  district,  and  it 
was  in  foreclosure.  The  schools  drew  them  to  the  neighborhood,  and 
the  tenuous  status  of  the  house  gave  them  a  chance  to  shave  $25,000 
off  the  bank's  $465,000  asking  price,  which  was  already  $75,000 
lower  than  comparable  homes  sold  in  the  area  a  year  ago.  It  helped 


that  the  Romeros  were  buying  their 
property  directly  from  the  bank  that 
held  the  mortgage,  rather  than  pur- 
chasing it  sight  unseen  at  auction  or 
directly  from  a  distressed  homeowner. 
They  were  able  to  inspect  the  house  be- 
fore buying,  and  they  got  to  negotiate 
on  the  price. 


Anyone  else  hoping  to  take  advantage 
of  the  more  than  2.5  million  mortgages 
expected  to  go  into  foreclosure  this  year 
should  consider  the  same  strategy.  Until 
lately,  most  foreclosed  properties  were 
snapped  up  at  auction.  But  increasingly, 
they're  being  sold  by  real  estate  agents 
on  behalf  of  banks.  In  industry  speak, 


they  are  called  real-estate  owned 
ties  (REOs). 

Going  the  REO  route  has  fewer 
than  other  methods  of  buying 
closed  house.  With  an  REO,  "then 
tide  problems,  no  liens,  no  cloud; 
Todd  Beider,  co-author  of  The  C 
Idiot's  Guide  to  Foreclosures  anc 
dent  of  the  Real  Estate  Library,  ar 
resource  on  foreclosed  properties 
"The  homeowner  has  been  remc 
you  don't  have  to  evict  anyone, 
free  and  clear." 

The  changing  dynamics  of  t 
estate  market  are  a  big  reason  wr 
foreclosed  homes  are  ending  ut 
cal  agents'  hands.  In  the  past,  i 
tate  speculators  tended  to  buy  for 
properties  at  auction.  But  these  d 
pros  are  sitting  on  the  sidelines 
because  they're  tapped  out  on 
home  prices  will  continue  to  fa 
leaves  the  market  wide  open  for 
like  the  Romeros  who  are  lookir 
deal  on  a  place  to  raise  a  family' 
buyers  are  less  comfortable  bid  I 
an  auction;     to    accommodate! 
more  banks  are  selling  their  fon 
inventory  through  agents.  "Up, 
year  ago,  all  the  good  foreclosed  pr»; 
were  bought  off  the  courthouse  step 
Diane  Pelletier  at  Lancaster  Town  I 
try  Realty  in  Jacksonville,  Fla. 

That' s  great  news,  especially  si 
can  save  5%  to  15%  off  the  market  i 
buying  direcdy  from  a  lender.  Your  i 
is  to  find  one  with  extensive  REO 
ence  since  the  negotiations  with  I 
can  be  slow  going.  A  good  resoun 
National  REO  Brokers  Assn.  (nrb 
which  offers  a  database  of  agents  i 
by  state,  county,  and  Zip  Code. 

If  you  plan  to  take  out  a  mc 
it's  important  to  get  your  finarj    ig 
order  well  ahead  of  time.  "Mas 
you  have  your  loan  money  lim 
says  Sharon  Collins,  a  real  estat 


I 
II 


Unlocking  a  Bargain 


.0SUREF0RUM.COM  Lists  each  state's  foreclosure  laws,  hosts  a  bulletin  board 


)RG  Directory  of  names  and  numbers  of  county  courthouses  nationwide 


:0M  Database  of  who  sells  bank-owned  properties,  by  state,  county,  and  Zip  Code 


ALESTATELIBRARY.COM  Offers  tips  on  buying  foreclosed  properties 


1LAX  Realty  Consultants  in  Win- 
Jem,  N.C.  She  has  seen  many 
'.zle  in  recent  months  as  mort- 
mpanies  went  out  of  business. 
hk  selling  you  the  foreclosed 
/  is  generally  not  interested  in 
lg  it.  So  you  need  to  find  an- 
il  


other  lender  and,  if  possible,  even  get 
approval  for  a  backup  mortgage  in  case 
the  first  one  falls  through. 

In  this  dicey  market,  not  just  anyone 
can  swoop  in  and  snag  a  bargain.  Folks 
like  the  Romeros,  who  had  high  credit 
scores  and  the  ability  to  make  a  $100,000 


down  payment,  hold  the  power  when  ne- 
gotiating for  bank-owned  properties.  For 
the  Romeros,  sodding  the  lawn,  replacing 
the  tiles,  and  fixing  other  cosmetic  flaws 
cost  them  just  $10,000,  less  than  half  the 
money  they  knocked  off  the  price.  Even 
better,  they  got  the  bank  to  give  them  a 
one-year  warranty  on  the  property,  which 
has  already  covered  a  broken  air-condi- 
tioning unit.  So  while  they  didn't  make 
a  killing  in  the  foreclosure  market,  they 
came  out  comfortably  ahead  and  found  a 
great  place  to  live.  ■ 


BusinessWeek  weekend 


TELEVISION:  For  more  on  buying  homes  in  fore- 
closure, watch  our  weekly  TV  show,  BusinessWeek 
Weekend,  or  go  to  businessweekweekend.com 


If  good  things  come  to  those  who  wait, 
line  what  might  come  to  those  who  prepare. 


,-^*** 
—**^1 


Call  your  broker,  or  visit 
hartfordinvestor.com. 


Mutual  Funds 
401  (k) 

Annuities 
Life  Insurance 


Prepare  to  Live"  1HK 

Hartford 
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NYGREN  Choosing 
not  to  make  "results 
sound  better  than 


Straight  Talk 
About  Bad  Results 

Oakmark's  Bill  Nygren  on  his  letter  to  shareholders 
and  the  slumping  fund's  underlying  strength 


RARELY  DOES  A  FUND  MANAGER  call  attention  to  his 
fund's  "dreadful"  results.  But  that's  just  what  Oakmark 
Select  Fund  chief  Bill  Nygren  did  in  a  special  letter  to 
shareholders  dated  Aug.  16.  In  it  he  explains  why  the 
$6  billion  large-cap  value  fund  is  struggling  amid  the 
mortgage-market  mess.  "Performance  since  the  end  of  the  second 
quarter  has  been  dreadful,"  he  writes.  "Not  only  has  the  market 
declined  significantly,  but  our  fund  has  fared  meaningfully  worse." 
Personal  Finance  Editor  Lauren  Young  spoke  to  Nygren  about  the 
recent  events  that  prompted  his  unusual  missive. 
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Why  was  a  special  letter  necessary 

We  had  just  mailed  our  second 
ter  shareholder  reports.  Perfor 
through  the  second  quarter  was 
But  the  market  and  our  perfor 
changed  so  dramatically  in  the  fir 
of  the  third  quarter,  we  needed 
spond.  We  think  we  understand  wl 
market  is  concerned  about  in  the 
that  have  hurt  our  portfolio,  so  I  \ 
to  let  investors  know  why  we  sti 
conviction  in  the  investments  we  ( 


I 


I 


III 


is 

! 
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You  used  the  word  "dreadful"  to  de 
how  the  fund  did.  That's  pretty  har 
you  play  around  with  other  adjecth 

Unfortunately,  "dreadful"  is  an  ap; 
ate  word.  The  fund  is  down  about  < 
the  past  three  months,  and  we  are  jjj 
bottom  percentile  for  peer-group 
mance  for  the  past  one-year,  thre 
and  five-year  periods.  A  lot  of  tin 
industry  is  guilty  of  trying  to  spin  s 
in  a  way  that  makes  results  sound  q 
than  they  actually  are.  We  chose  ti 
the  other  direction. 

Are  investors  bailing  out  of  the  fun 

We've  seen  a  steady  dripping  oft  j 
for  several  years,  but  investors  { -  ^j 
running  for  the  exits.  I  get  e-maLi  i,( 
shareholders  asking  if  I  am  takings  ^ 
tage  of  the  market  weakness  to  bui  srf 
of  existing  holdings.  What  most  t  ^ 
don't  realize  is  that  we  are  basicak  ^ 
invested  at  all  times,  so  there's  nr  wj 
cash  to  buy  more  stocks  right  now  ^ 

irn 

A  primary  reason  the  fund  is  down'  -. 
much  is  because  Washington  Mutit  ■,- 
your  largest  holding.  Why  do  you  s;^ 
believe  in  the  company? 

The  concern  the  market  has  is  al. 
mortgage  holdings.  But  the  realil  jjje 
tion  of  Washington  Mutual  has  ve> 
to  do  with  mortgages.  We  like  its  g; 
strength  as  a  retail  bank.  When  yj 
at  the  size  of  losses  it  could  inci 
mortgages,  it's  not  enough  to  offsn 
the  value  being  added  on  the  depc 
of  ti]e  balance  sheet.  If  you  value 
ington  Mutual  with  the  same  kind 
mium  other  banks  get  for  depos 
get  a  number  that' s  substantially 
than  the  current  stock  price  of  { 
probably  worth  $50  or  $60  per  sh 


What  else  has  hurt  performance? 

We've  seen  credit  weakness  in  h 
like  JPMorgan  Chase  as  well  as  ret 
ness  at  Home  Depot  and  Liberty 
These  are  growing,  well-manage 
nesses.  We  are  prepared  to  wait  v 
market  recognizes  their  value.  ■  I 
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DIT  RATING 

EAK  A  PEEK 
YOUR  REPORT 

TANDARDS  for  loans  and 
iges  are  getting  tougher.  Last 
)  qualify  for  the  lowest  interest 
:onsumers  needed  a  credit  score 
ast  650  points  out  of  a  possible 
ow,  credit  companies  say  the 
lp  to  680.  On  a  15-year,  $50,000 
equity  loan,  for  example,  that 
nean  the  difference  between  a 
10.2%  or  11.7%. 
^oid  higher  rates  or  outright 
:>n,  go  online  and  grab 
ee  yearly  credit  report  at 
CreditReport.com.  The  site, 
orovides  results  from  all  three 
eporting  agencies  (Experian, 
hion,  and  Equifax),  will  let  you 
l? you're  being  penalized  for  late 
fits  or  if  you  may  have  missed 
redit  problems. 

,  go  to  myfico.com  and  check  out 
?t  widely  used  credit  score— the 
?ore  provided  by  Fair  Isaac,  a 
d  data  giant.  For  $15.95,  you 
pi  how  you  rank  compared  with 
ould-be  borrowers  and  get 
rom  the  main  credit  bureaus. 
it  ratings  are  below  par,  the  best 
)oost  your  borrowing  profile  is  to 
l-time  payments  and  to  keep  your 
ird  balances  below  35%  of  their 
t  will  take  six  months  to  a  year 
score  to  improve  dramatically, 
lile,  don't  open  new  cards  or  rush 
a  bunch  of  them.  Both  actions 
iff  alarm  bells. 
'mily  Thornton  and  Lauren  Young 


TAXES 


Energy  Breaks 


IF  YOU'VE  POSTPONED  buying  new 
storm  windows  or  insulation,  now  is 
the  time  to  do  it.  And  if  s  not  just  to 
get  everything  in  place  before  winter. 
A  federal  tax  credit  for  these  energy- 
saving  measures  expires  at  yearend, 
and  neither  the  House  nor  Senate 
version  of  the  pending  energy  bill 
extends  the  break.  The  credit  amounts 
to  10%,  up  to  $500  total,  of  the  cost 
of  insulation,  storm  windows,  and 
certain  energy-saving  roofs. 

If  you  want  to  go  solar,  however, 
Congress  has  given  you  an  extra 
year  to  reduce  your  tax  bill.  You  now 
have  until  the  end  of  2008  to  claim 
a  credit  for  up  to  30%  of  your  costs, 


FINANCIAL  PLANNING 


to  a  maximum  of  $2,000,  for  buying 
and  installing  certified  solar  heating 
panels,  a  solar  water  heater,  or  a 
qualified  fuel- cell  electricity  generator 
in  any  residence  you  own. 

The  one  caveat  for  these  credits: 
You  cannot  claim  either  of  them  if  you 
wind  up  having  to  pay  the  alternative 
minimum  tax,  which  is  triggered 
if  various  deductions  reduce  your 
regular  income  tax  below  an  amount 
set  by  the  Internal  Revenue  Service. 
For  other  details  on  energy  credits,  go 
to  irs.gov  and  type  "energy  policy  act" 
in  the  search  box.  To  see  if  your  state 
offers  a  tax  break,  check  the  database 
at  dsireusa.org.  -Ellen  Hoffman 


MOST  PERSONAL  FINANCE  software  focuses  on  keeping  track  of 
expenses,  managing  investments,  or  creating  a  retirement  plan.  But  a  new 
program  called  Financial  Fate  helps  you  peer  into  the  future  to  see  whether 
you're  headed  for  a  comfortably  solvent  life— or  bankruptcy.  Developed 
by  Aydren  Simmons  and  Monty  Hothersall,  former  corporate  cash- 
flow experts,  Financial  Fate  first  asks  you  to  enter  10  categories 
of  data,  such  as  income,  mortgage,  other  debt,  annual  expenses, 
investments,  and  projections  for  future  years.  The  software  then  tells  you 
how  you  will  end  up  financially.  By  making  adjustments,  such  as  increasing 
your  projected  income,  you  can  see  what  you  must  do  to  achieve  your 
desired  results.  The  program  is  $69.95  at  financialfate.com.  -Ellen  Hoffman 
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BY  GENE  G.  MARCIAL 

AS  TRADING  VOLUMES  GROW,  FEES  RISE  AT  NYSE  EURONEXT. 
WILL  A  NEW  CANCER  DRUG  MAKE  ACCESS  INTO  BUYOUT  BAIT? 
NEOSTEM  STORES  ADULTS'  OWN  CELLS  FOR  FUTURE  THERAPY. 
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READY  TO 
RECOVER? 

STOCK  PRICE  (DOLLARS) 


Is  the  Big  Board  a  Buy? 

FRENZIED  VOLATILITY  and  high  trading  volume 
are  usually  friends  of  the  New  York  Stock  Exchange, 
but  shares  of  NYSE  Euronext  (NYX)  have  slumped  in 
spite  of  the  recent  credit-liquidity  crisis.  NYX,  formed  by  the 
2006  merger  of  the  New  York  Stock 
Exchange  and  Euronext,  gains  from 
increased  transaction  fees  as  trading 
volume  spikes.  NYX  runs  cash  equity 
exchanges  in  five  countries  and  six 
derivative  markets  worldwide.  But  its 
stock,  which  hit  112  last  November,  up 
from  its  May  offering  price  of  61.50,  has 
since  slumped  to  72.67.  Carl  Birkelbach 
of  Birkelbach  Investment  Securities 
says  investors  are  shying  away  because 
NYX  is  still  digesting  the  purchase  of 
Euronext.  And  some  also  worry  that 

NYX  may  make  another  acquisition.  But  the  falling  price  has 
spurred  Birkelbach  to  buy.  "The  stock  is  very  undervalued,"  he 
says,  because  earnings  are  on  the  rise.  In  fact,  second-quarter 
results  were  boosted  by  higher  volume.  Birkelbach  sees  the 
stock  at  90  this  year,  extrapolating  from  his  2008  earnings 
estimate  of  $3.48  a  share.  In  2007,  he  expects  $2.45,  up  from 
$1.36  in  2006.  Jason  Wiley  of  Standard  &  Poor's  says  NYX  has 
positioned  itself  to  meet  increasing  global  competition,  and 
Euronext  helps  to  broaden  the  footprint.  He  rates  NYX  a  buy. 
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Why  Access 
Could  Turn  Heads 


TINY  ACCESS  PHARMACEUTICALS  (ACCP)  may  get  a  call 
from  France's  Sanofi-Aventis.  Access  was  trading  over  the 
counter  at  2.95  when  featured  in  this  column  in  February. 
Soon  it  shot  to  10,  buoyed  by  expectations  that  ProLindac,  its 
chief  product,  a  platinum-based  drug  for  ovarian  and  colorectal 
cancer  now  in  phase  II  clinical  trials,  could  be  a  blockbuster. 
The  stock  has  since  dropped  to  3.85,  because  of  profit  taking. 
But  the  oudook  for  Access  and  ProLindac  has  vasdy  improved, 
says  Steven  Rouhandeh,  CEO  of  SCO  Financial  Group,  which 
owns  a  30%  stake.  Access  added  four  new  cancer  drugs  to  its 
pipeline  from  its  acquisition  of  Somanta  Pharmaceuticals. 
And  ProLindac,  he  adds,  could  attract  attention  from  Sanofi, 
which  owns  Eloxatin,  the  leading  platinum  drug  for  colorectal 
cancer,  a  $2.5  billion  market.  Esteban  Cvitkovic,  in  charge  of 
developing  Eloxatin  at  Sanofi,  has  since  joined  Access  as  vice- 
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chairman  for  Europe  and  senior  director 
for  oncology  clinical  R&D.  Sanoffs 
Eloxatin  patent  has  expired  in  several 
European  countries;  In  the  U.S.,  its 
major  patent  expires  in  five  years.  Kevin 
Raidy  of  health-care  hedge  fund  H4 
Capital,  which  owns  close  to  5%,  expects 
Sanofi  will  be  interested  in  ProLindac. 
Access  CEO  Steve  Seiler  says  other  big 
drugmakers  have  "expressed  interest." 
Sanofi  declined  comment. 

A  Stem-Cell  Bank 
Is  Drawing  Interest 

THE  IDEA  OF  USING  ADULTS'  own  stem  cells  to 
treat  diseases,  such  as  leukemia,  is  drawing  investoi 
attention.  They're  looking  at  NeoStem  (NBS),  a  tiny 
outfit  that  specializes  in  collecting,  processing,  and  storing 
stem  cells  from  healthy  adults  for  their  personal  medical  ui 
It  has  applied  for  a  patent  on  its  technology  using  adult  eel 
to  treat  specific  ailments.  "NeoStem  has  innovative  techno 
whose  value  will  surely  be  enhanced 
as  new  applications  for  stem  cell 
therapies  continue  to  emerge,"  says 
John  Pappajohn,  president  of  Equity 
Dynamics,  which  owns  shares.  Its  stock, 
now  at  5.00,  started  trading  on  the 
American  Stock  Exchange  on  Aug.  9  at 
5.15  a  share  after  a  l-for-10  reverse  split. 
Walter  Prendergast  of  Paradigm  Capital 
Management,  which  owns  shares,  says 
stem  cells  represent  one  of  the  most 
exciting  areas  for  investors.  "They  can 
influence  how  diseases  are  treated," 
he  says.  With  its  processing  and  storage  lab  in  California  a 
collection  facilities  using  NeoStem's  technology  in  four  mi 
cities,  "we  are  well  positioned  for  growth,"  says  CEO  Robii 
Smith.  Some  investors  see  the  stock  hitting  9  in  a  year. 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com/inv< 

p.m.  EST  on  the  magazine's  publication  day.  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  mves 
banking  or  other  financial  relationships  with  them. 
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COMMENTARY 

Will  he  or  won't  he?  The  markets 
moved  with  the  perceived 
probability  of  Federal  Reserve 
Chairman  Ben  Bemanke 
announcing  a  cut  in  the  fed 
funds  rate.  The  modest  results 
in  the  Fed's  Beige  Book  made  a 
rate  cut  seem  less  likely.  Coupled 
with  soft  employment  numbers 
and  weak  existing-home-sales 
figures,  the  uncertainty  sent 
stock  prices  tumbling  143  points. 

Data:  Bloomberg  Financial  Markets.  Reuters 

MUTUAL  FUNDS 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  SEPT.  5 
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THE  WEEK  AHEAD 


INTERNATIONAL  TRADE  Tuesday, 
Sept.  11,  8:30  a.m.  EDT  »  The  July 
trade  deficit  is  expected  to  have 
widened  to  $59.3  billion.  That's 
the  median  forecast  among 
economists  polled  by  Action 
Economics.  In  June  the  deficit 
narrowed  to  $58.1  billion. 
FEDERAL  BUDGET  Thursday, 
Sept.  13,2  p.m.  EDT »  The  federal 
government  likely  ran  a  $53  billion 
deficit  in  August,  down  from  its 
$64.2  billion  deficit  a  year  ago. 


U.S.  MARKETS 

SEP"  5 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P500 

1472.3 

0.6 

3.8 

12.1 

Dow  Jones  Industrials 

13.305.5 

0.1 

6.8 

16.0 

NASDAQ  Composite 

2606.0 

1.7 

7.9 

18.1 

S&PMidCap400 

864.9 

1.2 

7.5 

14.3 

S&PSmallCap600 

416.8 

0.7 

4.2 

11.8 

DJ  Wilshire  5000 
SECTORS 

14,304.2 

0  8 

41 

12.6 

BusinessWeek  50* 

844.9 

0.7 

5.8 

13.9 

BW  Info  Tech  100** 

511.1 

2.0 

14,2 

29.0 

S&P/Citigroup  Growth 

686.3 

1.1 

5.2 

12.6 

S&P/Citigroup  Value 

7S3.4 

0.1 

2.5 

11.7 

S&P  Energy 

546.9 

2.8 

20.1 

26.5 

S&P  Financials 

443.2 

-0.6 

-9.5 

-0.4 

S&P  REIT 

176.8 

1.7 

-11.1 

-2.5 

S&P  Transportation 

276.9 

-0.2 

5.0 

13.2 

S&P  Utilities 

197.1 

0.2 

5.6 

13.5 

S&PGSTI  Internet 

212  9 

3.2 

6.6 

22.0 

PSE  Technology 

952.4 

1.8 

8.8 

17.3 

GLOBAL  MARKETS  septs  week 

S&P  Euro  Plus  (U.S.  Dollar)        2123.1  27.4 

London  (FT-SE 100)  6270.7  2.3 

Paris  (CAC  40)  5551.6  0.6 

Frankfurt  (DAX)    7588.0  2.0 

Tokyo  (NIKKEI  225)  16,158.5  0.9 

Hong  Kong  (Hang  Seng)  24  069  2  4.6 

Toronto  (S&P/TSX  Composite)13.683.3  1.4 

Mexico  City  (IPC)  30  309  6  3.7 


% 

YEAR! 
DATE 

6f 

0.8 
0.2 
15.0 
-6.2 
20.6 
6.C 
16.5 


SEPT  4 
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FUNDAMENTALS 

S&P  500  Dividend  Yield  1.82% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  172 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14.8 

First  Call  Earnings  Revision*  -1.491  o 

TECHNICAL  INDICATORS  sept  4 

S&P  500  200-day  average  1459.0 

Stocks  above  200-day  average  42.0% 

Options:  Put/call  ratio  0.89 

Insiders:  Vickers  NYSE  Sell/buy  ratio  1.47 


WEEK  AGO 

1.90% 

16.6 
14.3 

-1.32% 


AGO 
'.2, 


WEEK  AGO 

1457.; 

34.0% 
1.1 

1.55 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


LAST  12 

MONTHS  % 


Oil  &  Gas  Refining 

15.5 

Internet  Retailers 

96.0 

Oil  &  Gas  Equipment 

13.0 

Tires  &  Rubber 

92  4 

Constr.  &  Engineering 

11.5 

Divsfd.  Metals  &  Mining 

77.9 

Fertilizers  &  Ag.  Chems. 

10  0 

Auto  Parts  &  Equip. 

58.1 

Retail  REIT's 

9.4 

Constr.  &  Engineering 

51.8 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                          %        52-WEEK  TOTAL  RETURN                      % 
LEADERS                                                          LEADERS 

Pacific/Asia  ex-Japan  Stk. 

73 

Pacific/Asia  ex-Japan  Stk. 

66.6 

Specialty-Real  Estate 

11 

Latin  America  Stock 

51.5 

Specialty-Technology 

5.0 

Diversified  Emerging Mkts. 

42.3 

Specialty-Financial 

LAGGARDS 

45 

Specialty-Communications 

LAGGARDS 

30.6 

Bear  Market 

-5.7 

Bear  Market 

-135 

High  Yield  Muni 

-2.3 

Japan  Stock 

-1.9 

Japan  Stock 

-L2 

High  Yield  Muni 

00 

WORST-PERFORMING  LAST 

GROUPS  MONTH  % 

Real  Estate  Mgt.  &  Dvpt.  -13.0 

Homebuilding  -12  5 

IT  Consulting  -12.2 

Health-Care  Facilities  -8.9 

Commerical  Printing  -7.2 


Homebuilding 
Agricultural  Products 
Gold  Mining 
Electric  Mfg.  Svcs. 
Home  Furnishings 


Specialty-Precious  Metals 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

iSharesF 
DireXn.; 
ProFds.( 
ProFds.( 

LAGGARD 

Regions 
Regions 
Regions 
ProFds.  UftSh.  Emrg.  Mkts.  Svc.  -17.4 


SEPT  5 

WEEKAGC 

4.97% 

4.93 

4.34 

3.97 

4.01 

4.14 

4.47 

4.55 

4.78 

4.88 

6.41 

6.30 

tl 

AGO 


iSharesFTSEXha.Ch.25ldx.     17.4 

AIM  China  1 

121.2 

DireXn.  Sm.  Cap  Bull  2.5X         143 

AIM  China  A 

120.5 

ProFds.  Oil  Equip.,  Svcs.  Inv.       14.8 

AIM  China  C 

1183 

ProFds.  Oil  Equip..  Svcs.  Svc.      14.7 

LAGGARDS 

AIM  China  B 

LAGGARDS 

1183 

Regions  Morg.  Kgn.  S.  Hi  Inc.  A  -21.7 

Prof*.  UtSh.  Emrg.  Mkts.  Svc. 

-58.3 

Regions  Morg.  Kgn.  S.  Hi  Inc.  1  -21.7 

ProFds.  UltSh.  Emrg.  Mkts.  Inv. 

-573 

Regions  Morg.  Kgn.  S.  Hi  Inc.  C  -21.6 

DireXn.  Emrg.  Mkts.  Bear  2X 

-513 

52-WEEK  TOTAL  RETURN  % 

LEADERS 

AIMChiru 
AIM  Chin. 
AIM  Chin. 
AIM  Chin 

LAGGARD! 

ProFds.  UR 
ProFds.  Uri 
DireXn.  Ei 
DireXn.  NASDAQ  100  Bear  25X  -423 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS  1 

Taxable  equivalent  yields  on  AAA-rated 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.BOND 

General  Obligations 

4.01% 

Taxable  Equivalent 

5.73 

Insured  Revenue  Bonds 

4.22 

Taxable  Equivalent 

6.03 

RETAIL  SALES  Friday,  Sept.  14, 
8:30  a.m.  EDT  »  August  retail 
sales  probably  climbed  0.3%, 
after  a  0.3%  gain  in  July.  Less 
motor  vehicles,  sales  probably 
rose  0.3%,  after  a  0.4%  increase. 
CURRENT  ACCOUNT  Friday,  Sept. 
14,  8:30  a.m.  EDT  »The  second- 
quarter  current  account  deficit 
most  likely  narrowed  to  $191.7 
billion,  from  $192.6  billion. 
EXPORT-IMPORT  PRICES  Friday, 
Sept.  14,  8:30  a.m.  EDT  »  Import 


prices  are  expected  to  have  risen 
0.4%  in  August,  following  a  1.5% 
jump  in  July  led  by  a  7%  surge  in 
petroleum  prices.  The  export  price 
index  probably  crept  up  0.2%  for 
a  second  straight  month. 
INDUSTRIAL  PRODUCTION  Friday, 
Sept.  15,  9:15  a.m.  EDT »  Factory 
output  probably  grew  0.3%  for  a 
second  straight  month  in  August. 
The  forecasted  increase  in 
production  is  expected  to  keep  the 
capacity  utilization  rate  at  81.9%. 


The  BusinessWeek  productioi 
improved  to  311.1  for  the  weei 
Aug.  25  and  stood  9.5%  abovi 
year-ago  level.  Before  calcula 
the  four-week  moving  averagi 
index  fell  to  311.4. 


BusinessWeek  .com 


ONLINE:  The  Company  Insif 
Center  lets  you  dig  into  data 
than  350.000  companies-[ 
and  private— worldwide.  Fire 
company  resource  on  the  frf 
at  investing.businessweek.c 

For  the  BVV50,  more  investrt 
data,  and  the  components  c 
the  production  index  visit 
businessweek.com/extras 
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Creating  a  single  platform 
for  National  Grid's  multiple  buyers 
with  multiple  technologies.That's 


certainty 


o 

TATA 


National  Grid,  that  owns  and  operates  an  array  of  electricity  transmission  and  gas  distribution 
operations  across  the  UK,  wanted  to  sell  four  of  its  gas  distribution  networks. Timely  delivery  of 
quality  data  was  the  most  crucial  aspect  of  the  separation  process.  As  one  of  the  world's  fastest 
growing  technology  and  business  solutions  providers, Tata  Consultancy  Services  (TCS)  managed 
this  complex  data  migration  process  by  adapting  to  the  varied  technology  landscape  and 
extraction  schedule  of  each  buyer.  TCS  also  worked  with  other  vendors  and  built  a  common 
migration  platform  which  reduced  costs  and  simplified  the  process.  And  of  course,  enabled 
National  Grid  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 
To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


SPECIAL  ADVERTISING   SECTION 


Add  a  Vacation 
to  a  Business  Trip 

Can  you  remember  when  business  travel  was  considered  a  perk  of  the  job  I 
than  a  penalty?  With  all  the  negative  publicity  about  the  hardships  of  travel  t 
days  -  it's  no  surprise  that  86  percent  of  corporate  flyers  surveyed  by  Orbitz 
they  consider  business  travel  "more  difficult  than  it  was  two  years  ago." 


If  your  job  involves  lots  of  torturous  travel,  you 
deserve  time  off  to  recover.  But  you're  not  getting 
it:  American  workers  get  less  vacation  time  than 
their  counterparts  in  other  first-world  countries  - 
an  average  of  1 4  days  a  year,  according  to  an 
Expedia.com  survey,  vs.  24  in  Britain  and  26 
in  Germany. 

A  study  by  Leisure  Trends  Group  found  that 
U.S.  workers  in  mid-career  -  age  35  to  44  - 
only  use  half  their  allotted  vacation  days. 
Managers  and  professionals  are  entitled  to  the 
most  days  off  -  an  average  of  25  a  year  -  but 
they  only  take  13. 

Even  when  they  do  take  time  off,  white-collar 
workers  increasingly  take  the  job  along.  An 
AP-lpsos  poll  this  year  found  that  20  percent  of 
Americans  brought  laptops  along  on  vacation, 
while  1 9  percent  did  some  work  on  vacation  and 
20  percent  checked  office  voicemails. 

If  business  is  increasingly  part  of  your  leisure 
travel,  what's  wrong  with  taking  some  leisure  time 


during  your  business  travel?  If  you  can't  t 
yourself  to  take  a  whole  week,  why  not  t; 
a  few  days  when  you're  traveling  on  busii 
Don't  expect  the  company  to  pay  for  it,  t 
would  give  you  a  chance  to  spend  some 
and/or  hotel  points  that  are  burning  a  hoi 
your  account. 

A  National  Business  Travel  Associate 
found  that  almost  two-thirds  of  road  warr 
tack  some  time  off  onto  at  least  one  bus; 
trip  a  year.  And  a  growing  number  bring  the1 
spouse  and/or  kids;  they  did  so  on  1 4  per: 
all  business  trips  during  2006,  according 
travel  researchers  D.K.  Shifflet  &  Associa 
up  27  percent  from  2000. 

"After  9/1 1 ,  we  found  that  families  rea 
wanted  to  spend  more  time  together  as  o 
to  the  typical  business  travel  before  that,  \ 
travelers  were  on  the  road  more  and  seei 
kids  less,"  notes  John  Lee,  VP  brand  marl 
Embassy  Suites. 


Plenty  of  Space  for  the  Family 

Rather  than  squeezing  the  family  into  a  standard  hotel 
room,  consider  booking  a  business  hotel  with  plenty  of  space 
and  lots  of  amenities  for  you,  your  spouse  and  children.  At 

Embassy  Suites,  a  member 
of  the  Hilton  family,  "We 
have  real  two-room  suites, 
and  in  the  living  room  we 
have  queen  sleeper  sofas 
where  kids  have  their  own 
space,  their  own  TV  and 
Nintendo,"  notes  John  Lee, 
VP  brand  marketing. 

Most  local  ions  have  indoor 
pools  and  all  provide  a  hot, 


cooked-to-order  breakfast  and 
a  manager's  reception  every 
evening  at  no  extra  cost,  he  said. 

A  real  plus  for  families  is 

Embassy  Suites'  "Kids-Eye 

View"  program:  The  company 

surveyed  hundreds  of  local  kids 

in  dozens  of  cities  around  its  system,  so  each  hotel  a 

guests  information  on  the  most  "kid-popular"  activit 

and  attractions  nearby  -  everything  from  kids'  favor 

museums  to  preferred  venues  for  pizza.  "This  has  b( 

wildly  successful  -  and  it  really  helps  out  Mom  and  1 

Lee  said. 

Embassy  Suites  has  almost  200  locations  in  North 
and  expects  to  have  300  by  2010. 

Visit:  www.embassysuii 


NOT  UNTIL  NOW  HAS  YOUR 
FAMILY  BEEN  SO  EXCITED 
FOR  YOU  TO  LEAVE  TOWN. 

Stay  at  Embassy  Suites  Hotels®  for  your  next  business  trip  and 
invite  your  family  along  for  an  extended  visit.  Everyone  can 
spread  out  in  your  spacious,  two-room  suite  and  enjoy  our 
complimentary,  cooked-to-order  breakfast  in  the  morning.  And, 
we  have  our  evening  Manager's  Reception*  waiting  for  you  at 
day's  end.  Just  some  of  the  many  ways  Embassy  Suites  Hotels 
puts  extra  thought  into  everything  we  do. 

EVERYTHING  FOR  A  REASON 


EMBASSY     SUITES 
HOTELS® 


EMBASSY  SUITES  OFFERS   ^)   COMPLIMENTARY,  COOKED-TO-ORDER  BREAKFAST,   Q   TWO-ROOM  SUITES, 
pFamily  Q  OPEN-AIR  ATRIUMS  AND   (^  EVENING  MANAGER'S  RECEPTION* 

:ATIONS  AND  RESERVATIONS,  PLEASE  VISIT  EMBASSYSUITES.COM  OR  CALL  800-EMBASSY  FOR  OUR  BEST  RATES.  GUARANTEED. 


ktate  and  local  laws.  Must  be  of  legal  drinking  age.  <s/2007  Hilton  Hospitality.  Inc 
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Here  are  some  tips  to  consider  if  you  decide 
that  business  travel  and  personal  down  time  don't 
have  to  remain  mutually  exclusive. 

Don't  worry  about  staying  in  touch. 

Can't  go  a  day  without  checking  your  email?  Don't 
let  that  deter  you.  No  matter  where  you  go,  odds 
are  Internet  access  will  be  there  -  and  increasingly,  it 
will  be  wireless.  The  last  frontier  was  the  cruise  ship: 
For  decades,  going  to  sea  meant  being  out  of  touch, 


unless  you  sprung  for  $10  a 
minute  for  a  ship-to-shore 
phone  call.  Today,  major  lines' 
ships  have  computer  rooms 
where  passengers  can  email 
and  surf  the  Web;  many  offer 
in-cabin  WiFi  connections,  too. 

Choose  your  routing  with  a 
stopover  in  mind. 

If  your  business  destination 
offers  various  connecting  pos- 
sibilities, route  yourself  through 
a  place  you  want  to  visit  on  the 
way  back.  With  major  U.S. 
airlines  adding  extra-long  non- 
stops  to  points  in  Asia  and  the  Middle  East,  travelers 
may  overlook  the  fact  that  many  foreign  airlines  offer 
low-cost  or  free  stopovers  in  their  hubs.  For  example, 
Air  Tahiti  Nui  has  TiareTahiti  Stopover  fares  that 
let  you  spend  time  in  Tahiti  on  the  way  to  or  from 
Australia  or  New  Zealand;  it  also  has  reduced  hotel 
rates,  starting  as  low  as  $50  per  person  per  night  at 
top  resorts.  And  keep  an  eye  on  your  preferred  airlines' 
websites  for  special  promotions  that  might  let 
you  bring  someone  along  -  e.g.,  British  Airways 


currently  offers  a  free  roundtrip  companion  ti 
(see  sidebar)  with  certain  full-fare  purchases 

Look  for  family-friendly  deals. 

When  the  kids  come  along  for  your  leisure  ex 
try  to  book  lodging  that  offers  special  incentK 
or  amenities  for  family  visits.  Many  resort  ho 
especially  during  school  vacation  periods,  er 
guests  with  offers  like  a  second  room  for  the 
50  percent  off;  free  participation  in  their  supe 
children's  activity  programs;  and  even  free  m 
kids  when  they  dine  at  the  hotel  with  parents 
yet,  opt  for  extra  family  space  by  booking  an  I 
hotel  like  Hilton's  Embassy  Suites. 


Expectation:  A  good  night's  rest. 

Enjoy  the  comfort  of  our  180°  fully  flat  bed. 


Expectation:  In-flight  cell 

Our  cellar  is  expertly  sourced  so  wine  tas 
great  at  35,000  ft. 


1- 

UJ 

UJ 

5 
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DREAMS 


NEW  YORK 


LONDON 


your  hotel  stay  -  or  move  to  a  more 
lone. 

ss  takes  you  to  an  urban  location,  why  not 
weekend  instead  of  going  through  Friday 
n  rush  hour  at  the  airport?  Have  the  spouse 
jt  to  join  you  for  a  leisurely  couple  of  days 
the  galleries,  museums  and  restaurants  you 
last  on  your  way  to  the  week's  appointments. 
),  be  sure  to  adjust  your  hotel  reservation  - 
Is  generally  offer  lower  rates  Friday  through 
nights  than  on  weeknights.  Or  consider  new 
if  you've  spent  the  business  part  of  the  week 
lolithic  corporate/convention  hotel. 

siness  takes  you  to  an 
ri  location,  why  not  stay 
weekend  instead  of  going 
igh  Friday  afternoon 
hour  at  the  airport? 


im  Glab  is  a  business  travel  specialist  and  frequent 

■  to  various  consumer,  trade  and  online  publications. 

Jundberg  &  Associates  Inc,  NYC 

I  by:  Meigs  Media  Group,  Inc.,  Millerton,  NY 

i@meigsmedia.com 
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Best  Deals  to  the  Best 
Places  for  Work  and  Play 

Got  business  in  the  U.K.  or  Europe?  London 
is  a  prime  destination  for  leisure  extensions,  and 
British  Airways  has  plenty  of  relevant  offers. 

"Almost  all  our  fares  offer  a  free  stopover  in  London,"  said  Ian  Davies,  VP 
consumer  sales/North  America.  The  airline  also  has  infant  and  children's 
discounts  on  most  fares.  Using  your  miles  in  British  Airways'  Executive  Club 
for  your  spouse  or  kids  could  be  tough  in  summer,  but  "there  are  plenty  of 
opportunities  in  the  shoulder  and  off-peak  months,"  Davies  notes. 

The  airline  has  a  special  offer  through  December  for  users  of  its  British  Airways 
Visa  card:  Buy  a  full-fare  first-class,  business-class  or  premium-economy  ticket 
from  the  U.S.  to  any  of  its  destinations,  and  get  a  free  companion  ticket. 

British  Airways  also  offers  "a  great  set  of  packages  with  business-or  first-class 
air  fare  included,  along  with  five-star  hotel  accommodations  in  London,"  Davies 
adds,  if  you  stay  at  least  three  nights.  The  packages  include  airport  transfers 

and  theater  tickets.  In  fact,  British 
Airways  offers  deals  on  London  hotels 
in  all  categories.  "Because  London  is 
our  home  city,  we  have  great  bargaining 
power  with  the  hotels  there,  so  we've 
always  got  great  rates,"  he  said. 

Visit:  www.britishairways.com 


fetation:  Pre-flight  meals. 

our  lounge  before  take-off  so  you  can 
ninterrupted  on  your  flight. 


'N'  DINED 


Guarantee:  Exceed  your 
business  class  expectations. 

From  the  comfort  of  our  fully  flat  beds  to  our 
world-class  in-flight  service,  we  guarantee 
to  exceed  your  expectations  when  you  fly 
round-trip  transatlantic  in  Club  World'" 
business  class.  If  we  don't,  let  us  know  why 
and  we'll  upgrade  you  to  FIRST  to  London 
the  next  time  you  fly  in  Club  World  from  the 
U.S.  or  give  you  25,000  BA  Miles,  enough 
for  a  domestic  award  ticket. 

register  now  at  ba.com 


Upgrade  to 
BRITISH  AIRWAYS 


CALCULATE 
YOUR  SAVINGS 

TO  THE  ENVIRONMENT. 
TO  YOUR  BOTTOM  LINE. 
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For  logistics  managers, 
SmartWay  can  add  up 
to  7%  in  fuel  savings. 

SmartWay'Transport  helps  shippers 

and  for-hire  carriers  lower 

greenhouse  gases  and  other 

emissions,  while  at  the  same  time 

giving  the  average  truck  a  tuel 

savings  ot  $2,000  per  year. 

To  find  out  more  about  this  new 

partnership,  call  for  your  info  kit 

at  1-734-214-4767  or  log  onto 

www.epa.gov/smartwaylogistics. 

^*\x  SmartWay 

Transport  Partnership 

Getting  There  With  Cleaner  Air 


A  new  voluntary  program  from  the 
U.S.  Environmental  Protection  Agency 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant, 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 
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THE  OFFICIAL  MBA  FAIRS 


topmba.com 

Miami 

9/12 

Chicago 

9/27 

5  of  the  "Top  30"US 

Washington  DC 

9/15 

Los  Angeles 

9/29 

chools*  and  all  top 

New  York 

9/16 

San  Francisco 

10/2 

iropean  and  Canadian 
:hools  take  part 

Boston 

9/20 

Seattle 

10/4 

the  Tour 

Toronto 

9/23 

Houston 

10/6 

•source  BusinessWeek 

Atlanta 

9/25 

Also  Fairs  in:  Latin  America  •  Europe  •  Asia  Pacific  •  India  &  M.East. 


Dur  invitation 

>  meet  admissions  officers  and  alumni 

over  1  80  of  the  world's  top  business  schools 


WHAT'S  ON  OFFER 

•  $340,000+  of  exclusive 
scholarships  plus  funding  advice 


GMAT  and  Admissions 
Strategy  Workshop 

•  Sample  MBA  MasterClasses 
from  top  professors 

•  Careers  Panel  with 
MBA  recruiters  &  alumni 

v       •  Free  TopMBA  Career  Guide 
\^  for  first  100  visitors 


Register  now  to  ensure  your  place 

www.topmba.com 

cc  nr« .««   cm  ««  tkn  Annr 


$5  pre-reg,  $10  at  the  door 


kisinessWeek 


Participating  schools  on  the  Tour  include: 

N. America:  Babson  •  Berkeley  •  Boston  •  Carnegie  Mellon 
Columbia  •  Cornell  *  Darden  •  Denver  •  Duke-Fuqua 
Emory  •  Fletcher-Tufts  •  Fordham  •  Georgetown 
G.Washington  •  Indiana  •  Iowa  •  Ivey  •  Kellogg-Schulich 
Kogod  •  Maryland  •  Michigan-Ross  •  Michigan  State 
Notre  Dame  •  NYU-Stern  •  Pittsburgh-Katz  •  Purdue 
Queen's  •  Rice  •  Rochester  •  S.Carolina-Moore  •  Simmons 
SMU-Cox  •  Texas-Austin  •  Thunderbird  •  Toronto  •  Tuck 
U.Miami  •  UC  Irvine  •  UCLA  •  USC-Marshall  •  Vanderbilt 
Wake  Forest  •  Washington  •  Wharton  •  Yale  •  York 

Rest  of  the  World:  Bocconi  •  Copenhagen  •  EM  Lyon 
ESADE  •  ESSEC  •  HEC  MBA  •  Hong  Kong  U.  •  IE  -  Ins.  de  Emp. 
IESE  •  IMD  •  INSEAD  •  London  Bus.  Sch.  •  MelbourneBS 
MIP  •  NUS  •  Nyenrode  •  Oxford  •  RSM  Erasmus  •  UC  Dublin 
Warwick 

Exec  MBA  Villages:  Chicago  EMBA  •  Columbia  EMBA 
Duke  EMBA  •  Fordham  EMBA  •  Georgetown  EMBA 
IESE  GEMBA  •  INSEAD  EMBA  •  Kellogg-Schulich  •  NYU  EMBA 
oneMBA  •  TRIUM  •  Wharton 


BusinessWeek's  Fall  2007 
Advanced  Education 
Advertising  Opportunities 

From  MBA  and  Executive  Education  programs  to  E-Learning  and  Design  Schools, 
BusinessWeek  is  the  ideal  environment  to  introduce  innovative  new  programs  to  a  global 
professional  audience  that  is  motivated  to  succeed.  Fall  is  a  prime  time  to  reach  and 
influence  your  best  prospects,  and  deadlines  are  fast  approaching. 


MBA  Expo 

Design  Schools 

Best  Executive  Education 

E-Learning 

Small  Biz 


Issue  Date 


October  3  (live) 

October  15 
November  12 
November  26 
December/January 


China  B  School  Report/BW  China  December 


Closinq  Date 


September  27 

September  17 
September  24 
October  12 
November  2 
November  5 


learn  more  about  flexible  advertising  opportunities  and  integrated  packages,  contact: 
mail:  patrice  serret@businessweek.com     Telephone:  212-512-2121 


fhe  McGrawHill 


BusinessWeek! 


IdeasBooks 


Name  That  Demographic 

MICROTRENDS  The  Small  Forces  Behind  Tomorrow's  Big  Changes 

By  Mark  J.  Penn  with  E.  Kinney  Zalesne;  Twelve;  425pp;  $25.99 


Mark  J.  Penn  still  revels  in  the  moment 
11  years  ago  when  he  identified  what 
became  known  as  Soccer  Moms.  He  was 
working  with  President  Bill  Clinton  as 
a  pollster  at  the  time  and  looking  for 
voters  who  had  not  yet  made  up  their 
minds.  Busy  suburban  working  mothers 
may  not  have  been  a  huge  group  in 

terms  of  raw  numbers,  but  they  were 
affluent  and  influential— at  least  in  the 
political  arena.  Now  Penn,  currently 
worldwide  CEO  of  public-relations  firm 
Burson-Marsteller  and  chief  adviser  to 
the  Presidential  campaign  of  Senator 
Hillary  Clinton  (D-N.Y.),  has  gone  in 
search  of  other  intriguing  niche  groups. 
The  result  is  the  delightful  and  fast-paced 
Microtrends:  The  Small  Forces  Behind 
Tomorrow's  Big  Changes. 

Critics  might  say  the  book  appeals 
primarily  to  a  niche  group  of  readers 
suffering  from  attention  deficit  disorder. 
There  are  15  short  chapters,  each  of  which 
is  divided  into  a  few  subchapters,  with 
75  groups  profiled  in  total.  That  gives 
Microtrends  a  breezy  feel  and  spares  Penn 
the  burden  of  having  to  know  too  much 
about  any  particular  subject.  But  the  book 
rarely  degenerates  into  superficiality, 
in  part  because  Penn  adopts  a  clear  point  of  view  in  each 
chapter,  backs  it  up  with  compelling  statistics,  and  inserts  his 
personal  experience  where  relevant. 

Penn's  central  premise  is  that  the  Internet,  changing 
lifestyles,  and  other  factors  now  sliver  the  world  into 
hundreds,  if  not  thousands,  of  groups.  That  much  we 
already  know.  But  instead  of  being  frustrated  by  such 
fragmentation— as  many  trend-spotters  and  marketers  no 
doubt  are— Penn  makes  it  his  mission  to  document  emerging 
groups  and  assess  what  their  impact  might  be. 

He  starts  with  the  perennially  crowd-pleasing  topic  of  love, 
sex,  and  relationships.  Here  he  explains  why  so  many  women 
now  stay  single  (too  few  straight  men,  among  other  things— a 
problem  compounded  among  African  Americans  by  the 
high  incarceration  rates  of  black  men)  and  how  this  group  is 
becoming  a  potent  force  in  everything  from  home  ownership 
to  investing.  He  also  looks  at  the  rise  of  so-called  Cougars, 
or  women  who  date  younger  men.  Penn  attributes  this  trend 
less  to  the  advent  of  Botox  than  to  "the  natural  instinct"  to 
trade  one's  success  for  sexually  attractive  partners.  He  also 
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documents  the  crumbling  stigma  attached  to  office  rorm 
Some  of  Penn's  ideas  are  rather  familiar.  I,  for  one,  hai 
a  lot  about  people  choosing  to  work  past  retirement,  exn 
commuters,  and  the  growing  number  of  stay-at-home  w 
What's  more,  Penn  occasionally  stretches  a  bit,  as  when 
suggests  the  rise  of  Pro-Semites.  His  essential  thesis:  "T 
in  America,  Jew-loving  is  a  bit  of  a  craze."  As  evidenced  1 
appetite  for  Seinfeld  reruns  and  Madonna's  love  of  Kabb 
Maybe,  but  the  numbers  of  non-Jews  on  the  Jewish  datir 
JDate  may  say  more  about  the  state  of  online  matchmak  ' 
than  about  a  sudden  attraction  to  one  group. 

Such  offbeat  analysis,  though,  makes  the 

fun.  Take  the  chapter  on  Southpaws  Unboui 

As  one  whose  tendency  toward  left-handedr 

was  discouraged  at  Catholic  school  in  the  19 

I  was  fascinated  to  see  the  documented  rise  I 

people  who  identify  as  left-handed,  not  to  mi 

research  that  suggests  kids  born  to  women  I 

are  128%  more  likely  to  be  lefties  than  those 

women  in  their  20s.  Old  New  Dads  (Penn  is  j 

Pet  Parents  (who  treat  pets  as  substitute  chili 

and  Black  Teen  Idols  (young  African  Amerkr 

superachievers)  offer  similar  food  for  thouglf 

Not  all  the  groups  are  worthy  of  celebrat 

In  "A  Disproportionate  Burden,"  for  exam 

Penn  chronicles  the  rise  in  morbid  obesity- 

the  high  mortality  rates— among  black  woi 

There's  also  a  large  enough  subset  of  peop! 

who  undergo  multiple  facelifts  or  makeove 

to  warrant  a  chapter  on  Surgery  Lovers.  ArA 

section  on  Educated  Terrorists  won't  give  c 

to  readers,  either. 
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An  ex-pollster 
tracks  groups 
like  Surgery 
Lovers  and 
Pro-Semites  * 
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With  a  Presidential  rac, 
full  heat,  any  good  Demo 
pollster/author  has  to  coi 
the  state  of  politics.  Penn 
that  section  brief.  In  the  i 
illuminating  part,  he  lool  ,. 
at  the  substance-style  dvi 
between  the  classes  in  ju< 
candidates.  Mainstream, 
^^^^^^^™  middle-class  voters,  he  s: 

home  in  on  issues  such  a 
care,  education,  and  the  Iraq  war.  The  more  privileged  ^ 
secure  in  their  home  ownership,  health  insurance,  anc 
to  private  schools— are  more  interested  in  the  superfic 
aspects  of  candidates'  personalities.  Some  observers  ir 
dwell  on  the  lack  of  awareness  among  the  elite  crowd. 
Penn  focuses  on  the  majority,  noting  that  most  "voters 
are  not  fools."  That's  what  you  might  expect  a  Democi 
consultant  to  say,  but  his  sleuth-like  love  of  seeing  the 
behind  the  numbers  makes  you  believe  him.  ■ 

-By  Diane 
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Staying  on  the  Fast  Track 

Leadership,  Innovation,  Performance 

6-7  November  2007,  China  World  Hotel,  Beijing 


ompetitive  markets  challenge  the  ability  of  any  company  to  stay  on  the  fast  track, 
rformance  expectations  riding  high,  how  will  you  continue  to  deliver?  How  should 
ifine  your  business  model  to  create  sustainable  competitive  advantage?  It  is  true 
j  cannot  outpace  change,  but  you  can  outhink  it.  So  join  us  at  The  11th  Annual 
'um  and  learn  from  business  leaders,  global  CEOs  and  policy  makers  as  they  share 
ice  and  ideas  over  two  days  of  intense  discussion,  dialogue  and  debate. 

|ht.  Insight.  Onsite.  At  The  1 1th  Annual  CEO  Forum. 

Speakers 

Robert  A.  Mundell,  professor,  Columbia  University  and  1999  Nobel  Laureate  for 
:s,  United  States 
ushid  Al  Zayani,  chairman,  Alzayani  Investments,  Bahrain 

»iardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 
e  han,  chairman,  Hang  Lung  Properties,  Hong  Kong 
■Ihu  Pao,  president,  Platts,  United  States 

terrier,  chief  executive  officer,  Fonterra  Co-operative  Group,  New  Zealand 
len,  chief  executive  officer,  DHL  Express,  Germany 

oost,  chief  executive  officer,  Philips  Consumer  Electronics,  The  Netherlands 
ing,  executive  director,  Tata  Sons,  India 

r,  group  head,  Client  Relationships,  Standard  Chartered  Bank,  Singapore 
Mazumdar  Shaw,  chairman  and  managing  director,  Biocon  Group,  India 
•fei  Jiafu,  president  and  chief  executive  officer,  COSCO  Group,  People's  Republic  of  China 
!>i,  chief  executive  officer,  SOHO  China,  People's  Republic  of  China 
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Strategic  partnership  enquiries 

Alan  Wong:  Tel  (852)  2151  8220 
Email:  alan.wong@dnmstrategies.com 


Speaking  opportunities 

Priscilla  Poon:  Tel  (852)  2581  0142 
Email:  pnscilla.poon@dnmstrategies.com 


Participant  registration 

Karen  Lee:  Tel  (852)  2151  8215 
Email:  karen.lee@dnmstrategies.com 


For  agenda  go  to:  www.dnmstrategies.com 


IdeasOutsideShot 

BY  CHRISTINE  TODD  WHITMAN 


The  Case  for  Nuclear  Power 


I  am  addicted  to  electricity.  So  are  you.  And  so  is  your  business.  We  live 
an  "always  on"  world— air  conditioners,  streetlights,  TVs,  PCs,  cell  phor 
and  more.  And  with  forecasts  that  we'll  need  40%  more  electricity  by  2( 
determining  how  we  can  realistically  feed  our  energy  addiction  without! 
ruining  our  environment  is  the  critical  challenge  of  the  new  century 


Of  course,  we  could  buy  energy-saving  appliances  or 
drive  fuel-efficient  cars.  We  can  recycle  cans,  bottles,  and 
newspapers.  We  can  even  plant  carbon-absorbing  trees.  But, 
no  matter  how  much  we  may  wish  they  would,  these  acts  by 
themselves  won't  satisfy  our  energy  demands.  To  do  that,  we 
need  a  diverse  energy  mix  that  takes  a  practical,  rather  than 
emotional,  approach. 

Enter  nuclear  energy.  Nuclear  alone  won't  get  us  to  where 
we  need  to  be,  but  we  won't  get  there  without  it.  Despite  its 
controversial  reputation,  nuclear  is  efficient  and  reliable. 
It's  also  clean,  emitting  no  greenhouse  gases  or  regulated 
air  pollutants  while  generating  electricity.  And  with  nuclear 
power,  we  get  the  chance  to  preserve  the  Earth's 
climate  while  at  the  same  time  meeting  our 
future  energy  needs. 

The  cost  of  failing  to  meet  these  needs  will  be 
steep.  The  global  economy  relies  on  world-class 
power  grids  to  trade  stocks,  to  communicate 
instantly,  and  to  buy  and  sell  around  the  clock. 
If  anything  points  to  the  frustrating  effect  that 
a  failed  power  grid  can  have  on  profits,  it's  the 
San  Francisco  power  outage  that  took  down 
Silicon  Valley  enterprises  like  Craigslist  and 
Netflix  in  July.  Although  it  only  cost  them  two 
hours  of  online  business,  that  minor  power  blip 
illustrates  how  a  lack  of  electricity  can  render 
even  a  tech-sawy  company  impotent. 

Nuclear  power  also  provides  a  valuable  tool 
for  businesses:  cost  stability.  Unlike  other  power  suppliers, 
nuclear  plants  buy  their  uranium  at  set  prices  three  years 
in  advance.  And  uranium  prices  comprise  just  26%  of 
production  costs  at  nuclear  plants;  by  comparison,  coal 
accounts  for  78%  of  costs  at  coal-fired  plants.  So  despite 
big  increases  in  uranium  prices  over  the  past  three  years, 
industry  production  costs  have  remained  low,  at  less  than  2$ 
per  kilowatt-hour  (a  quarter  of  those  at  gas-fired  plants). 

Moreover,  many  of  the  management  woes  that  gave  the 
early  nucleai  business  a  black  eye  have  finally  been  overcome 
The  Tennessee  Valley  Authority  recently  demonstrated 

Views  expressed  in  Ouiside  Shot  are  solely  those  of  contributors. 
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It's  a  chance 
to  meet  our 
future  energy 
needs  while 
preserving 
the  Earth  s 
climate 


the  industry's  ability  to  manage  large  capital  projects  b; 
successfully  refurbishing  the  Browns  Ferry  1  reactor  in 
Alabama  and  returning  it  to  commercial  operation.  The 
five-year  project  was  completed  on  time  and  very  close  \ 
budget.  Also,  U.S.-designed  reactors  have  been  built  in  I 
four  years  in  Asia,  and  new  nuclear  plants  on  the  drawi 
board  for  installation  here  in  America  will  be  licensed  b 
Nuclear  Regulatory  Commission  under  a  speedier  proc 
that  should  be  far  more  efficient  than  the  one  in  place  v 
the  104  nuclear  facilities  operating  today  were  licensed  i 
But  this  streamlined  process  will  not  compromise  nui 
safety  and  security.  The  NRC  holds  nuclear  reactors  tot 
highest  safety  and  security  standards  of  ar 
American  industry.  (The  Bureau  of  Labor 
Statistics  finds  that  accident  rates  at  nuclei 
plants  are  lower  than  in  the  manufacturing 
real  estate,  or  finance  industries.)  A  two-df 
national  security  simulation  in  Washingto 
D.C.,  in  2002— conducted  by  the  Center  fo 
Strategic  &  International  Studies— conclw 
nuclear  plants  "are  probably  our  best  defe 
targets."  And  because  of  their  advanced  di 
and  sophisticated  containment  structures, 
U.S.  nuclear  plants  emit  a  negligible  amoi 
of  radiation.  Even  if  you  lived  next  door  to 
nuclear  power  plant,  you  would  still  be  ex. 
to  less  radiation  each  year  than  you  would 
receive  in  just  one  round-trip  flight  from  I> 
York  to  Los  Angeles. 

Here's  the  reality:  The  U.S.  needs  more  energy,  and 
need  to  get  it  without  further  harming  our  environmer 
Everything  is  a  trade-off.  Nothing  is  free,  and  nuclear  f 
are  not  cheap  to  build  (although  costs  should  drop  as  v 
build  more  of  them).  But  we  have  a  choice  to  make:  We 
can  either  continue  the  30-year  debate  about  whether' 
should  embrace  nuclear  energy,  or  we  can  accept  its  pr 
advantages.  Love  it  or  not,  expanding  nuclear  energy  n 
both  environmental  and  business  sense.  ■ 

Christine  Todd  Whitman,  former  Environmental  Prota 
Agency  chief,  is  co-chair  of  the  pronuclear  CASEnergy  Co 
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ation  to  business  and  tax  valuation,  Duff  &  Phelps 
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BY  JACK  AND  SUZY  WELCH 


Opportunity  is  Knocking 


Is  the  current  mortgage  crisis  the  beginning  of  the  end  for  the 
U.S.  economy? 

-Jacques  Wullschleger,  Jupiter,  Fla. 

Do  you  mean,  is  the  sky  finally  falling?  We  wouldn't  blame 
you  for  putting  your  question  that  way,  given  the  market's 
volatility  over  the  past  few  weeks  and  the  spate  of  highly  public 
bankruptcies,  such  as  those  at  New  Century  and  American 
Home  Mortgage,  and  the  recent  closure  of  the  respected  hedge 
fund  Sowood  Capital  Management.  And  that's  not  to  mention 
the  big  private  equity  deals  that  are  hanging  precariously  or, 
like  last  week's  sale  of  Home  Depot's  wholesale  supply  unit, 
being  sharply  renegotiated  at  the  11th  hour. 

No,  we'd  only  blame  you  if  your  question  meant  you  were 
thinking  of  running  for  cover  right  now,  or  worse,  hunkering 
down.  Because  for  many  individuals  and  companies,  right  now 
happens  to  be  the  perfect  time  to  venture  out— in  fact,  to  get 
aggressive.  Forget  Chicken  Little.  Think  "Holy  Cow!"  That's 
what  you'll  be  saying  when  you  see  the  once-in-a-lifetime 
deals  that  are  suddenly  popping  up  all  over  the  place.  The 
strategic  acquisitions  that  never 
seemed  possible  before.  The 
warehouses  of  assets  selling 
at  massive  discounts.  Every 
economic,  industry,  or  business 
crisis  inevitably  spawns  such 
extraordinary  opportunities. 
You  just  have  to  have  the 
foresight  to  be  looking  for  them 
and  the  guts  to  grab  them. 

Look,  we're  not  saying  you 
shouldn't  worry  about  the 
current  unsettled  environment. 
Two  months  ago  in  this 
column,  we  noted  that  the  era 
of  low-cost  money  was  swiftly 

coming  to  a  close  and  that  there  would  certainly  be  painful 
consequences  for  many  banks,  private  equity  firms,  and 
individual  investors.  But  in  our  view,  this  credit  crisis  is  just  a 
financial-sector  crunch,  not  an  economic  Armageddon.  Like 
all  cycles,  this  one  will  play  itself  out  in  several  months  or  a 
year— two  years  at  the  most.  Think  of  the  savings  and  loan 
industry  debacle  in  the  1980s,  the  Mexican  peso  devaluation 
in  '95,  the  Asian  financial  crisis  in  '97,  and  the  bursting  of  the 
tech  bubble  in  2000.  All  of  those  dislocations  came,  wreaked 
havoc,  and  eventually  got  cleaned  up  by  market  forces  with 
some  form  of  government  intervention.  Without  question, 
that  will  happen  this  time  around  too,  and  the  reason  for  this 
certainty  is  the  fundamental  strength  of  the  underlying  global 
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The  current 
credit  crisis 
will  pass.  And 
so  will  the 
rewards 
awaiting  the 
courageous 


economy.  Yes,  it  may  be  entering  a  period  of  slower  gro 
but  thanks  to  record  levels  of  economic  interdepended  I 
activity,  it  is  more  resilient  than  ever. 


WHICH  IS  WHY  NOW  IS  THE  PERFECT  TIME  to  take  the  big 
swings.  The  rewards  can  be  huge,  even  disruptive— in  ii 
best  sense  of  the  term.  Case  in  point  is  Bank  of  Ameriaj 
recent  $2  billion  investment  in  Countrywide  Financial 
leading  mortgage  banker  that  was  facing  a  liquidity 
credibility  crisis.  The  deal  not  only  delivered  short-te: 
profits  to  Bank  of  America  but  also  allowed  it  to  leapfk 
the  mortgage  business  and  opened  the  gateway  to  a  flo 
new  deposits.  In  one  maneuver,  Bank  of  America  expa: 
its  market  share  and  enhanced  its  industry  profile,  basi 
changing  its  competitive  position. 

Bank  of  America,  of  course,  is  not  a  solitary  examplel 
Japanese  banking  woes  of  the  early  '90s  gave  numeroi 
companies,  including  AIG,  Ripplewood  Holdings,  and 
Citigroup,  a  chance  to  pick  up  assets  at  attractive  price 
enter  a  market  that  had  long  been  closed  to  them.  Tho; 
bets— made  in  a  real  doomsday-like  environment— tur 
out  to  be  big  winners  as  Japan  recovered.  Similarly, 
Enron  blowup,  Warren  Buffett  was  able  to  take  a  posit 
in  its  pipeline  business  at  a  deeply  discounted  price,  a 
with  a  surefire  payoff.  GE  was  also  able  to  get  a  good  p 
on  Enron's  wind  power  assets,  allowing  it  to  jump-sta: 
alternative  energy  business.  Indeed,  business  history  i; 
with  stories  of  seemingly  perilous  risks  that  turned  ou 
prescient  moves.  The  point  is,  anyone  can  invest  in  a  C 
just  as  hordes  invested  in  the  subprime  housing  marki 
the  past  few  years.  Such  bandwagon  investing  is  easy,  i 
so  much  harder,  but  so  much  more  rewarding,  is  inves 
in  the  wreckage  of  a  trend  that's  been  brought  to  a  hal 
own  excesses.  Talk  about  a  gold  mine. 

Now,  obviously,  no  one  in  business  savors  a  downru 
personal  cost  is  always  too  high;  people  can  lose  their 
and  their  homes.  Sometimes  they  have  to  move  or  stai 
or  both.  But  the  incontrovertible  fact  of  capitalism  is,  i 
ebb  and  flow.  Industries  contract  and  collapse.  Bankri 
occur.  Cycles  happen.  Most  companies  take  advantage 
obvious  opportunities.  That's  well  and  good.  But  thev 
of  tomorrow  are  often  those  who  take  advantage  of  ev 
opportunity,  including  those  that  arise  when— or  beca 
the  sky  is  falling.  ■ 

Jack  andSuzy  Welch  bok  forward  to  answering  your  questi 
about  business,  company,  or  career  challenges.  Please  e-mai 
at  thewelchway@businessweek.com.  For  their  weekly  f 
go  to  businessweek.com/search/podcasting.htm. 


t  about  China?  There  is  great  opportunity  in  China,  but  it  takes  experience  to  find  it.  Since  1991, 
gan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets. 
/ere  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
de  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
rience,  access  and  insight  to  work  for  you. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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Is  your  IT  system 


!Q 


<"N  This  is  your  wake-up  call.  Your  business  is  at  the  mercy  of  your  IT  system,  but  Fujits 
^^■^  developed  solutions  to  help  you  avoid  the  huge  losses  caused  by  system  downtime.  Fujitsu's 
reliable  servers  and  storage  systems  withstand  harsh  conditions  while  providing  back-up  you  can  cou 

With  our  long  history  of  excellence  behind  you,  you  can  rest  easy.>« 

extensive  knowledge  and  experience  gained  by  Fujitsu  as  a  mainframe 
supercomputer  manufacturer  is  reflected  in  our  enterprise  servers  and  stc 
The  mission-critical  PRIMEQUEST  servers  offer  high  reliability  and  availabilit1 
system  mirror  function  to  help  prevent  data  loss,  while  the  ETERNUS  st 
systems  provide  24/7  access  continuity.  The  ETERNUS  SF  software  f 
enhances  the  availability  by  providing  double  and  triple  data  backup  functior 

When  you  can't  afford  downtime,  rely  on  Fujitsu.  As  the  third  largi 
services  company  in  the  world,  Fujitsu  never  rests.  In  fact,  we  spent  U 


With  ETERNUS  SF  software, 

ETERNUS  storage  systems 

comprise  integrated  solutions 

that  you  can  count  on 

around  the  clock. 


i^flSc 


ble  as  you  think? 


on  research  and  development  in  FY2006.  It's  our  job  to  provide  rock- 
pliability  by  finding  solutions  to  problems  of  which  you  may  not  yet  be 
For  more  information  visit  our  website. 

EQII  ESX  A  new  standard  for  business-critical  computing  in  Linux  and  Windows. 
N  II  S  World-class  storage  systems  for  the  most  demanding  business  environments. 
M  \\  5  3  f   Advanced  software  that  enables  business  continuity  by  simplifying  the  storage  system  and  data  management. 


js  at  us.fujitsu.com/reliable 


; 

No,  you're  not  dreaming. 
PRIMEQUEST  servers  really 
do  combine  the  economy  of 
open-standard  systems  with 
the  reliability  of  a  mainframe. 

FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


u  Limited  All  rights  reserved  Fujitsu,  the  Fujitsu  logo,  PRIMEQUEST.  ETERNUS  and  ETERNUS  SF  are  trademarks  or  registered  trademarks  of  Fujitsu  Limited  in  United  States  and  other  countries  Windows  is  a  registered 
ift  Corporation  in  the  United  States  and,  or  other  countries.  Linux  is  a  registered  trademark  ol  Linus  Torvalds  in  the  United  States  and  other  countries  All  other  company/product  names  mentioned  may  be  trademarks  or 
arks  ol  their  respective  holders  and  are  used  for  identification  purposes  only. 
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IN  THE  WORLD  OF  DIGITAL  PRODUCTION  PRINTING, 
I  CAN  PROVIDE  A  NEW  LEVEL  OF  IMAGE  QUALITY  THAT  RIVALS  OFFSET 

WITHOUT  SACRIFICING  PRODUCTIVITY. 


THE  CANON  IMAGEPRESS  C7000VP 


PRODUCE.  PERSUADE.  PERFORM.  ON  PAPER. 


gePRESS™ 

mon.com  1-800-OK-CANON 


fed  trademark  and  IMAGEPRESS  is  a  trademark  of  Canon  Inc.  in  the  United  States  and  may  also  be  registered  trademarks  or  trademarks 
IMAGEANYWARE  is  a  trademark  of  Canon.  ©  2007  Canon  U.S.A.,  Inc.  All  rights  reserved.  Product  shown  with  optional  accessories. 


Since  1856,  we  have  focused  on  bringing  new  perspectives  to  our  clients.  It's  a  tradition 
based  on  analyzing  both  your  specific  needs  and  the  international  markets  to  identify 
future  opportunities  for  you.  By  creating  solutions  ideally  suited  to  your  particular  goals, 
we  can  help  you  get  wherever  you  want  to  go. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


Credit  Suisse 
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Your  changing  business  is  connected  to  a  wide  variety  of  computing  devices 

is  connected  to  new  threats  that  attack  those  devices 
is  connected  to  the  power  of  one  comprehensive,  integrated  solution 
to  manage  their  security. 


Symantec  Endpoint  Protection.  The  next  generation  of  security  from  the  leader  in  antivirus. 

New  threats  require  new  means  of  protection.  Antivirus  alone  is  no  longer  enough.  That's  why  we've  combined  our 
proven  security  and  advanced  threat  prevention  technologies  with  our  Network  Access  Control  capabilities  in  a  singl 
agent,  managed  by  a  single  console.  Now  you  can  have  maximum  security  in  a  smaller,  less  intrusive  product  that 
makes  it  easier  for  you  to  help  protect  every  endpoint  in  your  company.  Visit  symantec.com/sep 


Confidence  in  a  connected  world. 
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Innovations  from  Siemens  can  be  found  everywhere.  From  the  underground  substation  in 
California  to  the  advanced  clean  coal  technology  used  for  generating  power.  And  as  a  leading 
supplier  of  power  and  energy  solutions,  our  focus  is  on  developing  technology  that  is  more 
powerful,  more  efficient,  more  competitive  and  more  environmentally  compatible.  We  are 
constantly  investing  in  research  and  development  to  meet  the  country's  ever-changing 
energy  demands  and  push  our  technology  to  the  highest  possible  limits.  At  Siemens,  our 
innovations  have  the  power  to  make  a  difference  in  our  planet's  future. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

Hendrick's 

J30/750ml 

Most^^y 
FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 

HENDRICK'S 


HENDRICK'S 

DISTILLED     m*J     BOTTLED      IN      SCO    II    A   N    l> 
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What's  Hot  This  Week  A 

BusinessWeeLcorr 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com,  where  you  will  also  find  the  online-only  highlights  noted  below 
as  well  as  additional  stories,  interviews,  and  slide  shows. 


Now,  the  Managing  Channel 

Your  career.  Your  team.  Your  company.  Your  board  of  directors. 
Depending  on  where  you  are  in  your  professional  life,  you  have  to 
manage  one  or  more  of  these.  That's  why  BusinessWeek.com  is 
launching  the  Managing  Channel.  This  section,  which  replaces  our 
Careers  Channel,  allows  us  to  provide  deeper  coverage  on  topics 
related  to  your  work  life.  We'll  have  exclusive  video  from  Jack  and  Su 
Welch,  columns  from  such  experts  as  leadership  guru  John  Maxwe 
executive  coach  Marshall  Goldsmith,  Bill  George,  author  of  True 
North,  and  Rick  Wartzman,  director  of  the  Drucker  Institute.  We'll 
also  have  interactive  case  studies  and  multimedia  classrooms.  Look  for  ai 
expansion  of  our  award-winning  franchise,  Best  Places  to  Launch  i 
Career,  too,  including  community-building  forums.  Soon,  you'll  se< 
coverage  on  executive  recruitment,  crisis  management,  and  team 
building,  and  a  database  of  the  most  influential  headhunters  in  the 
world.  Go  to  businessweek.com/managing  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CUCKER  THIS  WEEKEND  FOR:  Best  places  to  launch  a  career  I  Lawn  care  gets  even 
greener  I  Phone  alternatives  I  Teaching  kids  about  money  I  Check  your  local  TV  listings  for  program  c 
and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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wtorola.com 


profession: PILOT     career: ACTO 


J  J I 


People  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John 
Travolta  is  also  a  seasoned  pilot  with  more  than  5,000  flight  hours  under 
his  belt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing 
747-400  Jumbo  Jet.  He  nurtures  a  passion  for  everything  that  embodies 
the  authentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded 
in  1884,  Breitling  has  shared  all  the  finest  hours  in  aeronautical  history. 
Its  chronographs  meet  the  highest  standards  of  precision,  sturdiness  and 
functionality,  and  are  all  equipped  with  movements  that  are  chronometer- 
certified  bv  the  COSC  (Swiss  Official  Chronometer  Testing  Institute). 
One  simply  does  not  become  an  aviation  supplier  by  chance. 

'■...-■'."■, 
For  your  nearest  authorise!  retailer  please  call  800  641  73 
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"It  is  like  looking  a  client  in  the 
eye  and  telling  them  that  their 
child  is  ugly.  It  is  not  what 
people  want  to  hear." 

David  Rosenberg,  chief  economist  at  Merrill  Lynch, 

on  talking  about  the  possibility  of  a  recession,  following 

the  recent  jobs  decline,  as  reported  by  the  Financial  Times. 
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[t  Isn't  Just 
burSpace  Anymore 


S  PEOPLE  MAKE  social-networking 
sites  a  bigger  part  of  their  lives— 
swapping  weekend  updates  with 
lends  or  creating  business  profiles- 
ley' re  leaving  behind  a  vast  trail  of 
psonal  data.  A  crop  of  new  companies 
»s  sprung  up  to  pull  that  information 
gether— and  make  a  buck  from  it. 
Around  30  startups,  with  such  fanciful 
imes  as  Rapieaf,  Spock,  and  Wink,  are 
ilding  services  that  specialize  in 
ftcking  people  and  their  reputations, 
»d  sites  where  people  can  edit  their 
pal-network  profiles  from  one  hub.  As 


they  fan  out,  these  companies  are  raising 
questions  about  what  privacy  means 
now  that  every  experience  or  memory  is 
fodder  for  sharing  online. 

Finding  information  about 
people  on  the  Internet  is  hardly 
new.  What's  different  is  that 
much  of  the  rich  repository 
of  data  that  individuals  are 
creating  about  themselves  on 
social-networking  sites,  blogs, 
and  video-  or  photo-sharing  services  is 
increasingly  being  collated  and  massaged 
for  a  variety  of  purposes.  So  much  for  the 


Meet  the 
companies 
that  troll 
social 
networks 


idea  of  sharing  with  a  select  group  of  like- 
minded  souls. 

Take  what  happened  at  Spock,  a 
people-search  service  that  launched 
last  month  and  has  indexed  100  million 
people.  Spock  created  a  screen  for  folks 
on  Facebook  to  fill  out  about  themselves 
and  their  friends.  Only  problem:  Many 
participants  took  it  as  a  joke  and  called 
one  another  prostitutes  and  pimps. 
Those  terms  popped  up  as  descriptions 
under  Spock  profiles. 

The  fiasco  underscored  a  broader 
problem.  Anyone  who  registers  on 
Spocks  site  can  add  photos  or  short  de- 
scriptions to  any  profile.  Spock  members 
vote  on  whether  the  description  remains, 
and  the  person  being  profiled  may  be 
outvoted.  To  get  objectionable  informa- 
tion removed,  users  have  to  contact 
Spock.  Spock  says  that  it  has  ways  to  pre- 
vent abuse,  including  e-mail  alerts  when 
changes  are  made  to  your  profile. 

Some  sites  argue  they're  actually 
giving  people  more  control.  Rapieaf, 
which  says  it  has  built  up  50  million 
personal  profiles  from  information  on 
MySpace,  Amazon.com's  Wishlists,  and 
Facebook,  lets  people  track  their  own 
and  others'  reputations  online.  Enter 
an  e-mail  address  and  a  profile  comes 
back  "graded,"  based  on  data  the 
company's  software  scooped  up,  as  well 
as  on  the  address  holder's  job  title,  the 
e-mail  account's  domain,  and  ratings 
from  others  on  Rapieaf.  Users  can  edit 
their  profiles  and  block  certain  private 
information. 

Most  social  networks  let  members 
block  people-search  engines  by  marking 
parts  of  their  profiles  as  private.  But  few 
bother  with  those  controls.  And  even 

when  profiles  are  accurate,  they 
may  be  used  in  ways  people 
don't  want.  Another  Rapieaf 
service,  TrustFuse,  sells  personal 
information  to  companies  to 
match  with  their  own  lists  for 
marketing  and  sales.  Currendy 
Rapieaf  doesn't  sell  the  data 
it  collects  from  the  users  of  its  own 
consumer  sites.  But  its  privacy  policy 
leaves  that  option  open.    -Heather  Green 
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TELLING 
LITTLE 
GREEN  LIES 

Green  living— everything  from 
recycling  to  buying  organic 
food  or  cloth  diapers— is  a 
hot  issue  in  Britain.  Some 
56%  of  1,580  people  polled 
in  July  and  August  by  insurer 
Norwich  Union  said  living  an 
ecologically  irresponsible  life 
was  as  much  a  taboo  these 
days  as  drunk  driving. 

That  may  explain  why  a 
staggering  90%  of  those 
surveyed  said  they  had  lied 
to  friends  and  neighbors 
about  living  in  an  earth- 
friendly  way. 


INDIA  INC. 

SUBPRIME 
HITS  THE 
SUBCONTINENT 

AMERICA'S  subprime 
mortgage  woes  are  slowing 
the  pace  at  some  of  India's 
fastest-growing  outsourcers. 
On  Aug.  17,  about  two  weeks 
after  the  crisis  hit,  WNS 
Global  Services  told  analysts 
it  was  lowering  its  forecast 
for  the  year. 

The  reason:  Loan- 
processing  work  from 
Tucson's  First 
Magnus  Financial 
and  eight  other 
distressed  lenders 
was  drying  up.  In 
response,  WNS 
lopped  $16  million 
from  its  original 
2007  projected  sales  estimate 
of  $307  million.  "It  is  just  a 
temporary  blip,"  said  CEO 
Neeraj  Bhargava.  Investors 
weren't  convinced:  WNS 


Firms  that 
process 
mortgage 
loans  have 
seen  a  falloff 


shares  fell  16%,  to  18.75,  after 
the  conference  call. 

Mumbai's  WNS  wasn't 
the  first  to  be  affected. 
Back  in  January,  iGate 

Global  Solutions  in 
Bangalore  warned 
investors  that 
clients  such  as 
GreenPoint  Mortgage 
(which  filed  for 
bankruptcy  on 
Aug.  20)  were 
sending  iGate  fewer  loan 
applications  to  process.  So 
iGate,  too,  reduced  revenue 
forecasts  in  response. 
The  good  news?  The 


Women  were  most  likely 
to  feel  pressure  to  cut  their 
carbon  footprint.  Less 
than  half  the  men  said  a 
green  lifestyle  was  a  social 
requirement  in  Britain. 

What  prompts  so  many 
to  prevaricate  rather  than  go 
green?  One-fifth  of  survey 
participants  said  they  didn't 
know  how  to  make  their  lives 
more  eco-responsible.  And, 
says  James  Dalby,  a  fund 
development  manager  at 
Norwich  Union,  almost  half 
said  that  sustaining  such  a 
lifestyle  was  too  expensive. 
-Mark  Scott 
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THE  DEAL  MILL 

BALM  FOR  BUYOUT  ANGST? 

COULD  THE  BUYOUT  JITTERS  be  easing?  Banks  are 
worried  that  $300  billion  in  loans  and  bonds  committed 
to  pending  private-equity  deals  won't  be  bought  by 
wary  debt  investors.  But  stock  investors  are  expressing 
a  little  less  concern  that  these  buyouts  may  have  to 
be  restructured.  Shares  of  six  of  the  biggest  buyouts  in 
the  works  are  now  trading  for  an  average  4.7%  less  than 
what  was  originally  bid  for  them,  according  to  Thomson 
Financial.  But  back  on  Aug.  1,  the  difference  was  7.6%. 

-Emily  Thornton 


TARGET  COMPANY 

BUYOUT  OFFER 
Price  per  share/date 

CURRENT  STOCK 
PRICE* 

DIFFERENCE 
(Percent) 

BCE 

42.80  (6/30/07) 

39.06 

-8.74 

TXU 

69.25  (2/25/07) 

67.83 

-2.05 

HARRAH'S 

81.00  (10/2/06) 

86.59 

+6.90 

ALLTEL 

71.50  (5/20/07) 

69.10 

-3.36 

FIRST  DATA 

34.00  (4/2/07) 

33.38 

-1.82 

SUM 

60.00  (4/16/07) 

48.61 

-18.98 

"Stock  price  as  of  Sept 

2 

Data:  Thomson 

rmancial 

setbacks  aren't  catastrophic 
since  the  mortgage  sector 
represents  a  small  percent 
of  the  outsourcers'  diverse 
client  base,  accounting  for 
roughly  7%  of  total  busine 
at  iGate  (down  from  10%) 
and  9%  at  WNS.  Besides, 
some  Indian  outsourcers 
insist  they  see  the  crisis 
as  an  opportunity.  "When 
companies  are  looking 
to  cut  costs,"  says  Kris 
Gopalakrishnan,  CEO  of 
Infosys  Technologies,  which  1 J 
GreenPoint  Mortgage  as  a 
client,  "they  outsource  mor  j 
-Nandini  Lakshr,  i 


BLOGSPOTTING 

MOTOR  MOUTHS 

jalopnik.com 

»AT 
JALOPI 

one  of 
Gawke 

Media's  blogs,  the  subject : 
cars  and  the  companies  th 
make  them.  It's  edifying, 
entertaining,  and  obsessn 
comprehensive.  Recent 
posts  cover  the  Frankfurt 
Auto  Show  (which  ends  o 
Sept.  23)  and  the  new  top 
dogs  at  Chrysler.  On  CEO 
Bob  Nardelli's  success  in 
luring  Toyota  sales  guru  Ji 
Press  as  president  and  vie 
chairman:  "We're  stunnei 
like  deer  in  the  headlights 
an  oncoming  four- door  Je 
Wrangler  with  an  optiona 
roof  light  bar." 
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From  departure  to  arrival,  the  world  Is  my  destination 


[lellen     ;  in  Reach    Korean  Air  has  one  of  the  largest  global  networks  in  the  airline 
tastry.  With  728  connecting  flights  to  1  1  4  cities  in  over  37  different  countries,  you're  granted 
!  luxury  of  flying  anytime. 


Excellence  in  Flight 

KOREAN  AIR 
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HARASSED  POLL 

I  HEAR  AMERICA  GRIPING 

CONSUMERS  HAVE  become  less  forgiving 
of  bad  service,  according  to  a  recent  survey 
sponsored  by  RightNow  Technologies,  which 
sells  customer  relations  software.  Roughly  80% 
of  the  more  than  2,000  adults  in  a  2007  Harris 
Interactive  poll  vowed  never  to  buy  from  the 
same  company  after  a  negative  experience, 
up  from  68%  in  2006.  Some  28%  of  those 
surveyed  said  they  cursed  as  they  wrangled 
with  customer  reps  online  and  by  phone. 
About  19%  admitted  to  shouting.  How  else  do 
American  consumers  express  their  displeasure? 
Depends  on  where  they  live.      -Sonal  Rupani 


Northeasterners 

Unlikely  to  get 
emotional,  file  a 
complaint,  or  spread 
bad  reviews.  (Maybe 
more  Vermonters 
than  New  Yorkers 
were  surveyed.)  The 
pollster's  theory: 
l  "They  just  take 
their  wallet 
;   someplace 
else." 


Midwesterners 

Surprise!  The  biggest 
swearers  (34%).  But 
they're  also  most  likely 
to  "get  a  headache" 
(20%),  feel  their  "chest 
tighten"  (11%),     ..,-.,,,•„., 
or  cry  (8%) 
after  a  bad 
encounter. 


Westerners 

More  likely  than  the 
average  disgruntled 
customer  to  turn 
to  the  Web.  (Some 
17%  of  these  Silicon 
Valley-friendly  folks 
vent  on  blogs.)  And  to 
nurse  a  grudge:  83% 
said  they'd  never  do 

business  again 
with  the 
offending 
company. 


Southerners 

Least  likely  to  swear, 
but  lead  the  pack  of  the 
12%  of  respondents 
who  fantasized 
about  "picketing   . 
or  defacing  the    m 
company's 
headquarters."    9 
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Data:  2007 
RightNow/Harris 
Interactive  survey. 
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HERE'S  THE  DEAL:  I  GIVE  YOU 
$20,000.  YOU  BUY  STOCKS 


LEON  L.  GRANOFF,  a  94-year- 
old  real  estate  investor  in 
Gardena,  Calif.,  is  offering 
individuals  the  opportunity 
to  invest  $20,000 
of  his  money  in 
an  account  on 
e*Trade— and 
receive  50%  of  the 
profits.  The  rest 
of  the  earnings  go 
to  the  35-year-old 
Leon  L.  Granoff 
Scholarship  Foundation, 
which  gives  away  close  to 
$1  million  a  year. 

Granoff  started  the 
program  in  February  by 
e-mailing  his  scholarship 
students,  who  spread  the 
word  to  their  friends  across 
the  country. 

By  now,  78  "carrier 
pigeons,"  as  he  calls  them, 
mostly  undergraduates 
with  no  previous  investing 
experience,  manage  $1.04 
million  of  his  capital.  (They 
are  responsible  for  paying 
the  tax  on  the  profits  they 
keep.)  BusinessWeek's 
Courtney  \Veaver  spoke  to  „ 
Granoff  about  the  unusual 
scheme. 

With  the  turmoil  in  the 
markets,  how  do  you  expect 
neophytes  to  make  a  dime 
trading  stocks? 

The  same  way  that  [people] 
have  been  making  money 
for  the  past  300  years.  The 
market  continually  goes 
up  and  down.  That's  one 
reason  for  the  requirement 
that  at  the  end  of  a  quarter 


'In  the  not 
too  distant 
future,  they 
will  be 
making 
thousands' 


they  have  investments  in 
different  stocks.  On  avert 
the  stocks  will  go  up.  Not 
all  of  them  will,  but  some 
them. 

If  virtually  all  t 
stock  goes  down- 
well,  then,  I'll  tak 
a  loss  on  it.  But  F 
not  worrying.  If  I 
were,  I  wouldn't  j 
involved  in  it. 


Why  did  you  decide  to  ma 
this  offer? 

Those  kids,  they're  makijl 
money  for  my  foundation 
without  me  doing  a  dam  I 
thing.  [Financial]  educal| 
is  a  secondary  goal. 

How  many  of  the  78  carri 
pigeons  now  in  the  progr, 
have  started  generating 
profits? 

At  the  end  of  March— th( 
end  of  the  first  quarter—  | 
first  pigeon  had  made  $2 
At  the  end  of  the  second 
quarter,  one  had  made  $ 
and  another  $800.  I'm 
confident  that  in  the  not 
distant  future,  they  will  1 
making  thousands. 

As  a  real  estate  pro,  how 
do  you  assess  the  housin 
market? 

Many  people  have  been 
seduced  by  unscrupulou 
brokers  providing  them 
with  ARM  loans.  It's  a 
question  of  allowing 
enough  for  the  problem 
to  work  its  way  out.  It  w 
I'm  confident  of  that. 
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Day    1 


Feel  free  to  enjoy 
the  daily  grind. 


OFFICE2007.COM 

It's  a  new  day.  It's  a  new  office. 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ,  M.D. 


Bashful  at  the  Beach  Party 


I  dread  off-site  company  get-togethers. 
This  summer  I  was  really  self-conscious 
at  a  beach  day,  where  we  were  expected 
to  wear  bathing  suits.  I  don't  want  to  bare 
myself  (or  my  imperfections)  in  front  of 
colleagues— or  get  the  worst  score  at  the 
bowling  party.  But  I'd  be  noticed  (in  a  bad 
way)  if  I  opted  out  of  these  "fun"  events. 

-Anonymous,  New  York 

THERE'S  A  LOT  OF  TALK  these  days  about 
the  current  trend  of  blurring  work  and 
personal  life— the  continuous  BlackBerry 
connection  to  the  office,  the  piling  up  of 
unused  vacation  time. 

A  stress  on  socializing,  too,  comes  with 
this  new  merged  world,  according  to  Ellen 
Galinsky,  president  of  the  Families  &  Work 
Institute,  which  researches  workplace 
trends.  "Companies  see  it  as  a  community- 
building  thing,"  she  says,  "not  the  old 
patriarchal  Christmas  party." 

Some  employees  are  happy  to  reveal 
their  "selves"  at  work.  But  for  others,  the 
permission  to  open  up  leads  to  anxiety  and 
elicits  the  opposite  response:  withdrawal. 

That's  understandable  when  you're 
literally  exposed  in  a  bathing  suit.  Our 
non-physical  imperfections  are  always  on 
display  at  the  office,  but  there's  a  special 
vulnerability  in  displaying  one's  body.  While 


you  may  feel  it  more  than  others  because 
of  self-consciousness  about  your  looks 
(or  even  a  worry  about  being  seductive), 
chances  are  that  many  at  the  beach  felt 
a  little  odd  about  being  skimpily  dressed 
at  a  work  function.  Companies  need  to 
be  sensitive  to  the  awkwardness  they  can 
create  in  the  name  of  having  a  good  time  or 
providing  bonding  opportunities. 


'M  NOT  SAYING  THAT  such  events  can't 
be  fun,  or  a  good  way  to  deepen  trust, 
enhance  teamwork,  and  improve  morale. 
But  one  reason  you're  tempted  to  op" 
out  may  be  that  you  can't  escape 
the  feeling  that  these  social  events 
are  really  in  the  realm  of  work  and 
career  advancement— which  they  a 
(hence  the  pressure  to  opt  in). 

Nothing  wrong  with  being  aware  o 
all  that.  At  the  same  time,  if  you're 
paralyzed  by  the  thought  that  you 
every  move  or  utterance  at  a  swii 
or  bowling  party  is  being  observe 
under  a  microscope-well,  that  i; 
a  problem.  Eventually,  you  might 
want  to  grapple  with  this  sort  of  I 
inhibition,  which  makes  you  mor 
rigid  under  stress.  Meanwhile, 
^  don't  wear  anything  that  make* 

•tiffl*  <**•*--    you  feel  uncomfortable,  period 
(I'm  at  a  loss  for  bowling  advice 
In  my  view,  the  trend  toward  merging 
life  and  work  is  neither  good  nor  bad.  But  for 
employers  and  employees  alike,  it  demands  a 
new  level  of  self-awareness. 


Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  and 
founder  of  the  Boswell  Group,  advises  executive 
on  psychological  aspects  of  business.  Send  h/'r 
questions  at  analyzethis@businessweek.com. 


LINDEN  LOG 

VIRTUAL  VINYL 
FOR YOUR 
SECOND  SELF 

STRAPPED  for  credit?  Your 
Second  Life  avatar  can  still 
go  on  a  shopping  spree. 
Singapore  startup  First 
Meta  has  launched  what  it 
says  is  the  first  credit  card  to 
be  used  in  an  online  virtual 
community.  Its  MetaCard 
offers  SL  members  credit 
in  Linden  Dollars  (the 
SL  currency),  with  limits 


of  about  $19  monthly 
(L$5,000,  the  price  of,  say, 
two  "cars")  for  a  basic 
MetaCard.  SL  members  can 
get  it  by  supplying  the  name 
of  their  avatar— no  real- 
world  credit  check. 

A  gold  card,  with  a 
monthly  cap  of  $37,  enough 
to  buy  a  virtual  house, 
must  be  backed  up  by 
a  real  credit  card,  and 
holders  of  both  cards 
have  to  spend  at  least 
$1.86  a  month  or  pay  a 
fee  of  $1.12.  The  interest 
rate?  Between  0.13%  and 
0.15%  daily. 


"Although  the  credit 
limits  on  our  MetaCard  may 
seem  low  when  converted 
into  U.S.  dollars,"  says 
Douglas  Abrams,  CEO  of 
First  Meta,  in  Second  Life 
"they  provide  consumers 
with  quite 
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substantial  purchasing 
power." 

So  far,  the  MetaCard, 
"  which  was  launched  in  Jul; 
has  attracted  a  fraction 
of  SL  members— about 
100— who  can  use 
the  virtual  plastic  at 
140  of  the  merchant: 
doing  business 
with  avatars.  Most 
members  are  still 
part  of  a  cash 
economy,  buying 
Linden  currency 
using  their  real 
credit  cards. 
-Chi-an  Char 


The  MX-Series  with  Sharp's  Data  Security  Kit. 


These  color  MFPs  help  prevent  sensitive  information  from  falling  into  the  wrong  hands  by 
providing  multiple  layers  of  advanced  security.  Combining  encryption,  overwrite  and  controlled 
network  access,  Sharp  provides  a  comprehensive  security  suite.  With  that  level  of  superior 
protection,  it's  no  wonder  Sharp  won  BERTL's  "Best  Security  Solutions  Suite  for  a  full  MFP  Range" 
in  2007  and  BLI's  "Pick  of  the  Year"  in  2006  for  the  MX-FRX  Data  Security  Kit.  The  MX-Series  is 
more  than  a  multifunction  product.  It's  a  multifunction  portal.  So  why  are  you  still  working  with 
alimitedMFP7Visitsharpusa.com/security 
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Angelo  Mozilo  could 
use  some  of  his  new 
riches  to  set  up  a 
fund  to  help  families 
of  customers  facing 
home  loss." 

-Ed  Dziadzio 
Lexington,  Mass. 


TK  HEAT  ON 
COUNTRYWK 
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THE  HEAT  ON 
ANGELO  MOZILO 

MARIA  BARTIROMO'S  interview  of  An- 
gelo Mozilo  ("The  heat  on  Countrywide," 
News  &  Insights,  Sept.  10)  was  tough  and 
insightful.  Clearly,  Mozilo  worked  hard 
for  years  to  build  Countrywide  Financial. 
It  is  sad  to  see  many  of  his  customers  suf- 
fering under  pending  or  potential  future 
home  loss  through  foreclosure.  It  also  is 
an  unfortunate  coincidence  that  Mozilo 
has  received  $100  million  by  exercising 
options  while  many  shareholders  and 
customers  suffer. 

This  presents  Mozilo  with  a  unique  op- 
portunity: He  could  use  some  of  his  new 
riches  to  set  up  a  fund  to  help  families  of 
customers  facing  home  loss.  Think  of  the 
suffering  he  could  alleviate  for  just  one 
child  who  gets  to  stay  in  his  or  her  home. 
Multiply  that  by  the  tens  or  hundreds  of 
families  he  could  help  by  setting  aside 
10%  or  20%  of  his  windfall.  Hopefully  he 
will  seize  this  opportunity. 

-Ed  Dziadzio 
Lexington,  Mass. 

IT  WAS  DIFFICULT  to  read  Angelo  Mozi- 
lo's  interview  because  of  the  blinding  light 
of  his  halo.  In  his  "mission  to  lower  the 


barriers  of  entry  for...homeownersh 
he  developed  "184  programs"  design 
in  essence,  to  circumvent  the  historic; 
proven  risk-evaluation  standards 
reap  huge,  though  temporary,  profits 
the  corporation.  The  permanent  ben 
has  been  the  obscene  salaries  and  bonu 
for  him.  The  only  reason  Countrywid 
"modifying"  loans  is  to  keep  a  lid  on 
disasters,  not  out  of  altruism.  His  clai 
are  beyond  absurd.  Does  his  company 
advertise  as  well  as  promote  itself  wit 
the  industry?  Mozilo  points  out  that * 
important  to  understand  that  everyb 
has  experienced  substantial  losses.' 
quite,  Mr.  Mozilo. 

-David  Hi 
Oakland,  Ci\ 

THE  PROBLEMS  IN  the  subprime  leJ 
ing  market  are  due  to  low  underwril 
standards  and  then  overvaluation  of  tl 
portfolios.  A  key  question  that  needs  t< 
asked  is  how  these  mortgage  origina 
are  compensated.  Many  times  the  orig 
tor  is  compensated  based  on  produc 
of  loans,  which  includes  the  good,  1 
and  the  ugly.  Once  a  loan  is  on  the  bo 
the  originator  receives  his  or  her  comi 
sion  and  goes  to  find  new  loans  to  e 
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U4EA  Technologies  is  proud  to  have  a  long  association  with  Padraig  Harrington, 
the  winner  of  the  2007  British  Open  Championship. 

Only  IAEA's  Multi-Service  Business  Gateways  featuring  its  revolutionary  QoS 
technology,  delivers  converged  VoIP,  video  and  data  with  guaranteed  service 
quality  for  SME  customers. 


Only  IAEA's  patented  QoS  technology  delivers  service  quality 
in  converged  IP  networks  -  guaranteed. 


Visit  www.u4eatech.com  for  further  information 
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ReadersReport 


CORRECTIONS  &  CLARIFICATIONS 

In  "Fear  and  loathing  at  the  airport"  (Cover 
Story,  Sept.  10),  a  reference  to  a  "recent 
collision"  on  the  ground  at  Los  Angeles  was 
incorrect.  It  was  a  near-collision. 

"Sifting  through  the  wines  of  Chile" 
(Executive  Life,  Sept.  17)  listed  the  wrong 
price  for  Casa  Silva  2005  Carmenere  Los 
Lingues  Estate.  The  correct  price  is  $17. 


new  commissions.  The  documentation 
that  is  created  can  be  subjective,  so  that 
loan  approval  is  achieved. 

I  don't  know  of  a  local  lending  insti- 
tution that  has  184  different  programs 
[as  Countrywide  says  it  had].  Each 
client  would  need  to  hire  a  financial 
adviser  to  understand  which  program  is 
right  for  them. 

-Tom  Bayer 
Springfield,  III. 

ANGELO  MOZILO  says:  "Remember,  we 
didn't  reach  out  to  home  buyers.  They 
came  to  us."  Countrywide  is  still  run- 
ning commercials  saying:  "No  points! 
No  documentation  fee!  No  title  or  escrow 
fees!  Absolutely  no  closing  costs,  so  you 
end  up  with  more  cash."  Either  Mozilo 
defines  "reaching  out"  as  "grabbing  the 
arms  of  people  walking  by  our  offices" 
or  he  thinks  readers  are  stupid  enough  to 
believe  Countrywide  did  not  push  no-cost 
cash-out  loans.  Either  one  is  insulting. 

-Paul  Manoogian 
Denver 

THE  HUMAN  SIDE 

OF  HUMAN  RELATIONS 

WHAT'S  A  POOR  HR  professional  to 
do?  "How  to  make  a  Microserf  smile" 
(Managing,  Sept.  10)  seems  to  join  the 
growing  list  of  HR-bashing  articles  that 
appear  on  a  regular  basis. 

There  was  a  time  when  criticism  of  HR 
was  justified:  those  people  who  make  the 
rules  about  attendance  and  performance. 
Over  the  past  several  years,  however,  HR 
leaders  have  done  a  pretty  good  job  of  be- 
ing more  aligned  with  business  needs. 

Therein  lies  the  problem.  If  one  is  too 
aligned  with  the  needs  of  the  business, 
then  needs  of  employees  become  subordi- 
nated. It's  a  delicate  balancing  act  to  take 
care  of  employees  and  the  business  and  the 
egos  of  senior  management. 

Is  it  any  wonder  that  people  outside 
traditional  HR  refuse  "developmental"  as- 
signments in  HR? 

-Carlton  D.  Becker 
Bethlehem,  Pa. . 
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WHAT  A  TRUE  LEADER 
HAS  TO  OFFER 

HENRY  GIVRAY'S  column  about  what 
qualities  set  the  real  leaders  apart  from 
CEOs  ("When  CEOs  aren't  leaders," 
Ideas,  Outside  Shot,  Sept.  3)  made  good 
reading.  The  wide  chasm  between  a  true 
leader  who  motivates  and  a  CEO  whose 
sole  preoccupation  is  to  quintuple  prof- 
its by  making  irrelevant  even  the  most 
important  of  ethical  norms  is  brought 
out  well. 

Whereas  the  former  has  a  lot  of  cha- 
risma and  probably  accepts  his  share  of 
the  risks  involved  in  a  project,  the  latter 
is  a  cunning  powermonger  who  thrives 
on  confusion,  intrigue,  favoritism,  and 
underhanded  deals.  Analysts  agree  that 
it  is  difficult  for  the  latter  to  inspire  true 
loyalty  from  employees. 

-K.  Sethumadhavan 
Gurgaon,  India 

IT'S  GOOD  BUSINESS 
-AND  GOOD  CITIZENSHIP 

Robert  Reich  further  confuses  the  de- 
bate over  the  social  responsibility  of 
businesses  in  "It's  not  business'  busi- 
ness" (Ideas,  Outside  Shot,  Sept.  10). 

"Don't  believe  for  a  minute  that  a 
company  is  going  to  sacrifice  profits  for 
the  sake  of  social  goals,"  says  Reich. 
Wrong.  It's  not  illegal  for  companies  to 
give  priority  to  social  benefits  even  at 
the  expense  of  maximizing  profits,  and 
some  do.  As  research  increasingly  links 
business  success  and  social  responsibil- 
ity, some  businesses  are  energetically 
adding  social  goals. 

Reich  argues  that  corporations  re- 
spond only  to  the  profit  motive  and 
therefore  aren't  "social  institutions."  He 
unfortunately  ignores  the  increasingly 
effective  power  of  citizens  now  shaping 
corporate  behavior  through  their  choices 
about  purchases,  investments,  and  share- 
holder actions. 

-Frances  Moore  Lappe 

Small  Planet  Institute 

Cambridge,  Mass. 

BLAME  THE  DEBACLE 
ON  THE  RATING  AGENCIES 

THERE  ARE  THREE  entities  that  should 
shoulder  most  of  the  blame  for  the  sub- 
prime  debacle:  S&P,  Moody's,  and  Fitch 
Ratings  ("Let  the  blame  begin,"  News  & 
Insights,  Aug.  6). 

If  these  rating  agencies  had  not 
slapped  AAA  and  AA  ratings  on  the 
paper,  it  never  could  have  been  sold  to 
most  of  the  buyers.  Imagine  yourself  as 
German,  French,  Australian,  or  Chinese 
bankers  who  find  out  that  they  cannot 


even  get  a  quote  on  an  AAA-rated  U.£ 
originated  debt  instrument.   It's   n< 
just  that  the  AAA  paper  went  down 
value.  People  could  not  even  obtain 
quote  on  it. 

These  three  rating  agencies  should  1 
fined,  placed  on  probation,  or,  better  y< 
barred  from  the  business. 

-Mike  Fitzsimmo 
Crossville,  Ten 

WADING  THROUGH 
THE  MORTGAGE  MORASS 

THE  SERIES  OF  ARTICLES  on  the  CU 
rent  credit  crisis  hits  many  of  the  issu 
underlying  the  problems  we  are  facing 
the  mortgage  market  today.  Two  of  tl 
most  serious  are  the  inadequate  lendii 
standards  and  lack  of  transparency  th 
you  mention  in  "Not  so  smart"  (Ne^ 
&  Insights,  Sept.  3).  There  is  no  dou 
that  lenders  and  investors,  despite  beii 
known  for  their  ability  to  evaluate  ris 
made  a  lot  of  bad  decisions.  Fortunate 
there  were  very  good  mortgage  lende 
in  the  business. 

These  lenders  are  typically  less  likt 
to  get  caught  up  in  exotic  products 
predatory  lending  activities.  Unfort 
nately,  extra  effort  put  forth  to  valid* 
information  and  the  delays  experienc 
in  providing  loan  approvals  resulted 
many  brokers  and  smaller  lenders  ser 
ing  their  business  to  midlevel  aggre§ 
tors,  since  they  were  less  likely  to  take  t 
time  or  spend  the  money  to  validate  t 
quality  of  the  loans. 

If  this  crisis  is  to  be  resolved  tod 
there  must  be  a  way  for  investors  a 
consumers  alike  to  identify  those  lendi 
that  have  the  highest  standards  of  ere 
and  operational  quality. 

-Rebecca  B.  Walzak,  c 

Walzak  Risk  Anal) 

Boca  Raton,  I 
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Well,  we  can  think  of  one  way.  And  in  the  business 
world,  it's  proven  to  be  unusually  effective.  We 
call  it  the  Chicago  approach:  constantly  question, 
test  ideas,  seek  proof.  Put  it  to  work  in  your  career, 
and  watch  how  you  become  renowned  as  an 
audacious,  original  business  leader. 
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Triumph  in  your  moment  of  truth. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


The  iPhone  Unfettered 


The  day  the  iPhone  was  released  in  June,  a  cottage  industry  sprang  up 
with  the  goal  of  freeing  the  phone  from  the  restrictions  Apple  and  its 
partner,  AT&T,  have  placed  on  it.  The  top  goal  has  been  to  eliminate  the 
requirement  that  all  iPhone  buyers  sign  up  for  two  years  of  AT&T  service. 
It  appears  they  have  succeeded,  but  the  results  are  not  for  everyone. 


I've  spent  the  past  week  or  so  testing 
an  "unlocked"  iPhone  supplied  by  a 
Canadian  company  called  PureMobile. 
To  release  the  phone  from  AT&T's 
control,  the  company  modifies  Apple's 
hardware  based  on  a  procedure 
spelled  out  by  George  Hotz,  a  17-year- 
old  student  at  Rochester  Institute  of 
Technology.  The  phone,  sold  on  the 
PureMobile  Web  site,  costs  around 
$600,  which  is  $200  more  than  the 
just-slashed  price  of  a  standard 
8-gigabyte  iPhone. 

I  used  the  unlocked  iPhone  on  the 
T-Mobile  and  AT&T  wireless  networks  after  inserting  SIMs 
(the  small  cards  in  each  phone  that  identify  the  subscriber) 
swapped  from  my  other  mobile  phones.  There  were  a  few 
hitches.  With  a  non-AT&T  SIM,  I  had  to  change  some  simple 
settings  to  access  e-mail  or  the  Web  over  the  phone  network. 
And  neither  of  the  two  SIM  cards  allowed  me  to  use  the 
iPhone's  Visual  Voicemail  feature,  which  lets  the  user  go 
straight  to  any  voice  message  by  selecting  it  from  a  list  on  the 
screen.  On  the  plus  side,  the  unlocked  iPhone  let  me  cruise 
around  on  Wi-Fi  networks  without  any  SIM  card  at  all.  You 
can't  do  that  on  a  locked  iPhone.  Oddly  enough,  the  YouTube 
application  did  not  work  on  this  PureMobile  unit. 

SOME  OF  THESE  CAPABILITIES  are  very  cool,  but  the  unlocked 
phone  makes  sense  only  for  customers  who  have  a  good 
reason  not  to  go  with  the  standard  AT&T  deal— such  as  living 
outside  the  U.S.  and  really,  really  craving  an  iPhone.  You'll 
still  be  stuck  with  relatively  slow  phone  networks,  even  in 
Europe,  and  there's  the  fact  that  the  hardware  modification 
voids  the  Apple  warranty.  PureMobile  is  working  on  a  third- 
party  warranty  arrangement,  but  don't  expect  to  get  any  tech 
support  from  Apple  for  a  modified  iPhone. 

There's  also  the  possibility,  which  PureMobile  warns  of  on 
its  Web  site,  that  a  future  Apple  software  update  might  relock 
the  phone  and  leave  you  with  an  elegant  but  expensive  brick. 
You  can  get  around  that  by  refusing  to  accept  updates,  but 
then  you  can't  use  new  applications,  such  as  Wi-Fi  access 
to  the  iTunes  Store.  Nor  will  you  get  updated  bug  fixes  and 


security  patches.  The  phone  I  was 
testing  was  already  behind  on  Apple 
software  updates,  and  I  didn't  dare  tn 
installing  the  latest  version  of  iTunes. 

As  you  might  expect,  there's  more 
than  one  way  to  unlock  an  iPhone.  A 
company  called  iPhoneSimFree  has  a 
software  patch  that  rewrites  some  of 
the  iPhone's  built-in  code.  This  avoids 
warranty  issues,  but  its  legality  may  be 
challenged  under  the  Digital  Millenniu 
Copyright  Act.  (Both  AT&T  and  Apple 
declined  to  comment  on  the  subject.) 
iPhoneSimFree's  U.S.  retailer, 
Wireless  Imports,  is  taking  advai 
orders  for  the  $99  software. 
There's  one  other  effort  I 
should  mention,  from  a  band  o 
hackers— in  the  original  sense 
of  programmers  who  want  to 
take  things  apart  and  make  the 
work  better.  Called  the  iPhone 
Dev  Team,  they're  working  on 
both  unlocking  the  network  an 
making  it  possible  for  iPhone 
owners  to  install  applications  beyond  those  Apple  has 
chosen  to  supply.  I  can  recommend  this  software  only  for 
adventurous  folks  who  have  some  knowledge  of  how  Apple 
OS  X  software  works.  Besides,  at  this  point  there  really  arer 
any  compelling  programs  to  download  to  your  iPhone. 

While  these  projects  may  not  be  attractive  to  most  ordin; 
iPhone  users,  they  are  important.  The  iPhone  is  too  good  a 
product  to  be  limited  to  the  narrow  choices  that  Apple  and 
AT&T  want  to  offer.  More  power  to  the  folks  who  are  worki: 
often  as  volunteers,  to  make  the  product  better.  ■ 

E-mail:  tech&you@businessweek.c  I 


BusinessWeek  .com 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 


There's  more 
than  one  way 
to  break  the 
grip  of  Apple 
andAT&T 
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Growing  Ideas 


Can  a  tree  be  used  to  stop  forest  fires?  We  think  it  can.  We've 
developed  special  corrugated  boxes  that  carry  up  to  two  thousand 
pounds  of  water  or  flame  retardant,  and  can  be  dropped  over  a  blaze 
with  pinpoint  accuracy.  These  revolutionary,  biodegradable  containers 
help,  make  fighting  fires  from  the  air  safer  and  more  effective. 

For  more  about  what  trees  can  be,  visit  Growingldeas.com 


MediaCentric 


BY  JON  FINE 


'Dr.  Evil5  Moves  to  Maxim 

The  rap  on  Kent  Brownridge,  who's  running  Maxim  for  private  equity 
player  Quadrangle  Group,  is  that  he's  unusually  smart  and  unusually 
ferocious.  And  that  the  latter  overshadowed  the  former  during  his  long 
tenure  as  Jann  Wenner's  No.  2  at  Wenner  Media.  J  "If  you  get  in  his  way,  h 
will  roll  right  over  you,"  says  a  former  Wenner  executive,  and  this  is  one 


who  claims  to  be  a  fan.  In  person, 
Brownridge  can  come  off  like  The 
Simpsons'  magnate  Montgomery  Burns 
or  former  Senator  Robert  Dole  at  his 
most  saturnine.  That  he  can  do  so  with 
a  certain  deadpan  glee  earned  him  the 
joshing  tag  "Dr.  Evil"  from  ex-employee 
and  Ad  Age  columnist  Simon  Dumenco. 
Still,  sometimes  you  sensed  his 
subordinates'  raw  animal  fear.  Some 
years  ago,  I  was  interviewing  him  in 
his  office,  and  he  needed  some  scraps 
of  data  that  he  (atypically)  did  not 
know  offhand.  So  he  punched  a  button 
on  his  phone.  "Tell  [redacted]  I  need 
to  see  him,"  Brownridge  snarled  at  an 
assistant  via  squawk  box,  "and  tell  him  I 
am  NOT  HAPPY." 

Approximately  18  seconds  later,  said 
executive  stood  in  the  doorway,  wearing  a 
wary  and  likely  very  familiar  expression. 


AFTER  31  YEARS,  in  early  2006,  Brownridge 
left  Wenner.  He  insists  it  was  his  idea;  few  observers  agree. 
Through  a  spokesman,  Jann  Wenner  says:  "It  was  both 
retirement  time"— Brownridge  was  65— "and  a  mutual 
parting  of  the  ways  that  I  think  we  both  recognized  was  due." 
(Precisely  what  happened  remains  opaque.  But  Wenner  threw 
Brownridge  a  party  at  the  Four  Seasons— and  Wenner  Media 
is  a  company  where  pushed-out  executives,  as  one  insider  puts 
it,  end  up  at  the  bottom  of  an  airshaft,  not  hearing  toasts  at  a 
landmark  restaurant.)  Following  a  brief,  unhappy  retirement, 
Brownridge  hooked  on  with  Quadrangle.  The  just-completed 
purchase  of  Dennis  Publishing's  Maxim  and  music  magazine 
sibling  Blender,  under  the  newly  formed  Alpha  Media  Group, 
leaves  Brownridge  chasing  the  same  young  male  reader  as 
Wenner  flagship  Rolling  Stone.  This  has  spurred  talk  of  revenge 
But  the  Dennis  deal  is  one  of  four  that  Brownridge  has  bid 
on;  another  was  regional  high-end  publisher  Modern  Luxury, 
which  doesn't  exactly  target  Bud-swilling  twentysomethings. 
Then  again,  Brownridge  has  already  poached  James  Kaminsky 
from  Wenner  title  Men's  Journal  to  edit  Maxim.  (Jann  Wenner 


would  not  comment  on  competitive  issu< 
beyond  saying  he's  "very  happy  to  see  K( 
back  in  the  game.") 

In  his  new  corner  office— which  spoi 
portraits  of  Steve  Jobs,  P.T  Barnum,  Le> 
Iacocca,  and  Sun  Tzu— Brownridge  say 
that  Blendefs  circulation  could  easily  ri 
from  its  current  825,000  to  1  million  ar 
promises  to  increase  his  company's  hee 
count  by  20%.  (At  the  existing  mags,  th 
is:  Brownridge  shuttered  lagging  lad 
title  Stuff.)  While  he  offered  few  specify 
for  reigniting  Maxim's  turbojets,  which 
have  cooled,  a  parsing  of  his  comments 
strongly  suggests  that  Maxim  will  feati 
a  lusher  look  and  design  and  a  rethoug 
business  approach.  "You  can't  run  a 
magazine  company  on  'Hey,  come  to  oi 
Super  Bowl  party,' "  he  says,  referring  1 1 
notorious  annual  Maxim  rite.  (Althoug 
cynics  may  cite  the  juice  Vanity  Fair 
squeezes  from  its  annual  Oscar-night  b  1 
and  beg  to  differ.) 
As  for  his  rep,  Brownridge  professes  no  regrets.  "I  ran 
[Wenner  Media]  like  it  was  my  own.  Any  attack,  I  took 
personally.  I  hit  back  hard.  I  am  not  going  to  apologize  for 
any  of  that."  While  he  hasn't  mellowed  at  67,  he  insists 
he's  refocusing.  Given  a  chance  to  dump  on  his  medium's 
peers,  he  demurs.  "This  is  the  new  me.  And  I  am  not  goinj  j 
to  answer.  The  old  me  probably  would  have  said  somethin  ') 
terrible....  I  haven't  got  time  for  anything  except  work."  Wi  I 
that  work,  Brownridge  (along  with  Mary  Berner,  the  form 
Conde  Naster  who  now  runs  Reader's  Digest  Assn.  for 
Ripplewood  Holdings)  will  demonstrate  what  private  equ: 
ownership  of  big  and  famous  consumer  magazines  means 
remain  glad  I  do  not  hear  his  voice  crackle  over  an  interofl 
line,  but  I  look  forward  to  watching  how  Brownridge  will 
fare.  Preferably  from  a  safe  distance.  ■ 
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or  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia 


26  I  BusinessWeek  I  September  24.  2007 


uuauuui 


FUTURE 
LEADERS, 
APPLY  HERE. 


Full-Time  MBA 


With  its  internationally  acclaimed  faculty,  diverse  student 
body,  and  collaborative  personal  approach,  IESE  will  help 
you  gain  the  leadership  and  entrepreneurial  capabilities 
you  need  to  maximize  your  potential,  both  professionally 
and  personally. 


MBA  ADMISSIONS 

Av.  Pearson  21 

08034  Barcelona.  Spain 

Tel:  +34  93  253  42  29 

+34  93  253  42  00 

mbainfo@iese.edu 

www.iese.edu 


Sign  up  now  for  IESE 
events  in  your  area: 

www.mba.iese.edu 

IESE 

Business  School, 


University  of  Navarra 
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Each  Piece  Fits  Perfectly 


For  millions  of  tourists,  Thailand  is  a  mystical 
land  of  golden  temples  enriched  with  cultural 
heritage  and  endowed  with  nature's  wondrous 
bounties.  But  for  savvy  investors,  the  Kingdom 
represents  a  land  of  golden  opportunity.  The 
success  stories  of  countless  entrepreneurs  from 
distant  shores  began  in  Thailand,  where  a  unique 
blend  of  factors  provides  an  unrivalled  investment 
climate  for  the  overseas  investor. 

Prime  Location  —  The  Hub  of  ASEAN 

Located  at  the  heart  of  ASEAN,  Thailand  is  the  perfect  gateway  to 
the  rest  of  Southeast  Asia  and  the  Mekong  subregion.  The  Kingdom 
enjoys  preferential  access  to  markets  in  China  and  India  in  addition 
to  ASEAN  —  the  economic  powerhouse  of  500  million  people  and 
a  GDP  worth  US$700  billion.  With  intra-ASEAN  trade  worth 
more  than  US$1  trillion  a  year,  investors  can  leverage  Thailand's 
position  within  the  ASEAN  Free  Trade  Area  (AFTA)  and  enjoy  low 
customs  duties  ranging  from  0%  to  5%.  Consequently,  investors  will 
discover  in  the  Kingdom  enhanced  opportunities  for  numerous 
industries  such  as  automotive,  machinery,  electrical  and  electronics, 
petrochemicals,  agro-industry,  biotechnology,  renewable  energy, 
fashion  and  high-value-added  services. 

Number  &  Value  of  Investment  Promotion 
Applications  Through  BOI  by  Industry 
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Value  of  Investment 
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Exchange  rate  (US$1):  34  Bant 

Source:  Thailand  Board  of  Investment  (BOI),  1s'  half  year  comparison  2006  and  2007. 


Welcoming 


Liberal  Investment  Policies 
Foreign  Investors 

Thailand  has  long  been  committed  to  liberal  investment  policies, 
welcoming  all  investors  with  open  arms. There  are  no  limits  on 
the  amount  of  foreign  currency  that  can  be  held,  and  profits  can  be 
freely  repatriated.  Foreign  investors  can  have  majority  ownerships 
in  most  activities.  For  investments  made  through  the  Board  of 


Investment  (BOI),  there  are  no  foreign  equity  restrictions  in  t 
manufacturing  sector,  no  local  content  requirements  and  no  exp<  ] 
requirements. 

BOI  is  a  government  agency  that  plays  an  active  role  as  a  one-st^ 
service  center  for  investors  providing  investment  incentives,  includ  | 
exemptions  or  reductions  of  import  duties  on  machinery  and  n] 
material;  corporate  income  tax  holidays  for  up  to  eight  yea , 
support  services  such  as  visa  and  work  permits;  linkage  with  lo  I 
partners;  and  sourcing,  as  well  as  offering  all  vital  information. 

Efficient  Supply  Chain  and  Logistics 

Thailand's  comprehensive  support  industries  enable  investors  i 
reduce  time  and  cost  by  finding  assembly  parts  and  sourcing  inp| 
locally;  for  example,  the  efficient  cohesive  unit  of  the  automot ! 
industry  and  reliable  parts  manufacturing  of  the  electronic  :l 
electrical  industries. 

Thailand  is  well  connected  both  domestically  and  internation;  , 
through  an  extensive  transportation  network  extending  out  to  Ch|j 
Vietnam,  Singapore,  Malaysia,  Myanmar  and  Laos. The  state-of-t? 
art  transport  infrastructure  has  drastically  reduced  transit  tin! 
between  Bangkok  and  the  industrial  zones,  while  the  linkage  logiJ 
system  has  strategically  provided  for  convenient  and  rapid  shipp | 
through  the  deep-sea  ports  and  new  Suwanabhumi  Internatic^ 
Airport. 

Thai  Hospitality  and  Dedication  to 
Work  —  Second  to  None 

Thai  people  are  world-renowned  as  much  for  their  industriousri 
as  for  their  gracious  hospitality.Thailand  offers  a  skilled  and  cc^ 
effective  workforce  whose  commitment  drives  the  growth  of  1 
investor's  venture. 

Enjoyable  Living  Environment  —  Secui 
and  Comfort 

The  Kingdom  welcomes  investors  and  their  families,  offer 
comfortable  housing,  modern  metropolitan  transportation,  excellj 
healthcare  services,  top-notch  international  schools  and  fast 
reliable  telecom  connections.  Sites  of  exceeding  natural  bea 
sumptuous  culinary  delights,  top-class  golf  courses  and  a  shopp 
paradise  await  them  as  they  make  Thailand  their  second  home. 

Thailand  is  indeed  the  land  where  investment  success  stories  be 
The  unmatched  synergistic  balance  ofThailand's  rich  investment  clin 
and  enjoyable  way  of  living  creates  the  perfect  opportunity 
success  that  is  sure  to  put  a  smile  on  any  investor's  face  rivaling 
fabled  Thai  smile. 
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Exports:  The  Economy's 
Secret  Weapon 

)A  narrowing  trade  gap  will  offset  some  of  the  housing-related  weakness 


U.S.  ECONOMY 


After  the  news  that  company  payrolls  dipped  in 
August  for  the  first  time  in  four  years,  forecasters  are  raising  the 
odds  on  a  U.S.  recession.  But  the  economy  may  have  an  ace  in  the 
hole.  Foreign  trade  has  become  increasingly  important  to  economic 
growth.  Over  the  past  year,  a  narrowing  U.S.  trade  deficit  made  the 


argest  contribution  to  growth  in  14  years,  and  the 
pattern  is  likely  to  continue  well  into  2008  (chart). 

The  housing  recession  and  tighter  credit  conditions 
aiay  even  accelerate  that  trend:  As  U.S.  demand  slows,  so 
IotII  imports.  At  the  same  time,  solid  growth  overseas  and 
i  new  downturn  in  the  dollar  will  continue  to  power  U.S. 
exports,  and  that  will  boost  U.S.  manufacturers'  revenues 
ind  profits.  In  fact,  this  may  well  mark  the  beginning  of 
che  long-awaited  realignment  of  global  growth  that  will 
rebalance  trade  and  capital  flews  between  the  U.S.  and 
che  rest  of  the  world. 

Speaking  on  global  trade  imbalances,  Federal 
Reserve  Chairman  Ben  S.  Bernanke  said  in  Berlin  on 
Sept.  11  that  he  saw  signs  of  progress  but  noted  that 
the  process  will  be  slow.  "Most  countries  have  only 
just  begun  to  undertake  the  policy  changes  that  will  be 
ultimately  needed,"  he  said.  More  progress  is  necessary 
in  both  private  and  government  saving  in  the  U.S.,  in 
ombination  with  structural  economic  reforms  in  many 
areas  outside  the  U.S. 

Since  the  late  1990s,  the  U.S.  has  been  consuming 
j|more  than  it  has  been  producing  to  an  ever-rising  degree, 
as  reflected  in  the  ballooning  current  account  deficit,  the 
broadest  measure  of  U.S.  obligations.  Last  year  the  gap, 
comprising  the  trade  deficit  and  some  other  financial 
transactions,  had  risen  to  a  record  6.2%  of  gross  domestic 
product,  from  a  mere  2.5%  in  1998.  Totaling  $811.5 
billion  last  year,  the  chasm  between  U.S.  consumption 
and  production  required  an  equal  amount  of  foreign 
capital  to  finance. 

NOW,  THE  TIDE  IS  TURNING.  Higher  oil  prices  have 
sjboosted  the  trade  deficit  in  recent  years,  but  in  real 
ijterms— that  is,  after  adjusting  for  shifting  prices— the 
gap  was  clearly  at  its  largest  at  the  end  of  2005  and  has 
been  shrinking  since.  Even  with  costlier  oil,  the  broader 
current  account  deficit  also  has  narrowed  appreciably 
through  the  second  quarter  of  2007,  and  it  is  set  to 
decline  this  year  for  the  first  time  since  2001. 

The  turn  comes  at  an  opportune  time,  as  the 
economy  faces  more  housing-related  weakness.  Last 
year  homebuilding  subtracted  about  a  percentage  point 


HOW  THE  TRADE  DEFICIT 
IS  NOW  HELPING  GROWTH 

PERCENTAGE  POINTS 


0  5 


CONTRIBUTION  OF  NET  EXPORTS  | 
TO  GROWTH  IN  REAL  GDP 


from  the  economy's  growth  rate,  and  it  will  exert  about 
the  same  drag  this  year.  A  wider  2006  trade  gap  was  an 
added  drag  on  growth,  but  this  year  trade  is  on  track  to 
make  its  first  positive  contribution  since  1995. 

A  sharply  smaller  trade  deficit  contributed  a  beefy  1.4 
percentage  points  to  the  second  quarter's  4%  growth  in 
real  GDP.  It  was  the  biggest  quarterly  boost  since  1996. 
Economists  doubt  that  pace  can  be  sustained,  but  they 
generally  think  a  narrowing  gap  could  add  at  least  half  a 
percentage  point  to  growth,  both  this  year  and  next. 

The  improving  trend  continued  in  July.  The  monthly 
trade  deficit  for  goods  and  services  edged  lower,  to  $59.2 
billion,  from  $59.4  billion  in  June.  Adjusted  for  prices, 
the  news  was  even  better,  especially  for  the  goods  part 
of  the  balance,  which  mades  up  all  of  the  shortfall,  since 
the  service  side  was  in  surplus.  The  real  deficit  for  goods 

shrank  to  its  lowest  level 
in  nearly  three  years. 

The  power  behind  the 
trend  in  U.S.  trade  is  on 
the  export  side  of  the 
ledger.  Real  shipments 
of  goods  jumped  3.5% 
from  June,  the  biggest 
monthly  gain  since  early 
2004,  lifted  by  demand 
for  autos,  aircraft,  and 
telecom  equipment. 
At  the  same  time, 
real  imports  of  goods 
continued  to  rise,  but  at  a  slower  rate  this  year  as  U.S. 
domestic  spending  has  cooled. 

THE  GREAT  POTENTIAL  for  an  even  narrower  trade 
gap  in  2008  shows  up  in  the  relative  growth  rates  for 
exports  and  imports  so  far  this  year.  Through  July,  real 
exports  of  goods  have  grown  7.7%  from  the  same  period 
the  previous  year,  while  imports  are  up  2.4%.  Consider 
that  because  imported  goods  are  more  than  60%  greater 
than  exports,  the  growth  rate  of  exports  has  to  be  at  least 
60%  faster  just  to  hold  the  deficit  steady.  Until  last  year, 
that  was  a  tough  hurdle.  But  so  far  this  year  exports  are 
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growing  more  than  three  times  faster  than  imports. 

The  fuel  under  exports  comes  from  a  robust  global 
economy  and  a  competitive  dollar,  and  both  factors  will 
continue  to  offer  support.  In  early  September  the  trade- 
weighted  dollar  hit  a  record  low  against  a  basket  of  major 
currencies  (chart),  and  hovered  near  a  10-year  low  vs. 
all  trading  partners.  That  drop  has  effectively  cut  the 
price  of  U.S.  products  in  foreign  markets,  while  making 
imports  more  expensive  in  the  U.S. 

Heading  into  2007,  the  greenback  had  fallen  18% 
against  all  currencies  since  its  peak  in  early  2002,  and 
since  the  beginning  of  this  year  it's  down  an  additional 
4.1%.  Two  factors  that  tend  to  increase  the  attractiveness 
of  assets  outside  the  U.S.  argue  for  a  further  decline: 
Growth  prospects  abroad  continue  to  look  brighter  than 
in  the  U.S.,  and  the  Fed  appears  set  to  reduce  interest 
rates  while  other  central  banks  are  in  a  holding  pattern. 
And  the  prospects  overseas  are  for  further  increases  as 
the  credit  crisis  abates. 

THE  CREDIT  CRUNCH  is  bound  to  take  a  nick  out  of  the 
nearly  5%  global  growth  expected  this  year.  But  what's 
different  about  growth  overseas  now  is  that  foreign 
economies  are  increasingly  driven  by  homegrown 
demand,  with  less  dependence  on  exports  to  the  U.S. 
Growth  abroad  has  not  become  completely  uncoupled 
from  the  U.S.  business  cycle,  but  it  is  now  better 
able  to  weather  a  U.S.  slowdown.  In  particular,  the 
enormous  new  influence  of  China  and  India,  and  their 
impact  on  emerging  markets  in  Asia  and  around  the 
globe,  will  help  to  keep  demand  for  U.S.  goods  vibrant. 


A  NEW  DOWNSWING 
IN  THE  GREENBACK 

INDEX:  MARCH  1973=100 
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Clearly,  this  upbeat  trade  outlook  could  be 
undermined,  especially  as  uncertainty  over  the  pricii 
of  many  mortgage-related  assets  continues  to  throttl 
key  areas  of  the  financial  markets.  One  risk:  that 
the  credit  crunch  becomes  so  pervasive  it  ultimately 
chokes  off  foreign  growth,  to  the  detriment  of  U.S. 

exports.  Another  is  a 
plunge  in  the  dollar 
sharp  enough  to 
disrupt  international 
capital  flows  and  put 
additional  pressure 
on  foreign  economies 
Finally,  any  U.S.  move 
toward  protectionist 
measures,  which  coul 
crop  up  heading  into 
2008  elections,  would 
dampen  prospects 
for  improving  trade, 
especially  if  it  spurred  retaliation  abroad. 

But  globalization  actually  helps  to  reduce  these  risks. 
The  rapid  response  of  monetary  policy  to  the  financial- 
market  mess  is  quickly  felt  in  markets  worldwide.  The 
growing  wealth  of  economies  abroad  offers  plenty 
of  foreign  savings  for  the  U.S.  to  tap  in  managing 
its  overseas  obligations,  thus  providing  support  for 
the  dollar.  And  world  economies  are  becoming  more 
dependent  on  one  another  for  growth.  China  is  now  th 
No.  4  destination  for  U.S.  exports.  That  helps  make  the 
downside  of  protectionism  increasingly  clear.  ■ 
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HOUSEHOLD  DEBT 


Credit- Card  Balances  Are  Ballooning 


CONSUMERS  ARE  turning  to  their 
credit  cards  to  keep  shopping  now 
that  most  households  can't  use  their 
home  equity  as  a  virtual  ATM.  Solid 
hiring  and  wage  gains  have  let  people 
rack  up  larger  debt  balances  with 
few  problems.  Now  relying  on  plastic 
could  place  more  stress  on  consumer 
finances,  which  ultimately  could  lead 
to  a  pullback  in  spending. 

Since  the  housing 
downturn  got  under 
way  in  2006  the 
growth  in  consumer 
installment  debt 
has  accelerated, 
driven  by  swelling 
credit-card  balances. 
Over  the  latest  12 
months  through 
July,  revolving  credit 
increased  6.4%  from 
the  prior  year,  while 
nonrevolving  debt, 


CONSUMERS  PULL  OUT 
THE  PLASTIC 

PERCENT  CHANGE  FROM  A  YEAR  AGO, 
TWELVE-MONTH  AVERAGE 
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which  includes  loans  for  vehicles, 
mobile  homes,  and  education,  rose 
3.6%  (chart). 

Shoppers  are  likely  to  use  their 
credit  cards  more  frequently 
now  that  the  holiday  season  is 
approaching,  says  Mark  Zandi, 
chief  economist  at  Moody's 
Economy.com.  But  the  financial 
supports  that  have  let  consumers 
rack  up  debt  with 
little  stress  to  their 
balance  sheets  look 
far  less  likely  to  be 
in  place  this  winter. 
"Home  values  are 
falling,  the  stock 
market  is  flat  at 
best,  gas  prices  are 
not  going  lower,  and 
the  job  market  is  now 
softening,"  Zandi  says. 

There  are  some 
nascent  signs  of 


trouble.  Credit-card  delinquency 
rates  are  beginning  to  tick  up 
modestly  in  regions  where  the  lab 
and  housing  markets  are  weakeni 
the  most,  including  in  California, 
Florida,  Nevada,  and  the  Midwest 

If  the  financial  market  turmoil 
clears  up  soon,  the  damage  to 
the  economy  and  hiring  should 
remain  pretty  limited.  But  if 
continuing  troubles  in  the  credit 
and  housing  markets  should  resu 
in  meager  job  growth— at  a  level 
similar  to  August's  increase  in 
private  nonfarm  payrolls  of  just 
24,000  workers— that  would  lead 
to  measurably  higher  credit- card 
delinquency  rates  by  this  time  ne 
year,  according  to  Zandi. 

That  would  ultimately  force 

consumers  to  rein  in  their  spendin 

putting  more  downward  pressure  < 

the  labor  market  and  the  economy. 

-By  James  Mehi 
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NOT  ONLY  HAVE 
WE  SEEN  THE  GLOBAL 
MARKETPLACE  OF  THE 
FOTURE-WE  DREW 
THE  BLUEPRINTS. 


By  planning  and  building  the  world's 
largest,  most  liquid  exchange  group  with 
the  world's  most  diverse  array  of  financial 

products,  we're  providing  issuers,  investors 
and  traders  unparalleled  services  to  meet 
their  changing  needs. 

What's  more,  our  technological  leadership 
across  all  our  products,  including  equities  and 
derivatives,  stands  as  proof  that  if  anyone  can 
design  and  create  tomorrow's  marketplace, 
it's  NYSE  Euronextr 

Find  out  how  you  can  benefit  from  our 
ambitious  vision.  Visit  us  at  nyseeuronext.com. 


NYSE      NYSE  ARCA      NYSE  EURONEXT  I  NYSE  ALTERNEXT  |  LIFFE 
■  BONOS    p  EQUITIES     p  MARKET  DATA     (OPTIONS/FUTURES 
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NYSE  Euronext 

ONE  MARKET.  INFINITE  POSSIBILITIES: 


Ho07  NYSE  Euronext  All  rights  reserved  NYSE  Euronext  and  its  affiliates  do  not  recommend  or  make  representation  as  to  possible  benefits  from  any  securities,  products, 
•vices  or  investments  Investors  should  undertake  their  own  due  diligence  regarding  their  securities  and  investment  practices. This  advertisement  may  contain  forward- 
■king  statements  regarding  NYSE  Euronext  and  its  affiliates.  Such  statements  are  based  upon  the  current  beliefs  and  expectations  of  management  and  are  subject  to 
^nificant  risks  and  uncertainties.  Actual  results  may  differ  from  those  set  forth  in  the  forward-looking  statements. 
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THE  SPECTER  OF  RECESSION 

Economists  had  figured  U.S.  employment  would  rise  by  113,000  jobs  in  August. 
Well,  hello:  On  Sept.  7  the  Labor  Dept.  reported  the  first  monthly  employment  decline 
in  four  years— a  dip  of  4,000.  Manufacturing  and  construction  were  particularly 
hard  hit  (photo,  building  in  Illinois).  The  lousy  number  was  the  strongest  indication 
yet  that  housing  market  termites  are  gnawing  at  the  foundations  of  the  economy. 

That  puts  the  Federal  Reserve  under  more  pressure  to  fix  things  by  cutting  the 
federal  funds  rate  at  its  Sept.  18  meeting.  Trouble  is,  a  Fed  rate  cut  could  juice 
inflation.  The  markets  took  note:  Gold,  an  inflation  hedge,  moved  above  $700  an 
ounce  for  the  first  time  in  16  months,  and  the  dollar  continued  its  slide.  The  Fed's 
core  problem  is  that  it  can't  accelerate  activity  as  much  as  it  once  did.  The  economy's 
speed  limit  is  lower  now  because  productivity  growth  has  slumped  from  its  boom 
levels  of  the  late  1990s  and  early  2000s. 
See  "Bernanke's  dilemma," page  32 


Oil  Patch  Ripples 

On  Sept.  10  vandals  blew 
up  oil  and  gas  pipelines  in 
Mexico,  hurting  industry 
across  the  country.  A  left-wing 
guerrilla  group  that  carried  out 
similar  attacks  in  July  claimed 
responsibility.  The  explosions 
alarmed  already  edgy  oil 
markets,  and  they  weren't 
soothed  by  OPEC's  surprise 
agreement  to  open  the  spigot 
by  500,000  barrels  a  day  as  of 
Nov.  1.  After  the  U.S.  reported 


low  stockpiles  on  Sept.  12,  oil 

futures  closed  in  New  York  at 

a  record  $79.91. 

EMU*  "What's  behind  OPEC's 

production  hike?" 

businessweek.com/go/tbw 


Buyout  Watch 

First,  all  eyes  were  on  the 
HD  Supply  deal,  which  got 
done  at  a  reduced  price.  Now, 
Wall  Street  is  watching  to 
see  if  Kohlberg  Kravis  Roberts 


will  make  concessions  to 
achieve  its  $26  billion  buyout 
of  credit-card  processor  First 
Data.  Talks  will  likely  continue 
through  September.  But  people 
familiar  with  the  deal  say  KKR 
has  agreed  to  a  covenant  in 
a  $14  billion  loan  that  was 
considered  "covenant-lite" 
because  of  its  easy  repayment 
terms.  BusinessWeek  has 
learned  that  there  is  also  talk 
of  tightening  the  terms  on  $1 
billion  in  "payment-in-kind" 


bonds,  which  allow  borrower 
to  pay  off  the  debt  with 
securities  instead  of  cash. 


More  Sizzle  at  Mickey  D 

What's  hotter  than  a  steamin 
cup  of  McDonald's  coffee?  The 
chain's  sales.  While  rivals  likt 
Wendy's  stumble,  McDonald's 
said  on  Sept.  11  that  same-stc 
sales  popped  a  better-than- 
expected  8.1%  in  August. 
The  world's  No.  1  fast-food 
company,  now  in  the  fifth  yea 
of  a  global  comeback,  credite 
the  gain  in  part  to  its  boffo 
breakfast  business  and  its  fas 
selling  chicken  snack  wraps. 
EIIIEI*  "McDonald's  sales 
jolt  higher" 
businessweek.com/go/tbw 


Nardelli  Hunts  Heads 

It  was  quite  a  week  for  new 
Chrysler  CEO  Robert  Nardelli, 

who  continued  to  raid  rivals 
for  top  executives. 
See  "Why  top  talent  isjumpin 
to  Chrysler," page  42 


Aiming  at  Bear  Stearns 

Are  beaten-down  financial 
stocks  bargains?  Joseph  Lewi; 
the  British  investor  who 
recently  bought  about  7%  of 
troubled  Wall  Street  firm 
Bear  Stearns  for  an  estimate! 
$860  million,  seems  to 
think  so.  Lewis,  based  in  the 
Bahamas,  shuns  the  limeligr 
but  is  reported  to  have  made 
most  of  his  $2.5  billion  fortu 
trading  currencies.  In  the 
mid-'90s  he  bought  nearly 
30%  of  auction  house  Christi 
which  he  eventually  sold  to 
French  tycoon  Francois  Pinaul 


AMD's  New  Weapon 
Advanced  Micro  Devices  on  Se 

10  unveiled  its  new  Barcelona 
energy-sipping  server  chip, 
which  squeezes  four  process 
cores  onto  one  die.  If  s  the 
key  to  a  counterstrike  agains 
a  surging  Intel,  which  on  the 
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Harvard's  Man  Quits 
Harvard  University  may  have 
the  fattest  endowment  in 
the  world,  at  $35  billion,  but 
\\  overseeing  the  stash  seems 
j  to  be  no  easy  job.  For  the 
second  time  in  two  years, 
Harvard  needs  a  new  chief 
investor.  Mohamed  El-Erian,  who 
iji  came  from  bond  giant  Pacific 
Investment  Management  in 
February,  2006,  said  on  Sept. 
11  that  he's  quitting  at  yearend 
i  to  rejoin  his  old  firm.  That 
oshould  help  beef  up  returns 

at  Pimco,  where  top  bond 
il}  fund  manager  Bill  Gross  has 
struggled  since  El-Erian  left. 


same  day  said  its  quarterly 
revenue  will  be  higher  than 
expected.  Intel  recendy  showed 
off  its  own  quad-core  chip. 
E3SSB  "AMD's  latest  Intel 
counterattack" 
businessweek.  com/go/tbw 


which  pulled  V  ioxx  after  it  was 
linked  to  heart  attacks. 


Tremors  in  Tokyo... 

Crippled  by  corruption 
scandals,  Japanese  Prime 
Minister  Shinzo  Abe  said  on 
Sept.  12  that  he'll  step  down  as 
soon  as  his  Liberal  Democratic 
Party  names  a  successor.  It 
probably  didn't  help  that  gross 
domestic  product  shrank  at 
an  annual  rate  of  1.2%  in  the 
quarter  ended  in  June,  Tokyo 
reported  on  Sept.  10.  China, 
Asia's  No.  2  economy,  faces 
altogether  different  pressures. 
On  Sept.  11,  Beijing  said 
inflation  hit  a  6.5%  annual  rate 
in  August,  a  10-year  high. 
IflMii*  "Japan's  Prime  Minister 
resigns" 
businessweek.com/go/tbw 


Headache  Remedy 

It  may  be  Merck's  biggest 
Vioxx  win  yet.  On  Sept.  6 
the  New  Jersey  Supreme 
Court  ruled  that  lawsuits  by 
insurance  companies  against 
the  maker  of  the  painkiller 
ican't  be  bundled  into  a  class 
^action.  The  ruling  could  limit 
damages  levied  against  Merck, 


...And  in  Moscow 

It's  hell  being  a  Kremlinologist. 
President  Vladimir  Putin  fired  his 
Cabinet  on  Sept.  12  and  baffled 
observers  by  naming  relative 
unknown  Victor  Zubkov 
Prime  Minister  instead  of  one 
of  the  men  expected  to  get  the 
nod  as  Putin's  heir  apparent 
prior  to  elections  in  March. 
UlillKl*  "Putin  positions  himself 
for  influence" 
businessweek.com/go/tbw 


IN  MEMORIAM:  ANITA  RODDICK 

"Businesses  have  the  power  to  do  good."  That  was  the  credo 
of  Body  Shop  founder  Anita  Roddick,  who  died  of  a  brain 
hemorrhage  on  Sept.  10  at  age  64.  She  certainly  did  her 
best  to  practice  what  she  preached.  The  British  cosmetics 
entrepreneur  was  one  of  the  first  to  champion  socially 
responsible  business.  She  shunned  animal 
testing  of  Body  Shop  products,  bought 
ingredients  from  environment-friendly 
producers  in  the  Amazon  rainforest, 
and  kept  packaging  and  promotional 
material  to  a  minimum.  Among  her 
more  controversial  offerings:  hemp- 
based  oils  and  soaps  that  caught  the 
attention  of  regulators  in  France  and 
Canada  worried  about  anything 
related  to  marijuana.  Roddick,  who 
started  Body  Shop  in  1976  and  sold 
it  to  France's  L'Oreal  Group  30  years 
later  for  $1.14  billion,  remained  a 
crusader  to  the  end.  The  last 
post  on  her  Web  site  called  for 
the  release  of  two  inmates  in 
Louisiana's  Angola  prison. 

ANITA  RODDICK  IN  2004 
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Plug  your  laptop  into  the  nation's  largest 
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THE  ECONOMY 


BERNANKE 
DILEMMA 

The  markets  are  clamoring  for  rate 
cuts,  but  weak  U.  S.  productivity  gains 
and  strong  global  growth 
may  limit  the  Fed's  options 


MANDEL  ON 
ECONOMICS 


Housing  is  in  the  pits. 
The  credit  markets  are 
in  turmoil.  With  the  loss 
of  4,000  jobs  in  August, 
the  labor  market  has 
slowed  to  a  crawl.  And 
Wall  Street  is  clamoring 
for  Fed  Chairman  Ben 
S.  Bernanke  to  cut  interest  rates  aggres- 
sively to  pump  up  the  economy. 

But  investors,  homeowners,  and  work- 
ers may  be  disappointed  if  they  are  hop- 
ing for  more  than  one,  or  perhaps  two, 
small  cuts  in  the  benchmark  federal 
funds  rate.  In  his  denning  moment  as 
Fed  chief,  Bernanke  is  picking  his  way 
through  an  immensely  complicated  and 
uncharted  economic  landscape.  Unless 
the  bottom  suddenly  falls  out  of  the  job 
market  or  some  other  economic  calamity 
unfolds,  he's  likely  to  show  great  restraint 
in  the  coming  months. 

The  U.S.  economy,  once  inward-look- 
ing and  dominated  by  manufacturing, 
is  now  service-oriented  and  closely  tied 
to  the  rest  of  the  world.  That  means  the 
Fed  chairman's  calculations  will  have 
to  account  for  the  health  of  the  global 
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economy— which  so  far  has  been  strong. 
"We've  been  revising  the  growth  forecast 
for  the  U.S.  down,  and  up  for  the  rest  of 
the  world,"  says  Tim  Condon,  a  top  econ- 
omist at  ING  in  Singapore  (page  34). 

Equally  important,  Bernanke  is  get- 
ting conflicting  signals  on  the  long-term 
growth  rate  of  productivity,  or  output  per 
hour,  arguably  the  single  most  important 
statistic  for  setting  monetary  policy.  Long- 
term  U.S.  productivity  growth  is  expected 
to  be  2.25%  to  2.5%  per  year,  according 
to  a  BusinessWeek  survey  of  six  leading 


economists.  That's  lower  than  the  2.75 
average  estimate  in  2004,  when  Businei 
Week  asked  the  same  question,  but  if  s  st 
quite  strong  by  historical  standards.  '"IT 
implications  for  the  Fed  are  that  potenti 
output  is  running  above  actual  outpuii 
says  Dale  W  Jorgenson,  a  Harvard  Ui 
versify  economist.  In  other  words,  then 
enough  slack  in  the  economy  that  bu: 
nesses  can  produce  more  without  liftii 
inflation.  As  a  result,  the  Fed  can  pump  i 
growth  by  cutting  rates. 

But  for  Bernanke  and  the  Fed,  the 
are  also  disquieting  signs  that  the  pr 
ductivity  boom  of  the  past  10  years  cou 
be  coming  to  an  end.  The  economi; 
were  projecting  future  productiv 
growth— but  recent  history  has  not  be 
so  rosy.  Nonfarm  business  productivi 
averaged  over  the  past  four  quarters, 
up  only  0.5%  compared  with  the  pre 
ous  year,  the  slowest  pace  since  tl 
mid-1990s  (chart).  Such  small  gains 
productivity,  if  they  persist,  will  make 
extremely  hard  for  Bernanke  to  embc 
on  a  sustained  program  of  rate  cuts. 

Indeed,  the  big  danger  for  Bernar 
is  that  the  U.S.  may  face  a  reversal  of  1 


HKOt 


;, 
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pattern  of  the  past  decade,  when  rising 
productivity  was  the  main  strength  of  the 
U.S.  economy.  Such  increases  powered 
rising  real  wages  in  the  1990s  and  rising 
profits  in  the  2000s.  Strong  productivity 
growth  also  drew  foreign  investors  to  the 
U.S.  stock  and  bond  markets,  which  kept 
interest  rates  low  while  reducing  worries 
about  the  big  trade  deficit. 

Rising  productivity  also  gready  in- 
creased the  range  of  options  open  to  for- 
mer Fed  Chairman  Alan  Greenspan.  He 
could  keep  interest  rates  low  without  wor- 
rying much  about  igniting  inflation.  Per- 
haps more  important,  rapid  productivity 
growth  gave  Greenspan  the  freedom  to  cut 
rates  aggressively  in  response  to  the  finan- 
cial crisis  of  1998  and  the  dot-com  bust. 


By  contrast,  even  the  pos- 
sibility of  slowing  productiv- 
ity growth  hems  in  Bernanke 
on  two  sides.  Combined  with 
the  slow  growth  of  the  labor 
force,  it  puts  the  U.S.  peril- 
ously close  to  stalling  out. 
"It  would  not  take  much  to 
tip  the  economy  into  reces- 
sion," says  Martin  N.  Baily  of 
the  Brookings  Institution  and 
former  head  of  the  Council 
of  Economic  Advisers  under  Bill  Clinton. 
"The  collapse  of  the  boom  in  nonresiden- 
tial construction,  for  example." 

But  the  slow  productivity  trend,  if  it 
continues,  could  also  weaken  the  case 
for  sharp  rate  cuts.  Why?  Because  Ber- 


The  Fed 
wants 
to  avoid 
1970s-style 
stagflation 


nanke,  like  all  central  ban 
ers,  remembers  the  mai 
lesson  of  the  1970s.  Bat 
then,  the  Fed  tried  to  make 
slow-productivity  econon 
run  faster  by  cutting  rate 
and  ended  up  instead  wii 
"stagflation"— an  unplea 
ant  combination  of  wej 
growth  and  rising  infl 
tion.  No  one  wants  that 
happen  again.  Indeed,  d 
minutes  from  the  last  meeting  of  d 
Fed's  Open  Market  Committee,  in  ear 
August,  make  it  clear  that  "slower  trer 
growth  in  productivity"  was  high  on  ti 
list  of  concerns. 

The  problem  for  Bernanke  is  th 


EMERGING  MARKETS 

OVERSEAS, 
FEW  SHOCKS 

The  global  economy's  vigor  should 
protect  it  from  a  U.S.  slowdown 


BY  STANLEY  REED 

IS  THE  U.S.  HOUSING  BLOW- 
out  going  to  hurt  the  rest  of 
the  world?  Certainly,  a  major 
slowdown  in  the  planet's  big- 
gest economy  would  cause 
some  countries  pain.  But 
much  of  the  globe  will  likely 
shrug  off  the  worst  effects  of  any 
American  slump.  "The  global  econ- 
omy is  no  longer  U.S.-centric,"  says 
Ed  Yardeni,  an  economist  who  heads 
Yardeni  Research  in  New  York.  "We 
may  find  that  the  global  econom- 
ic boom  continues,  notwithstanding 
the  slowdown  in  the  U.S." 

One  big  reason  is  that  emerging 
markets  are  stronger  than  during 
past  crises.  From  China  to  the  Per- 
sian Gulf,  countries  have  taken  ad- 
vantage of  their  recent  vigor  to  gird 
themselves  for  tougher  times,  pay- 
ing down  foreign  debt  and  building 
up  huge  piles  of  cash  reserves.  "They 
are  much  better  prepared  to  face  ex- 
ternal shocks,"  says  Maria-Laura 
Lanzeni,  head  of  emerging  markets 
at  Deutsche  Bank  in  Frankfurt. 
What's   more,  these  economies 
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are  now  firing  on  all  cylinders.  As 
consumers  stock  up  on  everything 
from  cell  phones  to  cars,  the  so-called 
BRIC  countries— Brazil,  Russia,  India, 
and  China— are  contributing  more  to 
growth  in  global  consumption  than  the 
U.S.,  says  Goldman  Sachs  economist 
Jim  O'Neill.  And  businesses  there  are 
bulking  up.  That's  good  news  for  Japan 
and  South  Korea,  which  are  supply- 
ing steel,  heavy  equipment,  and  con- 
struction services  to  their  fast-growing 
Asian  neighbors.  "With  China  building 
steel  mills  and  petrochemical  plants, 
we  are  inundated  with  orders,"  says 
Kim  Jung  Gwee,  vice-president  for 
marketing  at  Hyundai  Heavy  Indus- 
tries Co.  in  Seoul. 

Europe,  too,  has  benefited  as  buyers  in 
Asia  and  the  Middle  East  snap  up  the  Old 
World's  snazzy  cars  and  sophisticated 
machine  tools.  This  should  help  buffer 
European  countries  from  the  effects  of 
tighter  credit  and  flagging  U.S.  sales.  "I 
don't  see  any  indication  that  the  econom- 
ic dynamics  of  Europe  will  be  hampered 
by  the  U.S.,"  says  DaimlerChrysler  Chief 
Executive  Dieter  Zetsche. 

Of  course,  a  lot  hinges  on  how  long 


and  deep  any  U.S.    SHADE  SHOPPEE 

downturn  proves  to  At  H&M  in 
be.  It's  hard  to  imag-  Shanghai 
ine  that  the  global  ^^^m 
economy  could  sustain  growth  of  5( 
plus  if  the  U.S.  were  to  enter  a  prolong 
swoon.  "India  may  not  be  as  expo  I 
dependent  [as  China],  but  it  depen  I 
on  the  smooth  running  of  the  glot  I 
economy,"  says  Anand  G.  Mahind  : 
chief  executive  of  Mahindra  &  Mahinc  j 
Ltd.,  a  $4.5  billion  Indian  manufactui  I 
of  cars  and  tractors.  "For  that,  the  U'l 
needs  to  be  stable." 

Robust  growth  in  the  rest  of  the  woi  M 
may  prove  to  be  a  boon  for  Amerii  I 
too.  Some  of  the  negative  impact  frc  i 
the  housing  recession  is  being  off  | 
by  surging  U.S.  exports  (page  27)  a  I 
strong  growth  in  overseas  earnings  :  j| 
American  companies.  (A  record  2<  h 
of  U.S.  corporate  profits  come  frc  jj 
abroad,  compared  with  around  20%  \' 
the  beginning  of  the  decade,  Yardeni  f  I 
ures.)  This  could  be  one  instance  wh<  a 
America's  diminishing  role  in  the  wo  I 
may  not  prove  to  be  such  a  bad  thi  | 
after  all.  ■ 
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PROFITABILITY  ANALYSIS:  DARK  CASTLE  ENTERTAINMENT 
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long-term  productivity  trends  can  shift 
sharply  and  without  warning.  In  the 
1970s,  productivity  growth  took  a  nose- 
dive that  economists  simply  did  not  ex- 
pect, leading  to  years  of  weak  growth 
and  high  inflation.  Then,  in  the  1990s, 
information  technology  suddenly  took 
hold  as  an  economic  force,  and  the  result 
was  the  New  Economy  boom.  There's 
nothing  to  stop  productivity  from  decel- 
erating again. 

Still,  it's  worth  noting  that  Bernanke 
could  cut  rates  sharply  to  deal  with  a 
financial  crisis  even  if  productivity  is  not 
rising.  That's  what  Greenspan  did  in  the 
aftermath  of  the  October,  1987,  market 
crash.  At  the  time,  productivity  growth 
was  nonexistent  and  core  inflation  was 
well  above  4%,  but  Greenspan  slashed 


the  fed  funds  rate  by  a  full  percentage 
point  to  help  bail  out  the  market  and  the 
economy. 

After  the  crisis  was  over,  however, 
Greenspan  quickly  reversed  course  and 
took  back  the  rate  cuts.  Within  eight 
months  after  the  1987  crash,  the  fed 
funds  rate  was  back  to  the  same  level  as 
before.  Bernanke  might  have  to  follow 
the  same  strategy  if  productivity  growth 
stays  low. 

If  the  uncertainty  about  productivity 
weren't  bad  enough,  the  new  links  be- 
tween the  U.S.  and  the  rest  of  the  world 
create  more  imponderables  for  Bernanke 
and  for  monetary  policy.  Strong  growth 
in  Asia  and  elsewhere,  for  instance, 
makes  other  central  banks  a  lot  less  likely 
to  cut  rates  in  lockstep  with  the  Fed  as 


they  have  in  the  past.  "The  impact  fron 
U.S.-originated  shock  wave  will  be  mu 
less  painful  now  than  it  was  at  the  begi 
ning  of  this  decade,"  says  Lim  Kyui 
Mook,  economist  at  Korea  Developme 
Institute  in  Seoul.  He  notes  that  grow 
in  South  Korea's  gross  domestic  pro> 
uct  will  probably  exceed  4.7%  this  ye; 
higher  than  previously  forecast.  Kore; 
central  bank  raised  interest  rates  in  Ji 
and  August. 

Such  overseas  rate  hikes,  combin 
with  Fed  rate  cuts,  could  make  it  less  ; 
tractive  to  invest  in  the  U.S.  and  cause  t ! 
dollar  to  fall  further.  That  would  ma 
imports  more  expensive  and  send  inf ! 
tion  higher.  Already  the  price  of  non-f 
troleum  imports  is  rising  at  a  2.8%  rai 
compared  with  1.9%  in  2006. 


OPINIONS 


HOW  HE'S  DOING:  CEOs  RATE  BEN 
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ROBERT  I.  TOLL 

Chairman  and  CEO  of  Toll  Brothers  Inc.  in  Horsham,  Pa., 
the  largest  U.S.  luxury  homebuilder 


I  think  Bernanke's 
been  doing  a 
pretty  terrific  job. 
Greenspan  passed 
him  the  ball  in  the  corner  with 
no  time-outs  and  10  seconds 
left  on  the  clock.  He  was  able  to 
keep  the  game  going  without 
doing  something  really  stupid. 

When  we  saw  the  credit 
markets  spiraling  down  because 
of  the  subprime  mortgage 
debacle,  he  said:  "One  thing  is 


certain,  the  credit  market  will 
not  go  down  for  lack  of  liquidity. 
The  discount  window  is  not  only 
open  but  we  invite  you  to  use 
it,  and  we're  lowering  rates." 
That  was  exactiy  what  the 
market  needed. 

The  economy  is  in  the  bucket 
or  going  into  the  bucket.  It  now 
seems  obvious  that  with  less 
threat  of  inflation  and  more 
threat  of  recession,  the  Fed  will 
lower  the  fed  funds  rate  on  Sept. 
18. 1  don't  see  confidence  being 
restored  in  the  home-buying 
public  by  a  drop  in  the  fed 
funds  rate.  Confidence  is  tied 
to  Bernanke  only  in  the  loosest 
way.  If  confidence  is  restored 
in  the  general  economy,  then 
that  will  flow  over,  perhaps, 
to  demand  for  new  homes. 
But  that's  a  pretty  tenuous 
connection." 


"■**&.<.'**' 


WILLIAM  D.  ZOLLARS 

Chairman  and  CEO  ofYRC  Worldwide  Inc.  in  Overland  Park,  i 
which  owns  trucking  giants  Yellow  Transportation  andRoadv 


Right  now  the 

economy  is  not 
doing  well.  It's 
probably  softer  than 
most  people  realize.  The  Fed 
has  a  tendency  to  react  later 
than  it  should.  They  tend  to  look 
at  metrics  that  are  rearview- 
mirror-oriented.  Bernanke  is 
a  little  more  academic  than  I 
would  like  to  see.  I  think  there's 
enough  real-world  data.  I've 
never  had  a  call  from  somebody 
at  the  Fed  asking  how  business 
volumes  are  today  and  how  they 
compare  to  a  year  ago. 

The  fed  funds  cut  should  be 
half  a  point.  Most  of  the  CEOs 
I  talk  to  will  not  spend  the  kind 
of  money  you  need  to  fund 


economic  growth  until  tl  I 
confident  the  economy  is  J 
a  sounder  footing.  Since  I 
beginning  of  the  year  wcl 
been  assuming  the  econ  | 
was  coming  back,  but  wt  J 
assuming  that  anymore.  J 


UH 


Consumers 
might 
decide  to 
cutback 
on  imports 


Bernanke    also    has    to 

insider  whether  the  new 

iks  to  the  global  economy 

ill  moderate  or  aggravate 

U.S.  slowdown.  One  pos- 

bility  is  that  consumers 

id  businesses  might  cut 

ick  on  imports  rather  than 

1  domestically  produced 

)ods.  In  the  past,  for  ex- 

nple,  a  housing  downturn 

light  have  led  to  big  layoffs  at  U.S. 

ctories  making  construction  materials, 

:  rniture,  and  appliances.  But  with  much 

i  ore  of  that  manufacturing  capacity 

itside  the  U.S.,  fewer  domestic  jobs  may 

:  lost.  Indeed,  the  slight  decline  in  the 

i  ade  deficit  in  July  may  be  a  precursor  of 

ings  to  come. 


On  the  other  hand,  U.S. 
manufacturers  might  pos- 
sibly close  down  yet  more 
domestic  plants  to  reduce 
costs,  especially  if  produc- 
tivity is  lagging.  "When  the 
U.S.  sneezes,  there's  an  op- 
portunity for  the  rest  of  the 
world,"  says  B.V.R.  Subbu, 
former   head   of  Hyundai 
Motor   India.   He   recentiy 
bought  the  Daewoo  car  plant  near  Delhi 
and  is  turning  it  into  an  auto  components 
shop  for  exports.  "Once  U.S.  investors 
realize  they  have  to  make  money  some 
other  way,  they  will  push  manufacturers 
to  perform  better  and  better,  and  they  will 
push  more  manufacturing  to  India." 
Bernanke  also  must  consider  the  im- 


pact of  globalization  on  the  service  sector. 
On  Sept.  12,  the  Census  Bureau  released 
results  of  the  latest  quarterly  survey  of 
services,  which  showed  a  big  gain  in 
revenues  in  the  second  quarter  in  such 
globally  oriented  industries  as  consulting 
and  computer  systems  design.  But  the 
same  day,  Electronic  Data  Systems  Corp. 
announced  it  will  offer  early  retirement 
to  12,000  workers  in  the  U.S.  Meanwhile, 
the  company  has  been  expanding  opera- 
tions in  low-cost  countries. 

Bernanke  came  to  the  Fed  with  the 
idea  of  making  monetary  policy  more 
predictable  and  easier  for  financial  mar- 
kets to  understand.  But  in  an  unpredict- 
able, rapidly  changing  world,  that  goal 
may  be  far  out  of  reach.  ■ 

By  Michael  Mandel,  with  bureau  reports 


ie  chief  executives  love  the  job  Ben  S.  Bernanke  is  doing;  others  are  dubious.  With  the  U.S.  economy  running  into  its 
serious  trouble  since  Bernanke  became  chairman  of  the  Federal  Reserve  in  February,  2006,  BusinessWeek  asked 
ral  CEOs  to  assess  his  performance  and  suggest  what  the  Fed  should  do  now.  Here  are  their  edited  responses. 


\ND  MAHINDRA 

and  vice-chairman  ofMahindra  &  Mahindra  Ltd.,  of 
ibai,  India,  the  No.  4  tractor  maker  worldwide 


I 
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On  the  positive 
side,  Bernanke  is 
not  a  larger-than- 
life  figure,  like 
nspan  was.  That's  a  good 
;.  There  was  too  much 
g  on  Greenspan, 
e  can't  fault  [Bernanke's 
illing  of  the  subprime  crisis] 
ailed  the  bailout  early  and 
ijection  of  liquidity  was 
ly,  giving  the  impression 
e  world  that  there  was 
izance  of  the  problem  and 
J.S.  was  taking  care  of  it. 
as  in  the  auto  industry  you 
self-repair  tires,  Bernanke 
breed  the  view  that  the  U.S. 
huick,  self-healing  systems 
luck  in  at  such  times. 


[On  the  other  hand]  he  could 
have  lowered  rates  earlier  and 
deeper.  It's  important  to  see 
what  happens  on  the  18th  of 
September.  Anything  less  than  a 
50  basis-point  cut  will  change  the 
view  on  Bernanke  by  people  like 
us.  He  will  be  seen  to  be  adrift. 
That  is  the  litmus  test.  It's  almost 
unfair,  but  he  will  be  watched 
and  tested  on  that  day  to  see  if  he 
understands  the  responsibility  he 
has  as  custodian." 


JAMES  E.  ROGERS 

Chairman  and  CEO  of  Duke  Energy  Corp.,  one  of  the  largest 
investor-owned  utilities,  based  in  Charlotte,  N.C. 


Clearly,  his  style  is 
different  from 
Greenspan's,  but 
my  judgment  is 
he's  doing  a  good  job.  One,  he 
is  carefully  listening  to  what's 
going  on  in  the  economy.  He's 
paying  attention  to  all  the 
right  things.  He  took  action 
on  the  discount  rate.  That  was 
an  important  step.  He's  got  a 
steady  hand  and  he's  making 
the  moves  that  need  to  be  made 
at  the  right  time.  He's  not 
overreacting  to  the  volatility 
that  we've  been  experiencing  in 
the  markets. 

We  are  a  very  capital-intensive 
industry.  We're  looking  out  over 
the  next  five  years  and  we're 


reinvesting  about  $23  billion 
into  our  industry.  We're  seeing 
the  demand  for  electricity 
continue  to  grow.  We  don't  see 
even  a  rocky  economy  changing 
our  plans.  [Despite  the  financial 
turmoil]  it  has  been  no  problem 
accessing  either  commercial 
paper  or  the  bond  market. 

We  think  that  a  cut  in 
the  federal  funds  rate  is  an 
expected,  appropriate  action." 
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HEDGE  FUND  BLOWUPS 


DID  BEAR  STEARNS 
SOFT-PEDAL  THE  RISKS? 

Investors  claim  they  were  misled  by  sales  managers5  assurances 


BY  MATTHEW  GOLDSTEIN 

HOW  INFLATED  DID  THE 
market  for  subprime 
mortgages  become  dur- 
ing the  recent  bubble? 
Take  a  look  at  two  Bear, 
Stearns  &  Co.  hedge 
funds  that  blew  up  in 
July.  Investors  lost  $1.6  billion  all  told. 
Now  some  are  claiming  that  Bear 
marketed  the  funds— which 
bought  risky  mortgage-backed 
securities  largely  with  borrowed 
money— as  conservative  in 
vestments.  Even  more  surpris- 
ing, some  of  the  world's  sawi- 
est  investors,  including  at 
least  one  inside  Bear,  were 
willing  to  suspend  their  dis- 
belief long  enough  to  buy  in. 

At  a  London  conference  in 
ary,  2006,  Matthew  Tannin,  a  senior 
managing  director  at  Bear,  told  inves- 
tors that  buying  into  one  of  the  hedge 
funds  he  was  hawking,  the  Bear  Stearns 
High-Grade  Structured  Credit  Strate- 
gies Fund,  was  akin  to  putting  money 
in  an  ordinary  bank  account,  according 
to  a  person  in  attendance.  Investors  say 
other  Bear  officials  promised  at  various 
times  that  while  the  value  might  slide 
in  any  given  year,  shareholders  could 
always  get  their  initial  investment  back. 
The  marketing  was  so  slick  it  persuaded 


The  Claim 
Vs.  the  Reality 


one  of  Bear  Stearns'  top  brokers,  Shelley 
Bergman,  to  dive  in.  Says  one  investor 
who  asked  not  to  be  named  and  has 
recently  hired  a  lawyer:  "[The  fund] 
was  described  as  very  low  volatility,  very 
conservative,  and  very  low  risk.  They 
said  a  doomsday  scenario  was  a  5%  to 
10%  loss." 

That,  of  course,  proved  inaccurate. 
The  High-Grade  Structured  Credit 


Worst-case  loss 
promised  in  Bear 
Stearns'  sales  pitch 
for  two  hedge 
funds,  investors  say 


Actual  loss 
incurred 
by  the 
investors 


Strategies  Fund 
and  the  related 
Bear  Stearns  High- 
Grade  Structured  Credit 
Strategies  Enhanced  Fund 
both  imploded  in  June,  wiping 
out  $1.6  billion  in  investor  capital. 
The  funds  had  gorged  on  collater- 
alized debt  obligations  (CDOs)— com- 
plex bonds  often  backed  by  the  riskiest 
subprime  mortgages— and  employed 
$16  billion  in  borrowed  money  to  lever 
up  the  returns.  One  of  the  funds  was  at 
times  borrowing  $20  for  every  dollar 


investors  put  in— an  enormous  amoi 
even  in  the  freewheeling  hedge  fu 
world.  The  Bear  funds  joined  a  long 
of  leverage-driven  blowups,  from  Lor 
Term  Capital  Management  in  1998 
Amaranth  Advisors  in  2006. 

SETTLE  OR  FIGHT 

NOW  INVESTORS  ARE  crying  foul.  Rej 
latory  filings  reveal  that  17  custon 
complaints  have  been  lodged  agaii 
Tannin  and  Ralph  R.  Cioffi,  the  other 
nior  managing  director  who  oversaw  1 
hedge  funds'  operations.  On  Wall  Strt 
the  grievance  process  usually  starts  w 
the  investor  filing  a  complaint  with  i 
firm.  Having  received  the  complair 
Bear  can  try  to  settle,  or  it  can  fight  I 
which  point  the  matter  will  go  bef 
an  independent  arbitration   par  11 
Thus  far,  Bear  seems  ready  to  fig  \ 
Says  a  spokesman:  "We  will  deft  | 
ourselves  vigorously." 
A  thumbnail  summary  of  each  cc  - 
plaint,  compiled  by  Bear  for  regi ; 
tors,  charges  the  same  thing:  "Custor 
alleges  inconsistency  between  the  fur  a 
described  investment  strategy  and  act  I 
investments."  The  Bear  spokesman  <« 
putes  the  allegations,  arguing  that 
"high-net-worth  investors  in  the  fund  w  p 
made  very  aware  that  this  was  a  high-r  | 
speculative  investment  vehicle."  Cioffi  I 
clined  to  comment.  Tannin,  through  t 
spokesman,  says  he  never  compa  ] 
the  fund  to  a  bank  account  j  J 
never  implied  it  was  a  "very  i  1 
investment." 

The     truth     likely 

somewhere    in    betwe 

The  prospectuses  for 

funds  offered  clear 

veats  that  "there  i 

risk  that  an  invi 

ment  in  the  fund  j 

be  lost  entirely  oi 

part."  And  the 

gree  of  leverage  1 

described  in  detai 
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Guys,  want  to  take  fewer  trips 
[  to  the  bathroom  at  night? 

FLOMAX  may  improve  male  urinary  symptoms  due  to  BPH  in  1  WEEK. 


Waking  up  to  go? 

Stopping  and  starting? 

Going  often? 

Straining? 

Going  urgently? 

Weak  stream? 


Talk  to  your  doctor.  For  many  men,  FLOMAX  may  help  in  one  week. 

FLOMAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate. 
Only  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such  as 
prostate  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen. 
A  sudden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting. 
So  avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
surgeon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83 1 7. 


FLOMAX 

TAMSULOSIN  HCICAPSM£S0-4M6 
The  1 -week  difference. 


Please  see  Patient  Information  on  adjacent  page. 

Copyright  ©2007  Boehringer  Ingelheim  Pharmaceuticals,  Inc.  All  rights  reserved.  (01/07)  FL-40707 
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FLOMAX 


TAMSULOSi 


CAPSULES  0.4  MC 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness   or  dizziness.   Caution   should  be 


exercised  when  driving,  operating  machinery,  or 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  of 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 

How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily. 
FLOMAX  should  be  taken  approximately  one-half 
hour  after  the  same  meal  each  day.  If  you  stop  or 
forget  to  take  FLOMAX  for  several  days,  start  again 
with  the  0.4  mg  once-daily  dose.  If  you  were 
previously  on  a  higher  dose,  contact  your  doctor 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 

What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according 
to  the  directions  given  by  your  doctor.  If  you  think 
you  have  taken  an  overdosage  of  FLOMAX  capsules, 
contact  your  doctor  immediately. 

Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  call 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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onthly  reports  sent  to  shareholders. 

But  investors  say  Bear  Stearns  went 
it  of  its  way  to  downplay  the  risk.  A 
df-dozen  investors  and  their  lawyers 
mtacted  by  BusinessWeek  say  most  in- 
istors  came  away  from  meetings  with 
jar  officials  believing  that  the  funds 
ere  "very  conservative"  and  "low-risk" 
mtures  that  promised  "no  loss  of  princi- 
d."  In  a  due  diligence  survey  submitted 

the  Alternative  Investment  Manage- 
ent  Assn.,  which  collects  information 
1  funds'  strategies  and  passes  it  along  to 
vestors,  Bear's  managers  said  they  had 
ken  a  number  of  steps  to  reduce  risk 
iring  a  "financial  crisis  or  a  broad  dete- 
oration  of  credit  quality."  They  also  said 
ie  market  for  CDOs  was  "fairly  liquid." 

The  2006  audited  financial  statement 
r  the  hedge  funds,  prepared  by  De- 
itte  &  Touche,  tells  a  different  story.  An 
lditor's  letter,  dated  Apr.  24  and  sent  to 
vestors  in  May,  just  as  the  funds  were 
)llapsing,  notes  that  70%  of  the  funds' 
it  assets  consisted  of  securities  whose 
dues  were  estimated  by  the  fund  man- 
ners "in  the  absence  of  readily  ascer- 
dnable  market  values."  The  auditors 
arned  that  the  difference  between  the 
al  values  and  Bear's  estimated  ones 
:ould  be  material." 

ED-FACED 

WESTORS  CHOSE  to  believe  the  sunny 
des  talk.  And  not  only  outsiders:  Bear 
so  marketed  the  funds  to  its  own  bro- 
2rs  during  internal  "road  shows."  Berg- 
tan  manages  about  $1.2  billion  for  some 
f  Bear's  wealthiest  clients  and  ranked 
(7th  among  U.S.  brokers  in  a  2006 
irvey  published  in  Barron's.  People 
ho  know  him  say  he  was  so  convinced 
y  the  sales  pitch  that  he  put  around 
1  million  of  his  own  money  into  the 
mds  and  recommended  that  some 
iree  dozen  clients  do  the  same.  Three  of 
lem  have  since  filed  complaints.  Nelson 
.  Boxer,  an  Alston  &  Bird  lawyer  who  is 
^presenting  Bergman,  says  the  broker 
has  never  had  a  customer  complain 
bout  him  or  an  investment"  before  this 
icident.  In  a  regulatory  filing  describ- 
lg  the  complaints  against  him,  Berg- 
lan  deflects  blame  for  recommending 
ie  funds,  arguing  that  the  customers  in 
uestion  "relied  upon  communications 
-om  the  fund's  portfolio  manager"  in 
laking  their  investment  decisions. 
The  swirling  allegations  could  prove 
tnbarrassing  for  Bergman  and  Bear- 
specially  if  investors  can  prove  the  sales 
itch  was  a  curveball.  Then  again,  the 
ig-league  investors  buying  into  the  risky 
inds  should  have  seen  it  coming.  ■ 


SMARTPHONES 

ALMOST 
ON  PALMS 
AND  KNEES 

Nimble  rivals  have  the 
Treo  maker  struggling 


BY  CLIFF  EDWARDS 

IN  THE  FIERCELY  COMPETITIVE 
business  of  smartphones,  you're 
only  as  good  as  your  last  innova- 
tion. For  Palm,  which  practically 
invented  the  category,  that's  bad 
news.  Deep-pocketed  rivals  such 
as  BlackBerry  maker  Research  In 
Motion,  Nokia,  Motorola,  and  now  Ap- 
ple keep  rolling  out  glitzy  new  products, 
while  Palm  has  done  little  to  update  the 
bulky  Treo  since  2003. 

It  has  reached  the  point  where  a  com- 
pany once  regarded  as  one  of  the  most  in- 
novative in  the  field  is  regularly  dismissed 
by  competitors.  The  latest  example  came 
on  Sept.  5,  when  Motorola  Inc.  acting 
Chief  Financial  Officer  Thomas  J.  Mer- 
edith praised  Apple  Inc.'s  touchscreen 
iPhone  as  a  great  innovation  worth  copy- 
ing. Too  bad  the  Treo  introduced  users  to 
the  touchscreen  more  than  five  years  ago. 
Likewise,  few  remember  that  in  2003, 
the  Treo  600  delivered 
many  of  the  same  bells 
and  whisties  as  Apple's 
recent  entry:  a  built-in 
camera,  music  and  video 
player,  and  the  ability  to 
fetch  e-mails  and  dial  di- 
rectly from  a  contact  list. 


Palm  has 
used  the  same 
software,  with 
minor  updates 


Today  even  the  most    for  five  VearS 

ardent  Treo  tans  seem  <J 

ready  to  give  up.  Palm  ^^■^■■■^ 
Inc.  has  used  the  same 
operating  software,  with  minor  updates, 
for  five  years.  It  is  struggling  to  get  a 
major  new  version  out  this  year.  In  the 
meantime,  rivals  have  delivered  new 
software  that's  far  more  multimedia- 
friendly.  No  wonder  Palm's  net  income 
in  the  most  recent  quarter  plunged  43%, 
to  $15.4  million. 

Now  that  the  entire  industry  is  focus- 
ing on  tech-sawy  consumers— Treo's 
core  audience— analysts  are  growing 
increasingly  concerned  that  Palm  will 


be  squeezed  to  death  between  RIM  and 
Apple,  which  just  slashed  iPhone  prices 
by  a  third.  Palm  sales  have  been  sluggish 
at  AT&T  Inc.  outlets.  While  AT&T  stores 
try  to  whip  up  excitement  with  iPhone 
kiosks,  Treos  have  been  shunted  off  to 
less  visible  sections. 

Palm's  problems  date  to  the  late  1990s. 
After  clashing  with  new  owner  3Com 
Corp.,  founders  Jeff  Hawkins  and  Donna 
Dubinsky  quit  in  1998.  Palm  was  later 
spun  out  of  3Com,  and  new  management 
separated  hardware  and  software  devel- 
opment. Unsuccessful  in  getting  other 
companies  to  buy  its  software,  that  unit 
floundered.  It  was  sold  in  2005  to  mobile- 
software  maker  Access  of  Japan,  which 
created  an  operating  system  that  even 
Palm  didn't  consider  good  enough  to 
adopt.  In  June  of  this  year,  private  equity 
firm  Elevation  Partners  agreed  to  buy 
25%  of  Palm  for  $325  million. 

In  early  September,  Palm  suffered  an 
embarrassing    setback 
when  it  pulled  the  plug 
on  the  Foleo,  a  mobile- 
computing  companion 
to  the  Treo.  The  Foleo 
had  a  splashy  debut  in 
the  spring,  but  critics 
scratched   their   heads 
over  its  limited  business 
utility.  Palm  will  take  a 
$10  million  charge. 
Palm  executives  say 
new  devices  are  on  the  way  that  will  ex- 
pand the  company's  reach.  The  Treo  500v, 
introduced  on  Sept.  12  by  Vodafone  Group 
PLC  in  Europe,  uses  Windows  Mobile 
software  and  is  thinner  than  earlier  Treos. 
In  the  U.S.,  Sprint  Nextel  Corp.  later  this 
year  plans  to  release  the  Centro,  a  thin 
smartphone  that  should  sell  for  a  quarter 
of  the  iPhone's  $399.  But  until  it  delivers 
on  broader  promises  of  new  software  and 
a  more  contemporary  lineup,  Palm  seems 
likely  to  continue  its  long  slide.  ■ 
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AUTOMAKERS 


WHY  TOP  TALENT  IS 
JUMPING  TO  CHRYSLER 

Two  big  lures:  A  shot  at  being  part  of  a 
historic  turnaround,  plus  oodles  of  cash 


BY  DAVID  WELCH 

IVEN  THE  TROUBLED 
state  of  Detroit's  auto- 
makers over  the  past 
few  years,  Motown  has 
ranked  about  as  high 
on  the  destination  list 
for  ambitious  execu- 
tives as  it  does  for  vacationers.  But  pri- 
vate equity  firm  Cerberus  Capital  Man- 
agement, the  new  owner  of  Chrysler, 
has  turned  that  notion  on  its  head.  Af- 
ter stealing  away  one  young  Toyota 
marketer,  new  Chrysler  CEO  Robert  L. 
Nardelli— himself  a  surprise  hire— on 
Sept.  6  poached  James  E.  Press,  Toyota's 
top  North  American  executive,  to  take  the 
No.  2  job.  The  next  day,  Nardelli  grabbed 
Philip  F.  Murtagh,  the  man  who  built 
General  Motors'  business  in  China. 

How  has  Chrysler  assembled  what 
many  already  call  a  dream  team?  Execu- 
tives see  the  combination  of  a  high-profile 
turnaround  job,  managed  by  a  smart- 
money  player,  as  a  way  into  the  private 
equity  boom.  They  get  equity  stakes  po- 
tentially worth  millions,  and  Cerberus 
can  offer  tides  that  carry  more  authority 
than  jobs  at  bigger  rivals.  Says  Bradley  J. 
Holden,  a  partner  with  executive  search 
firm  Heidrick  &  Struggles  in  Chicago, 
which  worked  with  Cerberus:  "Private  eq- 
uity firms  can  offer  huge  financial  upside 
and  the  intellectual  challenge  of  turning  a 
company  around.  What's  not  to  like?" 

Nardelli's  star  search  isn't  over.  Chrysler 
is  on  the  hunt  for  a  new  chief  financial 
officer,  BusinessWeek  has  learned.  Sources 
close  to  Cerberus  who  are  familiar  with  its 
hiring  plans  say  also  that  Chrysler  is  scout- 
ing a  top  executive  to  focus  on  improving 
quality  and  a  chief  engineer  to  beef  up  its 
product  development  staff.  Murtagh  heads 
growth  plans  for  China  and  other  Asian 
markets,  and  Chrysler  may  add  talent  to 
build  its  presence  in  Europe. 
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Cerberus  had  been  scouting  talent 
even  before  it  acquired  Chrysler  in  May. 
In  March,  while  it  was  bidding  for  the 
carmaker,  its  managers  were  talking 
to  Nardelli,  and  later  had  headhunters 
stocking  a  pool  of  hot  prospects.  They 
approached  Press  a  few  months  after. 
He  met  with  Cerberus  founder  and  CEO 
Stephen  Feinberg  over  the  summer,  says 
a  source  close  to  the  firm,  and  Feinberg 
made  an  impassioned  pitch  about  joining 
a  patriotic  mission  to  save  an  American 
icon.  Deborah  Wahl  Meyer,  the  former 
vice-president  of  marketing  for  Toyota's 
Lexus  division  who  became  Chrysler's 
chief  marketing  officer  on  Aug.  15,  was 


approached  by  Heidrick  in  July,  met  wit 
Cerberus,  and  negotiated  a  deal  over  tw 
months.  She  couldn't  resist  the  tun 
around  bid:  "You  only  get  a  few  chanc< 
in  your  career  to  do  this." 

Cerberus  offers  big  financial  lure 
One  person  with  knowledge  of  how 
structured  Chrysler's  finances  estimau 
that  some  5%  of  Chrysler  equity  is  s 
aside  for  the  top  75  managers.  Ne 
managers  get  a  piece  of  that.  Sourci 
close  to  Chrysler  say  Press'  package 
worth  at  least  $50  million  and  cou 
be  worth  much  more  later.  It  include 
a  very  large  signing  bonus  to  cover  h 
Toyota  retirement  package  and  sto< 
options  granted  beginning  in  200 
Meyer  declined  to  comment  on  her  p£ 
but  a  source  familiar  with  the  hire  sa 
she  also  gets  performance  bonuses  ar 
equity.  Chrysler  declined  to  comme 
on  pay  packages. 

The  new  hires  face  a  giant  challeng 
Unlike  Toyota,  Chrysler  has  brands  th 
need  to  rebuild  respect  among  consume 
and  it  must  ramp  up  plans  to  sell  mc 
efficient  vehicles.  At  Toyota,  that  was  all 
place  for  Press  and  Meyer.  "Maybe  Pre 
can't  do  what  he  did  at  Toyota  because  i 
a  different  organization,"  says  John  A  G 
esa,  of  New  York  consulting  firm  Case 
Shapiro.  "But  Detroit  needs  a  new  bu 
ness  model,  and  it  will  only  get  one  w 
new  owners  and  new  management."  ■ 


Nardelli's 
Dream  Team 

The  former  Home  Depot  chieJ 
is  luring  industry  execs  to  the 
challenge  of  reinvigorating 
an  American  icon. 

PHILIP  F.  MURTAGH 

CEO 

Asia  Operations 

Murtagh,  who  built  General  Motors 
China  business,  has  the  factory  sma 
to  boost  quality  at  Chrysler's  Chines 
partner  Chery  Automobile  Co. 

DEBORAH  WAHL  MEYER 

Chief  Marketing  Officer 
At  Lexus,  Meyer  helped  build  the 
brand's  reputation  for  superior  serv  \ 
Now  she'll  have  to  put  her  knowled) 
to  work  for  mass  market  brands. 


JAMES  E.  PRESS 

Vice- Chairman 

and  President 

The  former  head  of  Toyota  North 

America  knows  how  to  push  a  bram 

strengths  through  marketing  and  K 

vehicles  to  emerging  consumer  tast 

Source:  BusinessWeek 


middle 


by  gail  vennitti 


"I  grew  up  in  a  family  of  seven  kids  and  being  right  in  the 
middle  you  really  have  to  learn  to  negotiate  different  scenarios. 
Sometimes  you're  the  oldest.  Sometimes  you're  the  youngest. 
Depending  on  the  situation,  you  have  to  try  and  figure  out  how 
to  interact. 

"At  the  end  of  the  day,  I  think  this  ability  to  negotiate  and 
empathize  is  a  great  skill  set  to  take  into  business.  In  my  case, 
I  think  it  helped  me  be  more  of  an  independent  thinker  while  still 
recognizing  that  I  was  also  a  part  of  a  family,  a  group  ...  part  of 
a  team." 

Gail  Vennitti  grew  up  in  Queens,  New  York,  with  6  brothers  and 
sisters.  Today  she  is  a  principal  with  PricewaterhouseCoopers, 
working  to  ensure  clarity  and  forthrightness  in  the  Firm's  ethics 
and  compliance  policies. 

See  Gail's  story,  and  learn  how  the  lessons  of  life  are  the  lessons 
of  business  at  pwc.com/upclose 


'connectedthinking 


PricewaTerhouseQopers 


D07  PricewaterhouseCoopers  LLP.  All  rights  reserved.  "PricewaterhouseCoopers"  refers  to  PricewaterhouseCoopers  LLP  (a  Delaware  limited  liability 
Inership)  or.  as  the  context  requires,  the  PricewaterhouseCoopers  global  network  or  other  member  firms  of  the  network,  each  of  which  is  a  separate  and 
dependent  legal  entity,  "connectedthinking  is  a  trademark  of  PricewaterhouseCoopers  LLP  (US). 
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TELEVISION 


CABLE  TAKES 
A  RATINGS  HIT 

It  will  suffer  under  Nielsen's  new  system, 
which  counts  who's  watching  the  ads 


BY  BURT  HELM 

WHEN  ADVERTISERS 
demanded  earlier 
this  year  that  televi- 
sion networks  charge 
for  ads  based  not  on 
how  many  viewers 
watch  a  given  show 
but  on  how  many  watch  the  commercials, 
no  one  resisted  the  change  more  than  the 
cable  guys. 

If  s  not  hard  to  see  why.  Because  of 
some    demographic    quirks— including 
younger  viewers  prone  to  channel-surfing 
during     the     commercials— the     cable 
companies  knew  they'd  get  hammered  in 
the  ratings.  That  in  turn  would  mean  lower 
ad  revenues.  With  the  support  of  the  big 
broadcast  networks,  advertisers  pushed 
through  the  new  Nielsen  Co.  commercial 
ratings  anyway.  Now, 
with      the      system    FLAVOR  FLAV  Still 
taking      effect      this    popular,  but  will 
fall,  the  likes  of  MTV,    his  show  lose 
AMC,    and    TBS    are    dollars? 
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scrambling  to  adjust  to  a  scary  new  world. 
The  switch  to  the  new  ratings  system 
reflects  a  frustration  that  advertisers  have 
long  had  with  TV:  Every  time  a  show  went 
to  a  commercial  break,  a  chunk  of  viewers 
would  click  away  to  another  channel. 
Since  shows  were  rated  based  on  how 
many  people  tuned  in,  advertisers  had  to 
pay  for  what  often  amounted  to  phantom 
eyeballs.  Knowing  that 
the  changes  roiling  the 
media  world  had  put 


more  power  in  their  hands,  advertise: 
played  rough  this  year.  "We  mac 
it  clear,"  says  Rino  Scanzoni,  who,  i 
chief  investment  officer  for  media  agenc 
GroupM,  spearheaded  the  move.  "We  we: 
not  going  to  be  negotiating  on  anythir 
but  commercial  ratings." 

Despite  their  woes,  the  major  broadca 
networks  remain  formidable  players.  Th( 
wanted  to  be  compensated  somehow  f< 
the  potential  loss  of  revenue,  so  med 
buyers  agreed  to  a  compromise.  To  mal 
up  for  the  ratings  shortfall,  advertise 
would  pay  for  DVR  viewers  who  watche 
the  ads  within  three  days  of  airing.  (Sligh 
ly  less  than  half  of  viewers  don't  actual 
fast-forward  through  the  ads,  according 
Nielsen.)  The  result?  "It  basically  equal* 
the  old  ratings,"  says  Mike  Shaw,  pre; 
dent  for  advertising  sales  at  ABC. 

But  the  new  ratings  weren't  so  nice  f 
many  cable  networks.  While  broadca 
networks  typically  see  6%  to  7%  of  the  a 
dience  leave  during  commercials,  channt 
like  MTV  with  younger,  more  impatie 
viewers  can  see  a  channel-surfing  drop( 
of  as  much  as  16%.  News  networks  al 
suffered.  Meanwhile,  far  fewer  viewe 
TiVo  cable  shows  because  many  of  the  c  I 
ferings  are  reruns,  news,  and  old  movii 
That's  why  the  extra  three  days  of  eyeba  ] 
is  cold  comfort.  In  May,  a  test  of  the  ne 
Nielsen  ratings  left  MTV  15%  below  whei. 
it  would  have  been.  All  told,  Viacon 
channels,  which  include  MTV  and  VI  j 
would  have  seen  a  9%  drop  in  that  mon  1 
(The  company  has  negotiated  with  m( 
advertisers  to  wait  until  the  first  quarter 
2008  to  begin  using  commercial  rating. 
One  analyst,  Sanford  C.  Bernstein's  IN  | 
chael  Nathanson,  lowered  his  2008  V 
com  earnings  projection  by  5<t  a  shi 
based  on  the  rating  change. 

Cable  channels  are  hiking  ad  rates  to  c 
set  revenue  declines,  but  thaf  s  not  susta 
able.  The  key  will  be  getting  more  people 
watch  the  ads.  Thaf  s  why  they  are  creati 
more  short  breaks  and  putting  ads  deej 
in  a  show  when  vie 
ers  are  more  engag 
They're  also  testi 
more  novel  techniqu 
For  instance,  sp 
that  run  with  AM 
hit  show  Mad  N. 
include  a  short  set 
about  the  advertise 
history.  On  Everybc 
Loves  Raymond  rem 
TBS  reserves  the  f 
commercial  break 
funny  ads  only.  1 
company  says  view 
ship  holds  steady.  I 


uutiHim  I4|U| 


"W/i 


erever 


you're  heading,  CORT 


will  be  there. 


j? 


Wherever  your  company  and 
your  employees  are  heading, 
across  town,  the  country  or 
around  the  world,  we'll  be  there. 
We'll  be  there  with  all  the 
necessary  things  that  make  your 
transition  smooth,  effective  and 
efficient. 

Everything  from  online  apartment 
locating,  touring  services,  hotel 


reservations  and  car  rentals,  to  delivery  and  customer  service 

the  world's  largest  inventory  of  capabilities  all  across  the  US 

rental  furnishings  for  offices  and  and  in  over  50  countries  around 

residences.  the  globe. 

CORT  helps  you  stay  flexible  If  you're  reading  BusinessWeek'" 

and  productive  in  the  constantly  chances  are  where  you're  heading 

changing  environment  of  today's  is  up.  Fast.  And  CORT  can  help 

business.  And  we  do  it  seamlessly,  you  get  there.  As  our  boss  Warren 

with  single-point  accountability,  Buffett  says,  "We'll  be  there." 
with  our  hundreds  of  local 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


Visit  us  at  CORT.com  or  call  CORTline  at  1-888-360-CORT  (1-888-360-2678)        CORT.COtn 
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ACTING  FAST 

Wu  has  closed 
thousands  of 
factories 


ENFORCER  OF 
LAST  RESORT 

Burned  by  the  product  safety  crisis, 
Beijing  turns  to  a  battle-tested  veteran 


BY  DEXTER  ROBERTS 
AND  CHI-CHU  TSCHANG 

AFTER  THIS  SUMMER'S 
wave  of  bad  news  about 
China's  product  safety, 
Beijing  finally  decided  it 
was  time  to  patch  things 
up.  So  the  leadership 
did  exactly  what  it  has 
done  in  every  tough  situation  China  has 
faced  over  the  past  decade  or  so:  It  called 
on  68-year-old  Vice-Premier  Wu  Yi. 

Her  gentle,  friendly  demeanor  can  be 
deceiving:  The  highest-ranking  woman 
in  China's  Communist  Party  hierarchy  is 
Beijing's  enforcer  of  last  resort.  In  recent 
years,  she  has  cleaned  up  the  country's 


image  after  the  SARS  crisis,  overseen  the 
response  to  the  AIDS  epidemic,  led  tough 
trade  negotiations  with  Washington,  and 
shored  up  the  mainland's  shoddy  record 
on  intellectual-property  rights. 

And  now  she's  head  of  a 
new  high-level  food,  drug, 
and  product  safety  team. 
Although  she  has  told  some 
people  that  she  plans  to 
retire  as  vice-chairman  af- 
ter the  Communist  Party 
Congress  in  October,  most 
expect  her  to  stay  on  as  Chi- 
na's top  safety  czar.  "She's 
very,  very  good  at  getting 
things  done,"   says  James 


Wu  rose 
through 
the  male- 
dominated 
worlds  of  oil 
and  politics 


M.  Zimmerman,  chairman  of  the  Amer 
can  Chamber  of  Commerce  in  China.  " 
she  can't  do  it,  nobody  can." 

A  RUNNING  START 

THE  QUESTION  IS,  can  anyone  do  wh 
needs  to  be  done  to  restore  the  world 
faith  in  Chinese  goods?  With  more  th? . 
5,000  drugmakers  and  450,000  foe, 
processing  companies  in  China,  as  we 
as  tens  of  thousands  of  small  expoi 
ers,  sufficient  inspection  and  regulatic 
may  be  impossible.  And  the  public-r 
lations  part  of  the  job  is  just  as  daun 
ingj  as  consumers  worldwide  questic 
whether  low-cost  goods  made  in  Chii 
can  be  trusted. 

Wu  is  off  to  a  fast  start.  In  the  thr 
weeks  since  she  took  over  the  job,  Chine 
authorities  have  banned  the  use  of  le; 
paint  in  toys,  shuttered  953  unlicensi 
food  processing  plants,  closed  more  th; 
2,000  factories  making  fake  goods,  ai 
suspended  the  licenses  of  1,200  drug  ai 
medical  equipment  companies.  As  si 
did  when  she  oversaw  the  fight  agair 
SARS  four  years  ago,  Wu  will  likely  cree 
a  nationwide  campaign  to  motivate  t| 
public,  boost  coordination  among  vario  D 
ministries  and  agencies,  and  fire  officii 
who  resist  change. 

She  brings  to  the  job  a  reputatii 
as  a  tough  negotiator  with  an  almc, 
obsessive  attention  to  detail.  She's  ni 
afraid  of  stern  measures:  During  SAJi 
she  quickly  quarantined  thousands 
suspected  patients.  But  she  has  a  ser  i 
of  humor  and  a  degree  of  candor  tha 
unusual  in  China,  and  she  often  gives  t 
likes  of  U.S.  Treasury  Secretary  Henry 
Paulson  Jr.  an  affectionate  hug  before  s 
ting  down  across  the  table. 

Wu  studied  oil  engineering  at 
Beijing  Petroleum  Institute  and  cut  1 
teeth  at  a  refinery  in  China's  barren  we 
She  eventually  became  a  top  refining 
dustry  official— no  small  feat  in  the  ma 
dominated  oil  business— then  jumped 
the  equally  clubby  world  of  Commun 
Party  politics. 

Wu  first  came  to  prominence  as  1 
head  of  China's  trade  ministry  in  the  e 
ly  1990s,  but  her  politi 
career  really  took  off  wh 
she  successfully  hammei 
out  trade  agreements  w 
Russia  and  the  U.S.  latei 
the  decade,  which  paved 
way  for  China's  entry  ii 
the  World  Trade  Organi 
tion  in  2001.  She  has  earr 
the  respect  and  admirat 
of  many  foreign  busin 
executives   and   diplom 
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for  her  deep  understanding  of  nitty- 
;ritty  details.  "She  has  demonstrated 
enormous  aptitude  for  hard  work  on 
:echnical  subjects,  beginning  with  the 
iVTO  negotiations,"  says  Christian 
Vlurck,  Asia  chief  for  APCO  Worldwide 
[nc,  a  communications  consultancy. 
Foreigners  also  appreciate  her  atten- 
don  to  minutiae,  such  as  insisting  that 
ocal  specialties  like  sea  slugs  aren't 
served  to  squeamish  Westerners  at  of- 
ficial banquets. 

[COUNTERFEITING  CRACKDOWN 

HER  MOST  RECENT  brief  has  been 
Lighting  counterfeiters.  In  May,  2004, 
Wu  was  named  head  of  a  high-level 
[working  group  on  intellectual  prop- 
arty  that  brought  together  12  different 
jovernment  agencies.  Those  working 
sn  the  issue  credit  Wu  for  her  zeal  in 
tracking  down  on  piracy— a  big  change 
of  attitude  in  Beijing.  When  Jack  Chang, 
:hair  of  the  Quality  Brands  Protection 
committee,  an  anticounterfeiting  lob- 
oying  group,  was  asked  to  give  Wu  a 
presentation  in  2004,  he  and  his  staff 
feared  that  naming  the  cities  with  the 
worst  piracy  problems  would  anger  lo- 
:al  authorities.  But  in  the  end  Chang  de- 
eded to  take  the  risk.  "What  surprised 
me  is  that  she  did  not  get  offended  at  all 
in  front  of  those  provincial-level  officials 
sitting  around  her,"  says  Chang. 

Despite  Wu's  work,  though,  piracy 
remains  rampant  in  China.  Sellers  of 
knock-off  DVDs  and  fake  Louis  Vuitton 
bags  can  be  seen  in  just  about  any  big 
dty,  often  because  local  governments 
have  little  incentive  to  shut  down  coun- 
terfeiters. And  that's  a  challenge  Wu 
will  likely  face  once  again  in  trying  to 
:lean  up  China's  reputation  for  making 
dangerous  or  substandard  goods.  Un- 
like SARS,  where  the  whole  society  will- 
ingly mobilized  to  stop  the  disease,  the 
fight  against  shoddy  products  is  sure  to 
ran  up  against  deeply  entrenched  local 
interests,  be  they  plant  managers  or 
town  officials  dependent  on  taxes  from 
factories.  "Local  governments  tend  to 
protect  their  own  interests,"  says  Jihong 
fSanderson,  executive  director  of  a  Chi- 
na research  institute  at  the  University 
rDf  California,  Berkeley,  who  has  helped 
train  Wu's  intellectual-property  team. 

That  brazen  economic  calculus  in 

China  has  hampered  everything  from 

inferring  intellectual-property  laws 

ho  protecting  workers  to  cleaning  up 

"(die  environment.  And  the  same  cal- 

:ulus  means  this  latest  challenge  will 

purely  be  the  toughest  yet  for  Beijing's 

op  troubleshooter.  ■ 
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CHINA'S  BRANDS: 
DAMAGED  GOODS 

Food  and  toy  recalls  have  created  an  image 
problem  for  other  mainland  exporters 


BY  DEXTER  ROBERTS 

ADE  IN  CHINA. 
Those  three  words 
are  shaping  up  to  be 
a  marketer's  worst 
nightmare.  After  a 
year  of  massive  toy 
recalls,  tainted  tooth- 
paste scares,  and  poisonous  pet  food  in- 
cidents, consumers  around  the  globe  are 
thinking  twice— or  more— before  buying 
Chinese-made  goods.  Indeed,  in  a  new 
survey  of  marketing  and  business  pro- 
fessionals worldwide,  69%  of  respon- 


dents said  the  phrase  "Made  in 
China"  hurts  mainland  brands. 
The  word  most  frequently  asso- 
ciated with  Chinese  products? 
"Cheap."  "Conservatively,  it 
will  be  five  years  before  people 
will  let  go  of  their  fear  of  made  in  China," 
says  Jonathan  Chajet,  Asia-Pacific  Strat- 
egy Director  at  consultancy  Interbrand 
Corp.,  which  carried  out  the  survey  for 
BusinessWeek. 

That  creates  some  big  challenges  for 
China's  exporters,  even  those  far  re- 
moved from  the  current  problem  sec- 
tors of  toys  and  food  production.  In  its 


poll  of  569  respondents  outside  China, 
Interbrand  found  that  this  year's  recalls 
have  dealt  a  serious  setback  to  mainland 
brands.  Although  the  respondents  said 
Chinese  products  are  "a  good  value," 
few  labeled  them  "safe,"  "high  quality," 
"prestigious,"  or  "luxurious." 

The  good  news  for  the  Chinese  is 
that  some  of  their  brands  are  becoming 
recognized  far  beyond  the  mainland. 
Interbrand  also  polled  respondents  on 
their  awareness  of  28  Chinese  brand 
names,  and  analyzed  financial  data  and 
marketing  strategies  to  find  those  that 
have  a  chance  to  make  it 
on  the  global  stage.  The 
five  players  Interbrand 
considers  "already  seri- 
ous and  recognizable"  are 
personal-computer  maker 
Lenovo,  brewer  Tsingtao, 
appliance  manufacturer 
Haier,  telecom  giant  Hua- 
wei  Technologies,  and 
automaker  Chery.  These 
companies  "want  to  re- 
write the  rules  of  their 
industry— to  go  beyond 
China,"  Chajet  says.  "That 
is  visionary  thinking"  for 
mainland  managers. 

Overseas  sales  are 
growing  at  each  of  these 
companies,  and  several 
have  launched  marketing 
campaigns  to  build  their 
names  globally.  Lenovo,  for 
instance,  is  trumpeting  its  products  via  a 
pricey  Olympics  sponsorship  deal.  But  for 
better  or  worse,  the  fortunes  of  all  of  these 
companies  may  now  be  tied  to  the  image 
of  mainland  products  and  the  efforts  of 
the  likes  of  Vice-Premier  Wu  Yi  to  clean 
up  China's  reputation.  So  for  some  time 
yet,  "Made  in  China"  may  be  more  an 
insult  than  an  endorsement.  ■ 
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The  surprise  in  BusinessWeek's  second 
annual  ranking:  Accounting  firms  have 
raced  to  the  head  of  the  pack . 

by  LINDSEY  GERDES 

PHOTOGRAPH  by FREDERIK  BRODEN 

ACCOUNTANTS  USED  TO  BE  SPOOFED  AS  BEAN 
counters— dutiful,  middle-aged,  gray-suited 
men  with  considerable  analytical  expertise 
but  little  charisma.  That  was  during  the  good 
times.  After  their  uninspiring  performances  in 
the  corporate  scandals  of  recent  years,  accounting  seemed  like 
a  profession  without  much  of  a  future,  and  the  firms  certainly 
no  place  to  launch  a  career.  Scratch  that.  This  year  accountants 
became  sexy.  J  Accounting  firms  dominated  BusinessWeek's 
second  annual  ranking  of  the  best  companies  for  new  college 
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graduates:  Deloitte  &  Touche  is  No.  1,  fol- 
lowed by  PricewaterhouseCoopers  and 
Ernst  &  Young.  The  last  of  the  Big  Four, 
KPMG,  moved  up  four  spots,  to  No.  11. 

Why  did  the  accounting  firms  do  so 
well?  Enormous  demand.  Across  indus- 
tries, there  is  a  mad  scramble  to  recruit 
the  best  and  brightest 
of  a  new  generation,  the 
much-maligned,  heav- 
ily scrutinized  Gen  Y. 
Nowhere  is  the  pres- 
sure more  intense  than 
in  the  Big  Four.  The 
Sarbanes-Oxley  Act  has 
so  greatiy  increased  the 
need  for  their  services 
that  the  firms  are  facing 
an  epic  talent  shortage. 

That  has  put  them 
in  an  unusual  posi- 
tion: They  are  among 
the  first  to  rethink  how 
to  recruit  college  grads, 
keep  them  happy  on 
the  job,  or  just  keep 
them  at  all.  Ernst  &  Young  uses  Face- 
book  to  let  prospective  employees  talk 
freely  with  real  ones.  Deloitte  will  show 
a  rap  video  about  office  life— made  by 
interns— to  give  students  a  realistic  view 
of  the  company.  And  PwC  requires  some 
bosses  to  get  a  second  opinion  on  their 
evaluations  of  new  hires  to  make  sure 
the  feedback  is  clear  enough,  the  goals 
ambitious  enough  for  kids  who  are  un- 
comfortable with  ambiguity.  Welcome  to 
the  post-millennial  world. 


The  Google  Effect 

OUR  RANKING  IS  based  on  three  exten- 
sive surveys:  of  career  services  direc- 
tors at  U.S.  colleges,  the  employers  they 
identify  as  the  best  for  new  graduates, 
and  college  students  themselves  (tables). 
This  year  we  were  able  to  examine  the 
records  of  many  more  companies,  which 
allowed  us  to  expand  our  list  of  employ- 
ers from  55  to  95  and  broaden  our  view 
of  the  corporate  landscape.  Several  new- 
comers, including  PwC,  IBM,  and  Micro- 
soft, eclipsed  last  year's  favorites.  Walt 
Disney  had  been  No.  1;  this  year  it  fell  to 
No.  7.  Last  year's  No.  2,  Lockheed  Martin, 
slipped  to  No.  9. 

There  were  a  number  of  surprises 
beyond  the  rise  of  the  accounting  firms. 
Only  nine  companies  in  the  top  50  last 
year  offered  starting  salaries  of  at  least 
$55,000.  This  year  twice  that  many  pay 
big  money;  among  them  are  the  brand- 
name  tech  companies,  where,  thanks  to 
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Don't  give  your 
recruiter  answers 
you  think  they  may 

want  to  hear.  There  isn't 

really  any  'right'  answer. 

We're  most  interested  in 

getting  to  know  you." 

—TRACY  MONTOYA, 

vice-president,  segment 

recruitment,  Walt  Disney 


the  Google  effect,  first-year  salaries  now 
average  $60,000  to  $65,000  (and  that's 
before  bonuses).  We  also  saw  the  three 
pharmaceutical  companies  surveyed  last 
year  fall  in  the  rankings.  Merck  &  Co. 
(No. 49),  which  was  in  the  news  because 
of  its  problems  with  Vioxx,  did  poorly  in 
the  student  poll. 

Our  survey  shows 
how  some  of  the 
smartest  employers 
are  starting  to  deal 
with  a  new  generation 
that  expects  a  very 
different  workplace 
from  the  one  of  their 
parents.  The  intense 
desire  to  hire  young 
graduates  is  prompt- 
ed by  the  retirement 
of  the  boomers,  of 
course,  but  also  the 
dead  certainty  among 
executives  that  their 
success  marketing  to 
youthful  consumers 
depends  on  the  insights  of  IM-ing,  You- 
Tube-watching  twentysomethings  who 
are  often  heralded  for  their  tech  savvy,  if 
not  much  else. 

The  employers  that  did  best  in  our 
ranking  recognize  that  they  have  to  ac- 
commodate this  new  generation.  Many 
of  them  are  trying  to  appeal  to  Gen  Y 
by  making  themselves  more  transpar- 
ent, flexible,  responsive,  even  nurturing. 
Their  initiatives  range  from  the  conven- 
tional (more  vacation)  to  the  question- 
able (a  faux  sitcom  about  office  life). 

So  who  are  these  people?  Officially, 
this  generation  comprises  the  78  mil- 
lion born  between  1982  and  2000  who 
began  entering  the  workforce  three  years 
ago.  They  are  supposed  to  be  the  hot- 
house kids:  praised  and  coddled  from 
infancy  and  watched  over  by  their  par- 
ents well  into  adulthood.  As  employ- 
ees, they  are  said  to  have  high  expec- 
tations and  demand  meaningful  work, 
constructive  feedback,  and  positions  of 
influence  within  their  organizations.  In 
other  words,  they  want  a  seat  at  the  table, 
or  they'll  walk.  "It  is  crucial  for  us  to 
meet  the  students  partway,"  says  Ernst  & 
Young's  director  of  campus  recruitment, 
Dan  Black.  "If  you  don't  make  an  effort 
to  provide  an  environment  in  which  this 
generation  can  do  their  best,  they're  go- 
ing to  find  one  where  they  can." 

Naturally,  there  are  managers  who 
don't  think  the  special  treatment  is 
necessary.  At  Microsoft  Corp.  (No.  6), 
for  example,  interviewees  visiting  its 
headquarters  are  offered  concierge  ser- 


»  To  determine  which  employers  are  best 
entry-level  workers,  BusinessWeek  used  a  t 
part  method. 

First,  we  surveyed  career  services  direct 
U.S.  colleges  to  learn  which  employers  wen 
on  their  list.  We  then  asked  those  employer 
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Employer/Industry1 


1 

3 

Deloitte  &  Touche4 

Accounting 

2 

- 

PricewaterhouseCoopers5 

Accounting 

3 

12 

Ernst  &  Young 

Accounting 

4 

- 

IBM6 

Technology 

5 

13 

Google 

Internet 

6 

- 

Microsoft 

Technology 

7 

1 

Walt  Disney7 

Hospitality 

8 

20 

Accenture 

Consulting 

9 

2 

Lockheed  Martin 

Manufacturing 

10 

43 

Teach  for  America 

Nonprofit/Government 

11 

15      KPMG 

Accounting 

12 

o      General  Electric8 

Manufacturing 

13 

4      Goldman  Sachs 

Investment  Banking 

14 

- 

Boeing 

Manufacturing 

15 

10 

Abbott  Labs 

Pharmaceutical 

16 

- 

Merrill  Lynch 

Investment  Banking 

17 

9 

JPMorgan  Chase9 

Investment  Banking 

18 

31 

BP  America 

Energy 

19 

6 

U.S.  State  Dept.10 

Nonprofit/Government 

20 

- 

General  Mills 

Consumer  Goods 

21 

- 

Hyatt 

Hospitality 

22 

- 

Capital  One11 

Financial  Services 

23 

38 

Peace  Corps 

Nonprofit/Government 

24 

- 

Johnson  &  Johnson 

Pharmaceutical 

25 

33 

Macy's12 

Retail 

lete  a  survey  on  their  hiring,  pay, 
its,  and  training  programs,  which  we 
:ompared  with  others  in  the  same 

try. 

ally,  we  obtained  from  Universum 
iiinications,  a  Philadelphia  research 


company,  the  results  of  its  2007  survey  of 
44,000  U.S.  undergraduates  who  were  asked  to 
identify  their  five  most  desirable  employers. 

The  employer  survey  counts  for  50%  of  the 
final  ranking,  while  the  career  services  and 
student  surveys  count  for  25%  each. 


For  the  complete  rankings,  go  to 
businessweek.com/go/07/ranking,  where 
you'll  be  able  to  find  a  more  detailed 
description  of  the  methodology  and  an 
interactive  version  of  this  table  containing  al1 
95  ranked  employers. 
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QUALITY  MEASURES 

>  Among 
el  Hires 

Most 
Desirable  Trait 

Career 
Employer       Services 
Survey  Rank  Survey  Rank 

Student 
Survey 
Rank2 

Average  Pay 
(thousands) 

Management 
Training 
Program3 

Comments 

ess 

Communication 

Skills 

3 

1 

12 

$50  to  $55 

Yes 

The  accounting  and  consulting  giant  has  it  all:  student  buzz,  an 
extensive  recruiting  effort,  and  a  rich  benefits  package. 

ess 

College  Major 

9 

2 

6 

$50  to  $55 

No 

Of  the  Big  Four  accounting  firms,  PwC  hired  the  most  new 
entry-level  employees  in  fiscal  2006. 

-ess 

College  Major 

25 

3 

10 

$50  to  $55 

No 

Ernst  &  Young's  summer  interns  average  $25  per  hour,  making  it 
the  most  generous  of  the  Big  Four  accounting  firms. 

uter 
ice 

Analytical  Skills 

4 

12 

21 

$60  to  $65 

Yes 

On  Think  Fridays,  employees  develop  skills  and  meet  with 
mentors.  Plus,  IBM  gives  bonuses  for  hitting  the  gym. 

uter 
ice 

College  Major 

62 

7 

1 

NA 

No 

Being  a  Googler  has  its  perks;  Employees  enjoy  free  lunches, 
on-site  massage,  and  yoga. 

uter 
ice 

Analytical  Skills 

10 

14 

7 

$70  and 
above 

No 

Big  bucks,  great  benefits,  and  a  newly  flexible  work  environment 
are  making  a  middle-aged  tech  company  more  attractive. 

ess 

Communication 

Skills 

43 

11 

2 

$50  to  $55 

No 

Disney  lost  its  No.  1  perch  but  there's  still  a  lot  to  like,  such  as  a 
willingness  to  invest  in  training  and  a  rich  benefits  package. 

ering 

College  Major 

4 

15 

28 

$55  to  $60 

No 

Highest  pay  in  the  consulting  category,  plus  many  new  entry- 
level  hires  get  signing  bonuses  and  first-year  merit  bonuses. 

ering 

College  Major 

15 

13 

15 

$50  to  $55 

Yes 

Last  year's  No. 2  still  shines.  Educational  benefits  include 
picking  up  the  full  tab  for  grad  school  for  some  hires. 

Arts 

Leadership  Skills 

27 

10 

8 

$35  to  $40 

Yes 

Aiming  to  double  in  size  by  2010,  TFA  recruits  recent  college 
grads  to  teach  in  failing  school  districts. 

1 
ess 

College  Major 

18 

5 

20 

$50  to  $55 

Yes 

Fun  in  the  sun:  KPMG  offers  a  five-day  July  4  weekend  and  in  the 
summer  closes  offices  at  3  p.m.  on  Fridays. 

sring 

College  Major 

29 

6 

19 

$55  to  $60 

Yes 

If  you're  considering  GE,  you're  not  alone:  Applications  for 
entry-level  jobs  tripled  this  year,  and  hiring  is  up  14%. 

ess 

College  GPA 

45 

9 

9 

$60  to  $65 

No 

Entry-level  hiring  is  up  23%  this  year,  and  58%  of  new  hires  got 
their  feet  in  the  door  as  interns. 

ering 

Work  Experience 

14 

28 

11 

$50  to  $55 

Yes 

Boeing  likes  its  talent  homegrown-60%  of  all  top  execs  have 
been  with  the  company  for  at  least  20  years. 

ering 

Leadership  Skills 

2 

48 

47 

$50  to  $55 

Yes 

Summer  internships  include  weekly  barbecues  with  managers 
and  direct  access  to  top  execs,  including  the  CEO. 

ess 

Analytical  Skills 

13 

29 

17 

$55  to  $60 

No 

Three  out  of  four  entry-level  hires  are  former  interns,  and  once 
on  board  Merrill  spends  $10K  training  each  in  year  one. 

ess 

Leadership  Skills 

20 

16 

18 

$60  to  $65 

No 

The  rewards  aren't  all  monetary-new  hires  get  nearly  a  month 
of  vacation  starting  in  their  first  year. 

ering 

College  Major 

1 

NA 

45 

$55  to  $60 

Yes 

All  entry-level  hires  receive  hefty  signing  bonuses-$10,625  on 
average  in  2007. 

Arts 

Judgment 

35 

29 

3 

$55  to  $60 

Yes 

Philosophy  majors  aren't  unemployable  after  all-in  2006, 45% 
of  new  hires  and  62%  of  interns  were  liberal  arts  majors. 

er 

Leadership  Skills 

8 

33 

35 

$45  to  $50 

Yes 

Nearly  two-thirds  of  new  hires  are  women,  making  General  Mills 
the  most  female-friendly  consumer  goods  company. 

jr 

Communication 
Skills 

7 

37 

NA 

Less  than 

$35 

No 

More  than  half  of  al!  entry-level  hires  who  graduate  from  Hyatt's 
Ladder  Climbers  program  get  double-digit  raises. 

ering 

Analytical  Skills 

6 

68 

NA 

$55  to  $60 

Yes 

The  credit-card  company  aggressively  recruits  diverse 
applicants— 60%  of  Capital  One's  2006  hires  were  minorities. 

Leadership  Skills 

78 

8 

3 

Less  than 
$35 

No 

The  pay  is  bad,  the  working  conditions  worse,  but  few 
volunteers  regret  their  two-year  stints  saving  the  world. 

5SS, 

nics 

Leadership  Skills 

51 

17 

13 

$55  to  $60 

Yes 

Among  Big  Pharma  companies,  J&J  spends  the  most  on 
training  new  entry-level  hires:  $6,000  a  head. 

ess 

Analytical  Skills 

16 

23 

59 

$35  to  $40 

No 

Applications  are  up  33%  so  far  for  this  year;  new  hires  are  up 
15%. 

For  companies  ranked  26-50,  turn  the  page 
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RECRUITER    TIP 


vices.  A  few  lucky  interns  at  Ernst  & 
Young  get  to  fly  with  the  chief  executive 
on  the  corporate  jet  to  a  conference  in 
Orlando.  And  there  are  experts  who 
believe  companies  are  making  empty 
promises  about  how  much  a  22-year-old 
can  really  contribute.  "I  don't  care  how 
brilliant  you  are,  when 
you  start  out  in  a  job, 
you're  not  going  to  run 
things,"  says  Courtney 
E.  Anderson,  founder 
of  Courtney  Anderson 
&  Associates,  a  firm 
that  provides  work- 
place consulting. 

You  won't  hear  that 
note  of  skepticism  at 
the  accounting  firms. 
Indeed,  few  are  try- 
ing harder  to  connect 
with  Gen  Y  than  they 
are.  Deloitte  alone  es- 
timates it  will  need  to 
hire  as  many  as  50,000 
employees  in  the  next 
five  years.  Luckily  for 
them,  the  Enron  era  left  an  impression 
on  some  Gen  Yers  that  few  expected: 
Accountants  don't  have  to  labor  thank- 
lessly and  out  of  sight;  they  can  be  vital 
to  the  fortunes  of  a  company.  "I  thought 
those  occurrences  would  cause  people 
to  shy  away  from  the  discipline.  Instead 
it's  done  the  opposite,"  says  John  J.  Fer- 
nandes,  the  president  of  the 
Association  to  Advance  Col- 
legiate Schools  of  Business  In- 
ternational. "I  think  that  peo- 
ple want  to  be  in  an  important 
position  that's  visible." 


People  relate  these 
intensely  personal 
stories.  It's 
fantastically  inappropriate 
for  a  business  setting.  Use 
your  judgment  when  you're 
relating  things  from  your 
past." 

—JOHN  CAMPAGNINO, 

global  director  of  recruitment, 

Accenture 


TEACH  FOR 
AMERICA  The 

nonprofit  is  a  big 
draw  for  Gen  Y 


Indeed,  the  number  of  U.S.  stu- 
dents graduating  from  college  with 
accounting  degrees  has  risen  almost 
29%  since  2002.  But  accounting  firms 
are  also  competing  with  high-pay- 
ing, bonus-giving  investment  banks 
as  well  as  major  corporations.  So  the 
Big  Four  are  falling 
over  themselves 
to  win  the  favor  of 
Generation  Y.  "The 
ability  to  recruit 
and  retain  younger 
workers  will  become 
critical,"  says  Barry 
Salzberg,  CEO  of  De- 
loitte &  Touche  USA. 
"In  many  ways,  Gen 
Y  is  our  future." 

And  in  facing  that 
future,  one  of  the 
most  important  les- 
sons the  account- 
ing firms  and  others 
have  learned  is  that 
Gen  Yers  appreciate 
straight  talk  about 
what  they  can  expect  from  the  work- 
place. "Irs  all  about  authenticity,"  says 
Andrea  S.  Hershatter,  the  director  of  the 
undergraduate  business  program  at  Em- 
ory University  (page  56).  As  consumers, 
these  twentysomethings  expect  that  the 
promise  of  the  brand  will  match  the  real- 
ity. If  it  doesn't,  they'll  try  something  else. 
Same  goes  for  the  workplace. 

New  York  Life  Insurance 
(No.  47)  is  one  of  those  ex- 
perimenting with  a  real-world 
introduction  to  corporate  life. 
Last  year  it  faced  up  to  a  dis- 
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EMPLOYER  INP 

2007 
Rank 

2006 
Rank 

1 

Employer/Industry1 

26 

5 

Enterprise  Rent-A-Car 

Transportation 

27 

- 

Northrop  Grumman 

Manufacturing 

28 

7 

Raytheon 

Manufacturing 

29 

49 

Exelon 

Energy 

30 

- 

Prudential 

Insurance 

31 

22 

Lehman  Brothers 

Investment  Banking 

32 

27 

Eli  Lilly 

Pharmaceutical 

33 

25 

Vanguard 

Financial  Services 

34 

24 

UPS 

Transportation 

35 

16 

L'Oreal  USA 

Consumer  Goods 

36 

- 

Harrah's  Entertainment 

Hospitality 

37 

- 

Travelers 

Insurance 

38 

11 

Verizon 

Telecommunications 

39 

- 

Chubb 

Insurance 

40 

- 

Intel 

Technology 

41 

23 

Wells  Fargo 

Financial  Services 

42 

- 

UBS 

Investment  Banking 

43 

29 

Philip  Morris13 

Consumer  Goods 

44 

- 

St.  Jude  Medical 

Pharmaceutical 

45 

- 

Marriott  International 

Hospitality 

46 

- 

Sprint 

Telecommunications 

47 

» 

New  York  Life  Insurance14 

Insurance 

48 

47 

Kohl's 

Retail 

49 

18 

Merck 

Pharmaceutical 

50 

32 

CIA 

Nonprofit/Government 

Note:  All  data,  excluding  survey  ranks,  are  self-reported  by  em 
2007  ranks  in  red  designate  employers  that  are  new  to  the  ran 
year  Eight  employers  ranked  in  2006  were  not  ranked  this  yea 
Co  declined  to  participate;  National  Instruments,  Pepsi  Bottlin 
Networks.  NASA.  CapGemini.  the  Comptroller  of  the  Currency. 
Progress  Energy  were  not  selected  by  career  services  director: 
employers  for  new  college  graduates.  (1)  Comparison  group  fc 
survey  (2)  Data  provided  by  Universum  Communications  (3) 
training  programs  of  more  than  a  year,  excluding  analyst  progr 
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RANKING  MEASURES 

QUALITY  MEASURES 

;  Among 
el  Hires 

Most 
Desirable  Trait 

Career 
Employer        Services 
Survey  Rank  Survey  Rank 

Student 
Survey 
Rank2 

Average  Pay 
(thousands) 

Management 
Training 
Program3 

Comments 

ess 

Leadership  Skills 

56 

4 

60 

Less  than 
$35 

No 

Almost  all  new  entry-level  hires  begin  in  the  Management 
Training  Program,  which  prepares  them  to  run  their  own  shop. 

ering 

College  Major 

30 

19 

27 

$50  to  $55 

Yes 

Graduates  from  Northrop's  Professional  Development  Program 
are  eligible  for  a  raise. 

ering 

College  Major 

17 

41 

32 

$60  to  $65 

Yes 

Nearly  half  of  new  hires  received  signing  bonuses  averaging 
$4,370;  89%  were  awarded  merit  bonuses  averaging  $1,200. 

ering 

College  GPA 

12 

51 

NA 

$55  to  $60 

Yes 

Company  will  reimburse  educational  expenses  up  to  $15,000  a 
year. 

ess 

College  Major 

11 

83 

NA 

$45  to  $50 

Yes 

Virtually  everybody  gets  signing  and  merit  bonuses  their  first 
year,  adding  $5K  to  total  compensation. 

ess 

Leadership  Skills 

36 

19 

25 

$55  to  $60 

No 

Salaries  are  about  average  for  the  industry,  but  nearly  every 
entry-level  hire  received  a  signing  bonus  in  2007  Average:  $12K. 

\ 

College  GPA 

21 

41 

31 

$55  to  $60 

No 

New  hires  get  a  401(k)  with  company  match,  company-funded 
pension,  and  profit  sharing. 

Arts 

Communication 
Skills 

24 

27 

51 

NA 

Yes 

Educational  expenses  for  entry-level  hires  are  reimbursed  up  to 
$9,000  a  year. 

ering 

Leadership  Skills 

28 

25 

51 

$50  to  $55 

Yes 

Interns  rule:  Four  out  of  five  entry-level  hires  this  year  were 
former  interns. 

ering 

Leadership  Skills 

41 

47 

22 

$50  to  $55 

Yes 

The  beauty  products  manufacturer  reaches  out  to  college 
students  early  on  with  competitions  like  L'Oreal  Brandstorm. 

er 

Analytical  Skills 

23 

NA 

44 

$35  to  $40 

No 

Get  down  and  give  me  20:  Nearly  two-thirds  of  employees  have 
access  to  on-site  fitness  facilities. 

ess 

Analytical  Skills 

25 

40 

NA 

$35  to  $40 

Yes 

There  are  higher-paying  jobs,  but  this  one  grows  on  you:  40%  of 
top  managers  have  been  with  the  company  for  20-plus  years. 

ess 

Analytical  Skills 

19 

73 

NA 

$35  to  $40 

Yes 

For  employees  with  serious  disposable  income,  Verizon  will 
match  charitable  contributions  of  up  to  $100,000  annually. 

ess 

Analytical  Skills 

22 

64 

NA 

$45  to  $50 

No 

Some  locations  have  dry  cleaning  services,  hair  and  nail  salons, 
restaurants,  banks,  nursing  facilities,  and  art  galleries. 

ering 

College  Major 

40 

53 

24 

$55  to  $60 

No 

In  2006,  Intel  invested  $380  million  in  employee  training  and 
development.  Three  out  of  four  new  hires  get  mentors. 

ess 

Leadership  Skills 

48 

21 

40 

$40  to  $45 

No 

Employee  charitable  gifts  are  matched  up  to  $6,500,  one  of  the 
most  generous  programs  among  financial  services  firms. 

mics 

Communication 
Skills 

38 

39 

41 

$55  to  $60 

No 

UBS  encourages  continuing  education;  junior-level  employees 
are  eligible  for  full  grad  school  sponsorships . 

ess 

Leadership  Skills 

37 

31 

50 

$50  to  $55 

Yes 

Employees  receive  profit-sharing  contributions  of  10-15%  of 
base  salary  after  12  months  with  the  company. 

ering 

Teamwork 

31 

59 

NA 

$65  to  $70 

Yes 

Get  comfortable:  Five-year  retention  rate  is  97%,  the  highest 
among  all  95  companies  in  the  ranking. 

:ality 

Leadership  Skills 

49 

41 

26 

$35  to  $40 

No 

Associates-don't  call  them  employees-average  78  hours  of 
training  and  34  hours  of  professional  development  each  year. 

ering 

Analytical  Skills 

33 

73 

56 

$50  to  $55 

Yes 

High  pay  for  telecom,  plus  signing  and  performance  bonuses 
add  nearly  $2K  to  first-year  compensation. 

ess 

College  GPA 

32 

81 

55 

$40  to  $45 

No 

Most  entry-level  employees  begin  in  a  two-year  trainee  program 
and  receive  merit-based  salary  increases  every  six  months. 

ess 

Communication 
Skills 

34 

59 

NA 

$40  to  $45 

No 

At  the  corporate  office,  this  retail  chain  offers  perks  like  dry 
cleaning,  day  care,  auto  repair,  banking,  and  sports  leagues. 

\ 

College  Major 

59 

25 

23 

$60  to  $65 

No 

Three  weeks  paid  vacation,  13  days  for  holidays  and  religious 
observances,  and  unlimited  sick  days-right  from  the  get-go. 

Arts 

NA 

85 

18 

5 

NA 

No 

Career  opportunities  here  run  the  gamut  from  librarians  to 
counterterrorism  analysts  and  paramilitary  operations  officers. 

]  nt  banks  and  financial  services  companies  (4)  Entry-level  hires 
*  year  (July  1-June  31),  excludes  five-year  accounting  students 
oward  BS  and  MS  simultaneously.  Career  services  survey  rank 
cts  respondents  who  identified  Deloitte  Consulting  as  a  top 
tor  entry-level  hires  (5)  Entry-level  hires  for  fiscal  year  (July  1- 
(6)  Career  services  survey  rank  also  reflects  respondents 
,  tified  IBM  Consulting  as  a  top  employer  for  entry-level  hires, 
■r  services  survey  rank  also  reflects  respondents  who  identified 
1  ABC  as  top  employers  for  entry-level  hires  (8)  Career 


services  survey  rank  also  reflects  respondents  who  identified  GE 
Healthcare  as  a  top  employer  for  entry-level  hires.  (9)  Career  services 
survey  rank  also  reflects  respondents  who  identified  JPMorgan  Chase 
as  a  top  employer  for  entry-level  hires  (10)  Entry-level  hires  include 
Foreign  Service  Officers.  Foreign  Service  Specialists,  and  Civil  Service 
employees.  (11)  Entry-level  hires  for  campus  recruiting  only,  based  on 
academic  year  (12)  Ranked  as  Federated  Department  Stores  in  2006 
Career  services  survey  rank  also  reflects  respondents  who  identified 
Bloommgdale's  and  Federated  Department  Stores  as  a  top  employer  for 


entry-level  hires  (13)  Entry-level  hires  includes  salaried  employees  only; 
unionized  hourly  employees  excluded  (14)  Top  degree  for  agents-only 
Data:  BusinessWeek,  Universum  Communications  Inc  ,  Cambria 
Consulting  Research  by  Lindsey  Gerdes.  Louis  Lavelle.  Frederick  F 
Jespersen.  Sophia  Asare.  Jenna  Goudreau.  Ben  Levisohn.  and  Erica 
Pelzek. 
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mal  reality:  Only  3%  of  corporate  interns 
accepted  full-time  positions,  one  of  the 
worst  rates  in  the  industry.  So  instead 
of  showering  this  year's  interns  with 
frivolous  perks  and  other  goodies,  it  did 
the  exact  opposite— it  took  away  their 
Friday  afternoons  off,  ordered  them  into 
classes  on  business  etiquette,  and  put 
them  to  work  brainstorming  about  how 
to  make  the  company's  products  more 
appealing  to  Gen  Y.  The  company  says  it 
may  use  elements  of  the  winning  market- 
ing campaign,  which 
targeted  young  people 
during  critical  periods 
in  their  lives. 

New  York  Life 
doesn't  know  if  its 
new  approach  worked, 
but  more  than  90%  of 
the  interns  said  they 
would  like  to  receive 
an  offer.  "They  want  a 
challenge,"  says  pro- 
gram head  Elizabeth 
King.  "We  don't  treat 
them  as  kids,  we  treat 
them  as  employees." 


DON'T  BRAG 


Shareyour 
achievements  and 
qualifications  with 

confidence,  but  not 

arrogance." 

—MARIE  ARTIM,  assistant 

vice-presiden  tfor  recruiting, 

Enterprise  Rent-A-Car 


Employees,  that  is,  who  in 
their  first  weeks  on  the  job 
get  to  make  suggestions  about 
how  to  improve  operations. 

Other  companies  are  taking 
more  risks,  wandering  way  out 
of  their  comfort  zones  to  meet  Gen  Yers 
on  their  own  turf.  At  Ernst  &  Young, 
the  recruiter,  Black,  launched  a  Facebook 
campaign  in  July,  2006,  which  now  brings 
together  some  10,000  employees  and  job 
seekers  in  an  open  forum  to  discuss  the 
application  process  and 
prospective  workplace. 
"This  lack  of  control  is 
something  that  is  very 
new  and  makes  a  lot 
of  larger  organizations 
uncomfortable,"  he 
says  with  considerable 
understatement.  He 
has  received  calls  from 
other  recruiters  ask- 
ing how  he  persuaded 
management  to  go 
along  with  the  idea.  "It 
was  difficult  for  that 
goup  because  clearly 


MICROSOFT 

CHIC  Flexible 
workspaces  may 
lure  Gen  Yers 
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FaceBook  was  a  new  concq 
but  they  thought  the  reward 
reaching  Gen  Y  in  a  meaning) 
way  would  be  worth  the  risk.' 
The  message  board  is  gen 
ally  full  of  serious  questions  a 
enthusiastic  responses.  There  is,  howev 
the  occasional  skeptic  about  the  form 
"This  is  the  lamest  thing  I  have  ever  seei 
wrote  one  student.  Black  can  live  with  th 
"We  knew  going  in  we  would  get  feedba 
that  wasn't  exactly  positive,"  he  says. 

JPMorgan  Chase  &  Co.'s  investme 
bank  (No*  17)  might  be  tempted  to  use 
its  recruiting  pitch  the  $68,000  avera 
bonus  it  handed  out  in  2006  to  first-y( 
employees.  Instead,  it  is  actually  tryi 
to  give  Gen  Yers  a  realistic  sense  of  wl 
they  have  to  do  to  earn  that  money.  It 
lowed  a  New  York  University  film  gi 
to  shadow  three  young  employees  fo 
documentary-style  film  that  will  be  posi 
online  this  month.  After,  that  is,  comp? 
officials  approve  it. 

Deloitte  has  also  opened  up  a  bit  in 
effort  to  present  a  real  picture  of  work) 
life  to  potential  recruits.  It  asked  empl 
ees  to  create  short  videos  describing  w' 
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HOW  WILL  AVAYA  CHANGE 
THE  WAY  YOU  WORK? 


I'm  Peter,  VP  of  Operations.  If  there's  an 
inventory  or  quality  issue,  our  communications 
software  proactively  brings  our  team  together 
to  take  immediate  action.  So  we  stay  agile 
and  a  step  ahead  of  the  competition. 


See  how  at  AVAYA.COM/STORIES 
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the  company  means  to  them.  Nearly  400 
videos  were  judged  by  a  group  of  interns 
and  employees  of  all  ages.  The  dozen  or 
so  best  will  be  part  of  Deloitte's  campus 
recruiting  efforts.  One  of  them  is  a  rap 
video.  If  the  head  of  the  selection  panel,  a 
partner  at  the  firm,  no  less,  had  any  res- 
ervations about  rap,  he  kept  them  to  him- 
self. Instead,  ever  so  gendy,  he  expressed 
concern  about  the  video's  references  to 
long  hours  and  difficult  work  assign- 
ments: Wouldn't  that  dissuade  students? 
A  few  interns  didn't  hesitate  to  set  him 
straight.  "You  want  to  be  busy,"  said  Cin- 
dy Quintanilla,  an  intern  in  Dallas.  Steve 
Mai,  an  intern  in  New  York,  added:  "If 
all  they  did  was  talk  about  the  good 
stuff,  then  I'd  be  skeptical." 

But  when  it  comes  to  asking  older 
managers  to  set  aside  their  doubts  and  get 
involved,  PwC  has  gone  even  further  than 
Deloitte.  It  has  just  launched  an  online 
recruiting  campaign  that  includes  a  faux 


Never  assume  your 
experience  is  not  relevant 
to  the  business  world.  For 
example,  highlight  how  duringyour 
summer  job  waiting  tables  you 
developed  customer-service  skills." 

— JENNA  WASHBOURNE, 

director  of  staffing, 

Prudential 


sitcom.  Called  The  Firm,  it  features  real 
employees  acting  out  scenarios  in  which 
the  female  Gen  Y  star  has  awkward  inter- 
actions with  older  employees.  That"  s  right, 
real,  older  employees.  Senior  partner  Bob 
is  "kinda  scary,"  and  Blake,  a  senior  as- 


sociate, apparently  smells.  "We  hear  al 
the  time  that  students  are  interested  ii 
what  it's  like  in  the  workplace,"  says  Am; 
Thompson,  PwC's  national  director  o 
campus  recruiting.  "This  is  a  funny  wa 
to  talk  about  a  serious  subject." 

Aside  from  giving  up  control,  puttinj 
themselves  in  uncomfortable  positions 
and  in  general  spending  an  awful  lo 
of  time  thinking  about  how  to  pleas 
kids  who  would  like  nothing  more  thai 
to  have  their  jobs,  managers  are  als 
expected  to  relearn  how  to  manage 
Specifically,  they  are  supposed  to  dec 
with  young  employees  who  have  live 
in  a  constant  feedback  loop. 

It  has  been  said  that  Gen  Y  needs  bud 
ets  of  praise.  In  fact,  in  many  cases  thes 
folks  are  looking  for  honest  appraisals  c 
their  work.  Boeing  Co.  (No.  14)  is  startin 
to  move  in  that  direction.  The  aerospac 
giant  has  one  of  the  lowest  retentio 
rates  in  its  industry  (59%),  and  one  wa 


THE  COLLEGE  ADMINISTRATOR 

What's  Different 
About  the  Ys 


AndreaS.  Hershatter, 
the  director  of  the 
undergraduate  business 
program  at  Emory 
University,  has  seen  a 
decade's  worth  of  students  graduate 
into  the  corporate  world.  She  spoke  with 
Staff  Editor  Lindsey  Gerdes  about  what 
sets  Generation  Y  apart  in  the  workplace 
and  how  companies  are  learning  to 
accommodate  them. 

What  do  undergrads  care  most  about 
when  they're  being  recruited? 

It's  all  about  authenticity.  In  their 
consumer  behaviors,  too,  the  promise  of 
the  brand  has  to  match  the  reality  or  they 
will  quickly  shift  their  preferences.  The 
ones  who  are  unhappy  in  their  first  jobs 
in  general  are  not  complaining  about  the 
amount  of  work  or  day-to-day  tasks.  It's 
that  the  culture  doesn't  feel  as  meaningful 
to  them,  or  isn't  as  conducive  to  belonging 
as  they  expected. 

What  about  companies  using  social 
networking  Web  sites  to  reach  out? 

I  think  organizations  are  now  able  to  tap 


into  millennial  to  teach  other  millennial; 
the  ones  who  emerge  as  the  go-to  people 
are  the  ones  who  are  already  very  visible, 
kind  of  like  the  tour  guides  on  campuses. 

Can  employers  try  too  hard? 

Absolutely.  Millennial  look  up  to  the 
generations  that  preceded  them.  They 
don't  want  attempts  I  )  think  on  their  level 


and  use  their  lingo.  It's  very  artificial.... 
They  don't  want  to  friend  their  boss  on 
Facebook.  That  inserts  the  company  into 
places  millennials  are  very  protective  of. 

What  distinguishes  this  generation? 

There  is  a  strong,  strong  millennial  dislike 
of  ambiguity  and  risk,  leading  them  to 
seek  a  lot  more  direction  and  clarity  from 
their  employers,  in  terms  of  what  the 
task  is,  what  the  expectations  are,  and 
job  progression.  Sometimes  it's  difficult 
for  employers  to  characterize  or  quantify 
things  the  way  millennials  like. 

Any  other  disconnects? 

I  think  boomers  are  having  an  easier  time 
mentoring  millennials  than  Gen  Xers. 
Boomers  may  feel  very  paternal  about  the 
millennials— they  may  have  some  at  home. 
Gen  Xers  had  to  figure  it  out  for  themselves, 
and  there  may  be  some  amount  of 
resentment.  Midlevel  managers  might  just 
wonder:  Who  are  these  kids?  What  crazy 
thing  are  they  going  to  say  to  my  boss?  How 
is  that  going  to  reflect  on  me?  How  am  I 
going  to  control  them? 

What  about  their  sense  of  entitlement? 

They  are  like  quarterbacks:  The  whole 
team  has  been  blocking  and  tackling  for 
them  so  they  can  run  the  ball,  and  they 
come  to  expect  that  level  of  blocking 
and  tackling  so  they  can  get  the  job 
done.  They  don't  feel  entitled  because 
they're  special,  they  feel  entitled  to  have 
others  support  them  in  their  efforts  to 
accomplish  and  achieve. 
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it  hopes  to  improve  upon  this 
is  by  teaching  managers  how 
to  deliver  criticism— harsh,  if 
necessary— along  with  praise. 
"We're  starting  to  tell  our  man- 
agers that  we  want  them  to 
have  very  clear  and  candid  conversations 
with  their  employees,"  says  Julie-Ellen 
Acosta,  vice-president  for  leadership  de- 
velopment. And  that's  for  employees  of 
all  ages.  The  company  is  retooling  its 
training  to  reflect  the  new  philosophy. 
The  goal:  more  ongoing  and  personalized 
feedback  and  more  honesty.  "The  man- 
agers are  worried  about  hurting  people's 
feelings,"  says  Richard  Stephens,  senior 
vice-president  for  human  resources.  "We 
want  to  let  them  know  it's  O.K.  to  have 
those  conversations." 

Here's  another  thing  about  Gen  Y 
that  managers  are  starting  to  figure  out: 
Twentysomethings  want  not  just  honest 
feedback  but  also  routine  conversations 
about  their  progress  and  their  career 
paths.  This  generation,  says  Emory's 
Hershatter,  feels  "entitled  to  have  oth- 
ers support  them  in  their  efforts  to  ac- 
complish and  achieve."  And  that  means 
right  from  the  start.  Abbott  Laboratories 
(No.  15)   recently  began   an   extended 


NEW  SKILL  SET 

Boeing  is  trying 
harder  to  retain 
young  talent 


orientation  that  includes  goals 
for  the  first,  second,  and  third 
months  on  the  job,  as  well  as 
the  promise  of  consistent  dia- 
logue with  managers.  "People 
have  the  expectation  of  a  more 
planned  and  deliberate  approach,"  says 
Ann  Johnston,  director  of  learning  and 
development. 

PwC  is  taking  this  approach  even 
further.  A  few  years  ago  the  company 
resolved  to  let  employees  themselves  de- 
cide when  during  their  first  90  days  they 
would  sit  down  with 
their  boss  for  a  perfor- 
mance review.  (After 
that,  they  could  do  so 
every  month  if  they 
choose  to.)  And,  get 
this,  a  second  reader  is 
supposed  to  review  the 
initial  written  evalua- 
tion to  make  sure  it  is 
sufficiently  clear. 

Some  companies 
are  even  giving  em- 
ployees more  say  over 
how  their  careers  will 
unfold.  In  the  first  two 
months   after   KPMG 


SIT  STILL  10 


Arrive  10  minutes 
early  for  the 
interview.  Dress 
appropriately.  Don't  chew 
gum,  fidget,  or  slouch  during 
the  interview." 

— ODESA  STAPLETON, 

director  of  talent  management, 

Verizon 


launched  a  Web-based  training  pre 
gram  to  better  prepare  young  employee 
and  their  managers  to  talk  about  caree 
building,  more  than  9,300  employee 
logged  on.  Some  2,500  created  the 
own  (ideal)  career  paths. 

As  a  concession  to  the  expressed  desii 
of  some  millennials  to  do  good  before  the 
do  well,  15  companies  and  investmei 
banks  are  allowing  new  hires  to  def< 
employment  for  two  years.  During  th; 
time  they  teach  at  troubled  high  schoo 
around  the  country  through  Teach 
America  (No.  10). 

Some  comp; 

nies  have  decided 
makes  more  sens 
and  is  less  costly, 
test  their  new  pn 
grams  on  a  few  lucl 
souls  first.  At  D£ 
(No.  78),  executiv 
weren't  sure  abo 
training  people 
new  you  had  to  t< 
them  how  to  tie  the 
shoelaces,"  says  Pa 
Read,  the  director 
sales  training.  Tl 
company,  which  us 
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HR  Director  and  Candidate 


11 

'  It 


What  she  knows: 

That  interviewees 

always  perk  up 

when  they  hear  the 

name  Fidelity. 


What  he  knows: 
His  decision  on 
which  job  to  take 
just  got  a  lot 
easier. 


etirement  Advantage^  gives 


e  competitive  eage. 


top  talent.  That's  because  employees  value  that  their  plan  is  through  Fidelity.  Because  they  can  feel  confident 
knowing  they're  making  smarter  decisions  about  their  financial  future,  and  you  can  feel  confident  knowing 
you're  workinq  with  the  nation's  leader. 


FIDELITY  TOTAL 

RETIREMENT  ADVANTAGE^ 

Fidelity.com/toptalent 


I  rv  V  f-   s:    f  M  C  m  T  a 


Smart  move. 
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lelity  Investments  is  one  of  the  world's  largest  providers  of  financial  services, .with  ci'istodieb'  assets  of  $'3;0  trillion,  including  managed  assets  of 
than  $1.4  trillion  as  of  February  28;  200?.  fhe  firm  is  th-.  :  mutual  fund  company  in  the  United  States,  the  No.  1  provider  of  workplace 

nt  savings  plans,  one  of  the  largest  'rn'u'tuaf  fund  supettrjtafcets,  and  a  leading  online  brokerage. firrrvi 


ition.il  products  and  services  provided  by  Fidelity  Investments- Irastiuitional  Services' Company,  Inc.,  82  Devonshire  Street/Boston,  MA  02109     458406 
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THE  NEW  HIRE 


Why  I'm  Delighted 
With  Deloitte 


Edouard  S.Roland, 
24,  graduated  from 
Baruch  College 
with  a  degree 
in  computer 
information  systems  this  May 
and  went  to  work  as  a  consultant 
with  Deloitte.  He's  the  second 
one  from  the  left  in  the  back  row 
of  our  cover  photograph.  Roland 
spoke  with  Staff  Editor  Lindsey 
Gerdes  about  his  summer 
internship  with  Deloitte  and  his 
first  month  on  the  job. 

What  was  the  best  part  of  your 
internship? 

On  the  second  or  third  day,  I  was 
assigned  to  a  client.  My  manager 
needed  somebody  to  go  to  a 
walk-through  [an  evaluation  of  a 
client's  computer  system],  and 
most  of  the  team  hadn't  been 
rolled  into  the  project  yet.  I'd  just 
gotten  my  ID  printed.  It's  a  little 
empowering  that  they  hold  you 
in  such  high  esteem  and  want 
to  provide  you  with  as  much  information 
as  possible.  And  we  had  tons  of  fun.  They 
rented  out  a  whole  stadium  in  New  Jersey, 
and  we  played  softball. 

What  other  opportunities  did  you 
consider? 

I  was  also  looking  at  private  banking.  I  did 
an  internship  earlier,  but  I  felt  the  things 
I  was  doing  were  a  little  tedious.  There 
wasn't  much  flexibility.  Deloitte  is  willing  to 
work  with  my  schedule.  And  here  I  think  I'll 
be  able  to  create  opportunities  for  myself. 

How  is  work  so  far? 

Right  now  I'm  going  on  walk-throughs 
and  getting  familiar  with  the  business.  I'm 
working  with  the  same  client  I  did  when  I 
was  an  intern.  We're  at  the  client  site,  all 
sitting  together:  managers,  consultants, 
partners.  We're  one  big  happy  family. 

What's  the  biggest  challenge? 

Managing  my  time.  I  want  to  be  good 
at  what  I'm  paid  to  do,  working  with 
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clients.  But  I  also  want  to  give  back,  to 
do  recruiting  and  diversity  events.  It  feels 
like  I'm  taking  off  from  work,  but  I'm  really 
developing  myself. 

People  tend  to  think  Gen  Yers  are  whiny 
and  demanding.  What  do  you  say  to  that? 

I  don't  see  that,  and  to  be  honest  I  haven't 
heard  those  stereotypes.  I  understand  we 
have  to  pay  our  dues,  and  I  understand 
that  takes  time.  I  understand  there's  a 
certain  path,  and  I  have  to  learn  how 
things  work.  My  friends  are  the  same. 
We  know  what  we  have  to  do  to  become 
successful. 

Ideally,  what  would  your  future  at  Deloitte 
look  like? 

The  first  day  during  my  internship  we 
met  the  dean  of  the  program.  He  was 
a  partner— actually  he  was  a  Baruch 
alum,  too.  I  feel  like  I  could  really  stay 
here  and  be  on  thai  partner  track.  I'm 
looking  forward  to  p  erfecting  my  craft  and 
learning  the  tricks  of  the  trade. 


ally  hires  experienced  salespeople,  de 
cided  to  offer  an  11-week  program  t< 
recent  college  grads— but  only  to  nine 
Pooja  Shambhu,  a  24-year-old  Purdui 
University  grad  who  went  through  tb 
intensive  course,  says:  "The  first  timi 
I  went  out  on  my  own,  the  feeling  wa 
unbelievable.  Within  two  weeks,  I  woi 
my  first  account." 

DHL  executives  aren't  complainin: 
anymore.  They  say  the  new  hires  gen 
erate  more  revenue  and  more  ship 
ments  per  sale.  This  year  the  compan 
expanded  the  program  to  19  people 
"They  were  hungrier  and  more  easil 
moldable  than  the  other  reps,"  say 
Read.  Now  he  just  hopes  these  well 
trained  salespeople  stay  for  a  while. 

Of  course,  some  companies  are  estat 
lishing  policies  that  everyone  can  tak 
advantage  of.  IBM  (No.  4)  introduce 
ThinkPlace,  an  online  suggestion  box  t 
help  it  cull  the  best  ideas  from  its  glob; 
workforce.  And  over  at  that  other  tec 
company,  Google  Inc.  (No.  5),  there  ai 
free  lunches  and  on-site  massages.  Bi 
perhaps  the  most  popular  perk  is  that  en 
ployees,  all  of  them,  are  allowed  to  devoi* 
one  day  a  week  to  developing  new  ideas. 

And  the  accounting  firms,  for  all  < 
their  out-there  experiments,  are  mal 
ing  use  of  some  more  traditional  ii 
centives,  too.  PwC  has  instituted  a, 
extra  11-day  firmwide  vacation.  Ernst 
Young  offers  four-day  weekends  sever 
times  during  the  summer.  And  KPM 
declared  that  every  summer  weeker 
starts  at  3  p.m.  Friday.  You  don't  ha* 
to  be  under  25  to  qualify.  ■ 
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TOOLS  An  interactive  table  to  create  your  own 
personalized  ranking. 

SLIDE  SHOW  Recruiters  for  top  companies  de- 
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www.att.jobs 


Diversity  requires  communication 
AT&T  leads  in  both. 

Today's  world  requires  better  communication  in  order  to  share  new  ideas  and  ways 
of  thinking.  That's  why  AT&T  has  a  strong  and  diverse  workforce.  We're  constantly 
working  to  develop  better  and  more  diverse  products  to  serve  our  growing  markets. 
It's  a  diverse  world,  and  AT&T  stands  ready  to  meet  its  needs. 


The  new 


orld.  Deliver* 


YOU  ARE  MORE  THAN  A  DRIVER.  So,  we  went 
beyond  the  road.  People,  rather  than  drivers, 
were  studied.  Life,  rather  than  automobiles,  was 
considered.  With  one  goal  in  mind.  To  deliver 
the  perfect  car  for  today's  modern  world. 

The  result?  A  car  that's  in  sync  with  people. 
Deeper,  larger  seats  have  been  prepared.  Now 
your  lumbar  region  will  find  comfort  after  your 
longer  days  at  work,  your  time  spent  in  front  of 
a  computer,  those  hours  devoted  to  meetings. 


A  simple,  yet  indulgent  nod  to  today's  more 
ambitious  commute.  In  other  words,  how  yoi 
are  sitting  right  this  moment  has  had  more 
than  a  little  to  do  with  our  new  seat  design. 
Inside  the  all-new  Accord,  you'll  notice  a 
remarkable  resemblance  between  the  curve 
that  runs  along  your  spine  to  the  curve  that  run 
down  the  back  of  the  seat,  luxuriously  in  syrw 
with  all  33  of  your  vertebrae.  That's  the  new 
anatomy  of  the  Accord.  Everything  in  one  car. i 


honda.COm    1-800-33-Honda    EX-LV-6  6MT  model  shown.  "Navigation-equipped  models  only.  ©2007  American  Honda  Motor  Co.,  Inc. 
The  Bluetooth®  mark  and  logos  are  owned  bv  the  Bluetooth  SIG,  Inc.,  and  any  use  of  such  marks  by  Honda  Motor  Co.,  Ltd.  is  under  license. 
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repared  to  align  with  the  modern  driver. 

Each  button  and  knob  is  arranged  the  way 
ou'd  expect  buttons  and  knobs  to  be  arranged, 
light  down  to  the  voice-activated  controls  on 
our  steering  wheel*  that  access  the  available 
londa  Satellite-Linked  Navigation  System™*  and 
ne  Bluetooth®  HandsFreeLink®*  It's  a  design 
o  skilled  at  anticipating  people's  needs  that  it 


becomes  more  than  a  means  of  transportation. 
It  becomes  a  solution  in  the  shape  of  a  car. 

Introducing  Accord.  It's  more  back-sensitive. 
It's  more  user-friendly.  It's  more  spacious.  More 
luxurious.  And  it's  the  most  powerful  Accord 
ever,  while  delivering  a  conscientious  ultra-low 
emission  rating.  In  the  end,  it's  the  perfect  car 
for  the  road.  And  everything  beyond  it. 


CHE  ALL-NEW  ACCORD  FROM  HONDA      BEYOND  THE  ROAD 
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Special  Report 


Upwardly 

Mobile 
In  Africa 

How  basic  cell  phones  are  sparking 
economic  hope  and  growth  in  emerging— 
and  even  non-emerging— nations. 

by  JACK  EWING 

ILLUSTRATION  by  EDEL  RODRIGUEZ 


PRECIOUS  LITTLE  WOULD  SEEM  TO  CONNECT 
the  Kenyan  village  of  Muruguru  to  the  21st  cen- 
tury. The  red  dirt  roads  become  impassable  in 
the  rainy  season.  Only  a  few  homes  have  elec- 
tricity, indoor  plumbing,  or  even  a  floor  other 
than  earth  packed  by  bare  feet.  The  villagers 
survive  on  corn,  potatoes,  and  bananas  they  raise  in  hand- 
tilled  fields,  and  earn  a  little  extra  cash  by  cultivating  coffee 
beans  that  they  dry  outdoors  on  burlap  sacks. 

But  a  couple  of  years  ago,  a  red  and  white  tower  appeared 
on  a  nearby  hill.  The  structure  is  a  cell-phone  base  station, 
and  its  arrival  has  changed  life  in  Muruguru  as  much  as  any 
development  in  the  past  century.  "I'm  saving  time,  I'm  sav- 
ing money,"  says  Grace  Wachira,  who  runs  a  small  business 
knitting  cardigan  sweaters  in  the  village.  Before  the  tower 
was  built,  she  had  to  walk  several  hours  to  the  nearest  town  or 
ride  in  a  communal  taxi  to  buy  yarn  or  meet  customers,  and 
she  never  knew  whether  the  person  she  wanted  to  see  would 
be  there.  Now  she  uses  her  Motorola  handset  to  arrange  for 
delivery  of  yarn  and  to  communicate  with  buyers. 

These  days,  just  about  every  tradesman,  shopkeeper,  and 
farmer  in  town  has  a  phone— or  at  least  access  to  one.  "Cus- 
tomers give  my  number  to  other  customers.  The  business  has 
grown,"  says  Susan  Wairimu,  whose  tailor  shop  sits  in  the  row 
of  one-story  buildings  that  constitute  the  village  center.  And 
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Willson  Maragua's  transport  business  in  Muruguru,  whi< 
consists  of  him  and  a  used  pickup  truck,  could  hardly  functk 
without  mobile  technology.  Local  farmers,  members  of  d 
Kikuyu  tribe  prevalent  in  the  area,  summon  him  to  haul  the 
coffee  beans  to  a  growers'  cooperative  in  a  nearby  valley.  Nc 
Maragua,  an  ebullient  man  wearing  a  baseball  cap  that  sa 
"Bachelorette  Party,"  lives  in  a  home  with  a  concrete  floor  ai 
a  solar  panel  on  the  roof  to  power  a  radio  and  a  lightbulb— ai 
recharge  his  family's  two  handsets.  With  a  mobile  phone, 
says  over  a  lunch  of  corn,  potatoes,  and  stewed  goat,  "You  c; 
manage  your  business."  * 

Higher  Living  Standards 

ONLY  A  FEW  YEARS  AGO,  places  like  Muruguru  didn't  even  re 
ister  in  the  plans  of  handset  makers  and  service  providers.  Wr 
would  a  Kenyan  farmer  want  with  a  mobile  phone?  Plenty,  as 
turns  out.  To  the  astonishment  of  the  industry,  people  living  i 
a  few  dollars  a  day  have  proven  avid  phone  users,  and  in  ma 
parts  of  the  world  cellular  airtime  has  become  a  de  facto  curren 
The  reason  is  simple:  A  mobile  phone  can  dramatically  imprc 
living  standards  by  saving  wasted  trips,  providing  informati 
about  crop  prices,  summoning  medical  help,  and  even  serving 
a  conduit  to  banking  services.  "The  cell  phone  is  the  single  m( 
transformative  technology  for  development,"  says  Columbia  U: 
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versity  economist  and  emerging  markets  expert  Jeffrey  Sachs. 

Mobile  phones  are  changing  developing  markets  faster  than 
anyone  imagined.  Today  there  are  some  3  billion  mobile  sub- 
scriptions worldwide,  and  that  will  grow  to  5  billion  by  2015, 
when  two-thirds  of  the  people  on  earth  will  have  phones,  pre- 
dicts Finnish  handset  maker  Nokia  Corp.  Nowhere  is  the  effect 
more  dramatic  than  in  Africa,  where  mobile  technology  often 
represents  the  first  modern  infrastructure  of  any  kind.  The 
134  million  citizens  of  Nigeria,  Africa's  most  populous 
country,  had  just  500,000  telephone  lines  in  2001  when  the 
government  began  encouraging  competition  in  telecom- 


gunfire  to  die  down  before  moving  into  new  markets,  whi 
include  the  Democratic  Republic  of  Congo,  Sri  Lanka,  a 
Colombia.  "When  you  build  the  network  you  find  really  go 
customers,"  says  CEO  Marc  J.  Beuls. 

Many  economists  would  agree.  A  growing  body  of  t 
idence  suggests  that  access  to  communications  boo 
incomes  and  makes  local  economies  far  more  efficie 
Consider  a  group  of  poor  fishermen  in  the  Indian  state 
Kerala  studied  by  Robert  Jensen,  an  associate  professor 
Brown  University.  They  increased  their  profits  by  an  av 
age  of  8%  after  they  began  using  mobile  phones  to  find  ( 
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Africa's  love  affair  with  cell 
phones  means  fast  growth 
for  carriers 
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munications.  Now  Nigeria  has  more  than  30  million  cellular 
subscribers.  Muruguru,  meanwhile,  had  just  a  single  pay 
phone  before  people  started  getting  handsets  a  few  years 
ago.  "Communications  used  to  be  a  barrier,"  says  Paul 
Ndiritu,  the  former  village  head  man.  Since  the  advent  of 
mobile  phones,  he  says,  "the  burden  has  eased." 

Yet  billions  of  people  around  the  world  have  still  never  used 
a  telephone.  Most  of  these  unconnected  masses  live  in  rural 
areas  that  are  much  poorer  and  more  remote  than  Muruguru. 
Now  cell-phone  makers  and  service  providers  understand  that 
they  can  make  money  by  bringing  cell-phone  service  within 
reach  of  people  who  live  on  $2  a  day.  Users  buy  new  phones 
for  as  little  as  $20— and  secondhand  models  for  far  less— as 
well  as  airtime  in  increments  of  just  75<t  in  Kenya,  enough  for 
nearly  10  minutes  of  off-peak  calling. 

Mobile  Money  Transfers 

THAT'S  A  FAR  CRY  FROM  THE  EUROPEAN  or  U.S.  monthly 
subscription  model,  but  it  works  for  such  outfits  as  Millicom 
International  Cellular.  The  Luxembourg-based  company  in- 
vests almost  exclusively  in  poor  countries  often  rocked  by 
violence,  and  in  the  second  quarter  of  this  year  saw  its  profits 
climb  65%,  to  $263  million.  Millicom  doesn't  even  wait  for  the 


which  coastal  marketplaces  were  offering  the  best  prices 
sardines.  Yet  consumer  prices  for  fish  dropped  4%  beca 
the  fishermen  no  longer  had  to  throw  away  the  catch  ti 
couldn't  sell  when  they  sailed  into  a  port  after  all  the  buy 
had  left.  "That's  what  economic  efficiencies  are  about— 
eryone  is  better  off,"  says  Jensen. 

With  characteristic  ingenuity  and  resourcefulness,  vill 
ers  are  proving  that  handsets  aren't  just  for  talking.  Mol 
phones,  for  instance,  are  becoming  a  way  to  extend  fin 
cial  services  to  the  billions  of  poor  people  who  have  ne 
seen  the  inside  of  a  bank.  David  Omuchilili,  who  works 
a  security  guard  at  a  church  in  the  town  of  Ngong,  outs 
Nairobi,  uses  his  battered,  1990s-era  Ericsson  to  send  a  f 
tion  of  his  modest  wages  to  his  wife  and  five  children  i 
village  180  miles  away.  Omuchilili  pays  cash  to  an  agent 
M-Pesa,  a  service  offered  by  carrier  Safaricom  Ltd.  In  1 
case,  the  agent  is  a  cell-phone  dealer  on  a  Ngong  street  t 
is  crowded  with  stray  goats  and  donkey  carts  hauling  can 
water.  The  agent  then  sends  a  code  number  via  text  mess 
to  Omuchilili's  wife,  who  uses  the  code  to  redeem  cash  ft 
an  M-Pesa  agent  close  to  her  home. 

Although  few  Kenyans  have  any  experience  with  e-c( 
merce,  the  M-Pesa  service— pesa  is  Swahili  for  "money 
has  been  a  runaway  success  since  Safaricom  launched  i 
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.us  employee  is  in  two  places  at  once. 

Globalization  has  changed  the  way  you  manage  your  workforce.  Today,  you  need  to  match  skills 
Brazil  to  a  project  in  China,  IBM  has  the  business  and  technology  knowledge  to  help  HR  managers 
map  their  talent  base,  leveraging  human  capital  data  to  drive  key  business  decisions.  We're  helping 
companies  increase  employee  productivity  by  up  to  20%.  Want  innovation  for  efficiency?  Talk  to 
the  innovator's  innovator.  For  a  copy  of  our  HR  study,  or  to  learn  more  about  what  IBM  can  do  for  you, 
visit  ibm.com/special/hr1 
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March.  Some  6,000  people  a  day  are  signing  up,  and  Vodafone 
Group  PLC— which  owns  40%  of  Safaricom— is  thinking  of 
extending  the  concept  to  India.  "I  used  to  travel  home  myself. 
This  saves  money,"  Omuchilili  says  after  sending  his  wife  a  few 
dollars.  "She  needed  money  to  buy  food,"  he  explains. 

Economists  are  still  trying  to  calculate  the  macroeconomic 
effect  of  this  communications  explosion,  but  no  one  doubts 
that  it's  big.  Leonard  Waverman,  chairman  of  the  economics 
faculty  at  London  Business  School,  figures  that  a  10%  increase 
in  a  developing  country's  mobile-phone  penetration  adds  0.6 


percentage  points  to  the  economic  growth  rate.  Indeed,  the 
advent  of  mobile  communications  in  Africa  coincides  with 
a  surge  in  growth.  The  continent's  economy  will  expand  as 
much  as  7%  this  year,  a  25-year  high,  according  to  the  Inter- 
national Monetary  Fund.  Many  other  factors  are  contributing, 
including  high  commodity  prices,  fewer  armed  conflicts,  and 
better  government  in  countries  such  as  Kenya  and  Tanzania. 
But  a  fundamental  principle  of  economics  is  that  markets  need 
information  to  function  efficiently,  and  cell  phones  are  provid- 
ing information  to  people  who  never  had  it  before. 

The  telecommunications  industry  itself  is  enjoying  a  new 
level  of  entrepreneurship  and  job  creation  in  the  developing 
world.  Nahashon  M.  Macharia,  a  Nairobi-based  business- 
man, is  opening  new  stores  selling  cell  phones  and  airtime 
in  step  with  the  expansion  of  Safaricom's  network.  "When- 


ever they  put  up  a  new  mast,  we  try  to  provide  coverage 
Macharia  says  above  the  blare  of  reggae  music  during  ope 
ing  celebrations  for  a  new  outlet  in  Othaya,  a  town  about  i 
miles  from  Nairobi. 

There  is  even  a  whiff  of  startup  frenzy  as  companies  sprii 
up  to  serve  the  mobile  industry.  Lagos  (Nigeria)-basi 
M-Tech  Communications,  founded  in  2001,  develops  co 
tent— everything  from  ringtones  to  crop  price  information 
for  mobile-service  providers  in  Kenya,  Uganda,  Ivory  Coa 
and  elsewhere.  "There  is  significant  value  in  those  im 

kets,  purely  because 
the  numbers"  of  peop 
says  co-founder  and  CI 
Chika  Nwobi,  a  graduE 
of  East  Tennessee  Sti 
University.    Everyone, 
seems,  is  getting  into  t 
act.  In  Kenya,  where  5 
faricom  lets  anyone  be 
airtime  dealer,  if  s  coi 
mon    to    see    vegetal 
stands   selling   banan; 
tomatoes,   cabbage— a 
scratch  cards  with  coc 
that  grant  access  to  adi 
tional  calling  minutes. 
Surprisingly,   the   pi 
minute  cost  of  mobile  s 
vice  is  often  more  expe 
sive  than  in  develop 
markets.     Prepaid    ci 
tomers   of  Vodacom 
the  Democratic  Repuht 
of  Congo,  a  joint  venti 
of  Vodafone  and  Afric 
investors,  pay  26<t   if 
minute  to  make  daytiij 
calls  within  the  netwo  I 
compared  with  peak  ra 
of  roughly  10<f  a  mini 
for  U.S.  cellular  subscr  J 
ers  and  7<t  in  Germa  J 
That's  because  users  j 
poor   rural   areas   of  I 
must  bear  the  higher  c  I 
of  building  out  netwo  I 
in  areas  without  elect) 
ity    or    good    highwa 
Safaricom,  for  install 
wrecks  a  vehicle  a  month  on  Kenyan  roads.  And  theft  of  g< 
erators  and  fuel  means  some  companies  post  armed  gua 
at  their  cell  towers. 

To  keep  calling  costs  to  a  bare  minimum,  villagers  k 
conversations  extremely  short  and  make  heavy  use  of  text  n 
saging.  Flashing— calling  and  hanging  up  after  the  first  ring- 
also  popular.  The  flash  can  signify,  "I've  arrived,"  "call  me,' 
any  number  of  other  prearranged  meanings.  Phone  sharin] 
also  common.  Some  users  just  buy  a  SIM  card  (which  is  plug; 
into  the  phone  to  grant  access  to  the  network)  for  less  tha 
dollar  and  borrow  a  phone  from  someone  else.  Many  us 
rarely  make  outgoing  calls,  maintaining  just  enough  prep 
credit  to  keep  their  accounts  active  and  receive  calls.  Mesh 
Onsinyo  Getuba,  a  TV  and  radio  repairman  in  the  Nairobi  sub 
of  Rongai,  alternates  between  SIM  cards  from  two  rival  carri 


Village 
Power 

Cell  phones  boost  economic 
efficiency  in  the  developing 
world.  Here's  how: 


■  Weavers  in  Maheshwar,  India,  close 
deals  with  out-of-town  customers  in 
minutes  rather  than  by  slow-motion 
exchanges  of  letters 

■  Sardine  fishermen  in  India's  Kerala 
state  check  market  prices  before 
deciding  where  to  sell  their  catch, 
boosting  profits  by  8% 

■  Workers  in  Uganda  send  cellular 
airtime  to  their  families  in  remote 
towns,  who  can  convert  it  to  cash  via 
village  phone  operators 

■  Masons  working  near  Nairobi 
report  big  jumps  in  income  now  that 
builders  in  need  of  laborers  can  reach 
them  by  phone 

■  Poor  settlements  in  Mali,  Rwanda, 
and  elsewhere  connect  to  the  Web  via 
cell  phones,  helping  villagers  learn 
better  farming  methods 

■  Doctors  in  Peru  report  disease 
diagnoses  by  cellular  text  message, 
letting  medical  authorities  spot 
epidemics  early 


68  I  BusinessWeek  I  September  24,  2007 


Yes,  there's  an  insurance  company  that's  as  responsible  as  you  are. 

For  more  information  on  insuring  your  business,  go  to  libertymutual.com/business. 

Responsibility.  What's  your  policy? 


Liberty 
Mutual. 


iDRKERS  COMP 


>007  Liberty  Mutual  Group. 


COMMERCIAL  AUTO 


PROPERTY 


GENERAL  LIABILITY 


UMBRELLA 


GROUP  BENEFITS 


SpecialReport 


choosing  the  one  that's  cheapest  at  any 
given  time.  Mobile  technology,  he  says, 
"has  improved  the  lifestyle  I  am  living," 
because  he  can  call  for  delivery  of  spare 
parts  rather  than  having  to  fetch  them 
from  a  dealer  himself. 

As  mobile  networks  proliferate, 
they're  pushing  the  development  of 
other  infrastructure.  Some  operators, 
frustrated  with  slow-moving  power  mo- 
nopolies, build  their  own  electrical  lines 
to  base  stations.  And  mobile  operators  are 
the  driving  force  behind  new  networks 
of  fiber-optic  cables.  South  Africa-based 
MTN,  for  instance,  has  installed  its  own  fi- 
ber in  Nigeria.  That  will  likely  lead  to  bet- 
ter broadband  connections,  which  could 
enable  English-speaking  countries  such 
as  Nigeria  and  Kenya  to  become  major 
outsourcing  centers. 

Local  Operators 

THE  SPREAD  OF  RURAL  telephone  service 
to  the  world's  poor  got  an  early  boost  in 
the  villages  of  Bangladesh.  In  1997,  micro- 
lender  Grameen  Bank  started  giving  advice 
and  credit  to  local  entrepreneurs,  encour- 
aging them  to  operate  communal  phone 
services  using  mobile  handsets— so-called 


village  phones.  Since  then  the  concept  has 
spread  around  the  world,  and  has  become 
a  profitable  business  for  operators  such  as 
MTN.  In  Uganda,  the  carrier  rolled  them 
out  in  partnership  with  the  Washington 
(D.C.)-based  Grameen  Foundation  but  last 
year  took  full  control  of  the  operation, 
which  now  includes  13,000  small-time 
entrepreneurs.  "Village  phones  made  us 
realize  that  rural  areas  were  a  market,"  says 
Francis  Ssebuggwawo,  a  sales  supervisor 
for  MTN  in  Uganda. 

Ssebuggwawo  makes  that  observation 
while  steering  a  Ford  pickup  along  a 
potholed  highway  that  provides  a  neck- 
wrenching  lesson  in  the  shortcomings 
of  African  infrastructure.  He  is  bound 
for  a  settlement  called  Wabusana,  where 
he  plans  to  check  in  with  village  phone 
operators.  Wabusana  is  only  about  50 
miles  north  of  the  capital,  Kampala,  but 
the  trip  takes  nearly  three  hours  each 
way  on  badly  paved  or  dirt  roads  marked 
by  plots  of  pineapple  and  six-foot-high 
conical  anthills  (which  provide  a  local 
specialty,  sauteed  ants).  In  a  clearing, 
a  crowd  waits  to  receive  free  mosquito 
nets,  the  most  affordable  way  to  prevent 
malaria,  rampant  in  this  part  of  Africa. 

Finally,  Ssebuggwawo  brakes  at  a 


collection  of  grim  concrete  and  br 
buildings  situated  at  the  crossing  oft 
dirt  roads.  The  outpost  supports  fc 
village  phone  operators,  whose  stor 
show  how  the  spread  of  telecomn 
nications  is  providing  a  livelihood  ' 
thousands  of  Africans.  Hasifa  Nakii 
who  looks  to  be  in  her  early  30s,  fee 
11  children— five  of  her  own,  plus  six : ! 
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akes  care  of  for  various  reasons— with 
acome  from  the  village  phone  and  by 
eddling  cups  full  of  matoke,  a  mashed- 
otato-like  dish  made  from  plantains. 
Jakitio  says  she  is  saving  to  buy  a  plot 
f  land  and  her  own  house. 

Ezeresi  Serukeera,  a  mother  of  four 
■/ho  runs  her  village  phone  in  Wa- 
usana  from  a  crude  wooden  booth, 
nlarged  her  house  after  she  obtained 

loan  of  about  $385  to  buy  the  phone 
;ear.  Serukeera,  who  paid  back  the  loan 
ti  six  months,  even  serves  as  a  kind  of 
Deal  banker,  a  conduit  for  relatives  in 
Kampala  to  send  money  home  to  their 
amilies.  These  people  transfer  airtime 
o  Serukeera  electronically,  and  she 
'asses  on  the  equivalent  in  cash  minus 
.  small  commission,  then  resells  the 
irtime  minutes  to  other  callers. 

The  operators  gather  with  Ssebugg- 
vawo  in  the  dimly  lit  interior  of  one  of 
he  buildings,  which  quickly  fills  with 
urious  children.  The  operators  bombard 
lim  with  complaints  and  suggestions. 
Vhy  isn't  MTN  doing  more  to  promote 
illage  phones?  Why  can't  they  sell  talk 
ime  in  increments  of  less  than  a  minute? 
Vhy  doesn't  MTN's  text  message-based 
tiformation  service  have  more  news  rel- 
vant  to  farmers,  providing,  say,  the  price 
f  pineapple  rather  than  reports  on  the 
raq  war?  As  more  villagers  get  handsets, 
he  village  phone  operators  point  out, 
hey  will  need  other  sources  of  revenue, 
uch  as  providing  information.  "We  have 
o  think  of  ways  we  can  add  value," 
'Sebuggwawo  agrees,  taking  notes. 

The  mobile-phone  industry  is  increas- 
tigly  listening  to  people  like  these  village 
perators,  who  are  at  the  frontier  of  tele- 
ommunications  expansion.  Nokia's  latest 
ihone  for  emerging  markets,  which  re- 


JOBS  tails  for  about  $37 

Entrepreneur  in  Kenya  contains 

Machana  opens         features  such  as  a 
phone  stores  as         u    i       *• 
carriers  expand  hookup  for  an  ex- 

ternal  antenna,  to 
better  reach  distant 
base  stations,  and  software  making  it  eas- 
ier to  track  the  length  and  cost  of  calls.  "If 
we  look  at  the  next  billion  subscribers,  the 
vast  majority  will  come  from  emerging 
markets,"  says  Kai  Oistamo,  Nokia's  gen- 
eral manager  for  mobile  phones.  In  India, 
Nokia  Siemens  Networks,  an  equipment 
joint  venture  with  Germany's  Siemens, 
is  taking  the  village  phone  concept  a  step 
further.  The  company  is  testing  its  so- 
called  Village  Connection,  which  allows 
a  local  entrepreneur  to  set  up  a  wireless 
phone  network  for  a  few  thousand  dol- 
lars. Villagers  can  talk  within  the  local 
system  at  a  reduced  rate,  connecting  to 
the  more  costly  national  network  only  for 
long-distance  calls. 

Have-Nots 

OF  COURSE,  THE  SPREAD  of  technology 
to  places  that  have  had  none  is  bound  to 
bring  unforeseen  consequences.  Mobile 
phones  can  also  be  used  to  organize  a 
guerrilla  army.  (The  region  around  Wa- 
busana  was  already  the  focal  point  of  an 
armed  conflict  in  the  1980s  after  the  fall  of 
Ugandan  strongman  Idi  Amin.)  And  a  new 
class  of  resentful  have-nots  could  emerge 
among  the  millions  of  extremely  poor  peo- 
ple who  still  can't  afford  cell  phones.  Abra- 
ham Waigwa,  a  28-year-old  bricklayer  who 
lives  in  Muruguru,  complains  he's  hav- 
ing trouble  competing  with  other  masons 
whose  phones  allow  them  to  be  reached 
by  potential  employers.  "I  don't  get  jobs  as 
often,"  he  says.  "My  life  is  dragging." 

But  that  seems  to  be  the  minority  view. 
"Mobile  technology  has  brought  many 
fruits,  and  no  bad  things,"  insists  Isaac 
Mahenia,  a  schoolteacher  and  part-time 
farmer  in  Muruguru.  Abraham  Maragua, 
truck  driver  Willson  Maragua's  77-year- 
old  father,  agrees  that  life  is  finally  get- 
ting better  in  the  village,  and  that  mobile 
phones  are  part  of  the  change.  "We  feel 
it,"  says  Maragua,  who  lives  in  a  house 
with  a  dirt  floor  and  old  newspapers 
covering  the  interior  walls.  As  a  onetime 
political  prisoner  during  Kenya's  civil 
strife  in  the  1950s,  he  knows  what  he's 
talking  about.  Says  Maragua:  "We  didn't 
suffer  for  nothing."  ■ 


BusinessWeek  .coin 


ONLINE:  For  a  slide  show  on  how  mobile  phones 
are  changing  lives  in  African  villages  and  a  story  on 
similar  trends  in  India,  go  to  businessweek.com/extras. 
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Surrounded  by  fierce  rivals,  Reed  Hastings  keeps  the  troop>s  motivatec 
with  hefty  compensation  and  luxe  perks,  including  lots  of  time  off 


BY  MICHELLE  CONLIN 

I  HAD  THE  GREAT  FORTUNE  OF 
doing  a  mediocre  job  at  my 
first  company,"  says  Netflix  Inc. 
founder  Reed  Hastings.  He's  talk- 
ing about  his  1990s  startup  Pure 
Software,  a  wildly  successful  mak- 
er of  debugging  programs  that, 
through  a  series  of  mergers,  became  part 
of  IBM.  Hastings  says  Pure,  like  many 
other  outfits,  went  from  being  a  heat- 
filled,  everybody-wants-to-be-here  place 
to  a  dronish,  when-does-the-day-end 
sausage  factory.  "We  got  more  bureau- 
cratic as  we  grew,"  says  Hastings. 

After  Pure,  the  Stanford-trained  engi- 
neer spent  two  years  thinking  about  how 
to  ensure  his  next  endeavor  wouldn't  suf- 
fer the  same  big-company  creep. 

The  resulting  sequel  is  Netflix,  where 
Hastings  is  trying  to  revolutionize  not 
only  the  way  people  rent  movies  but 
also  how  his  managers  work.  Hastings 
pays  his  people  lavishly,  gives  them  un- 
limited vacations,  and  lets  them  struc- 
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ture  their  own  compensation  packages. 
In  return,  he  expects  ultra-high  per- 
formance. His  400  salaried  employees 
are  expected  to  do  the  jobs  of  three  or 
four  people.  Netflix  is  no  frat  party  with 
beer  bashes  and  foosball  tables.  Nor 
does  the  company  want  to  play  cruise 
director  to  its  employees.  Rather,  Net- 
flix is  a  tough,  fulfilling,  "fully  formed 
adult"  culture,  says  marketing  man- 
ager Heather  Mcllhany.  "There's  no 
place  to  hide  at  Netflix." 

Hastings  calls  his  approach  "freedom 
and  responsibility."  And  as  one  might 
expect,  employees  get  all 
cinematic  when  describing 
the  vibe.  Netflix  is  the  work- 
place equivalent  of  Ocean's 
11,  says  Todd  S.  Yellin,  hired 
to  perfect  the  site's  movie- 
rating  system.  Hastings  is 
Danny  Ocean,  the  bright, 
charismatic  leader  who  re- 
cruits the  best  in  class,  gives 
them  a  generous  cut,  and 


The  price 
ofalfthis? 
"There's  no 
place  to  hide 
at  Netflix" 


provides  the  flexibility  to  do  what  they  c  y 
best,  all  while  uniting  them  on  a  focus* 
goal.  The  near-impossible  mission, 
this  case,  is  trying  to  outmaneuver  Bloc 
buster,  Amazon,  the  cable  companie 
and  Apple  in  the  race  to  become  the  leai 
ing  purveyor  of  online  movies. 

The  tension  has  never  been  highe 
Last  quarter,  for  the  first  time  in  Net 
lix's  history,  the  company  lost  custon 
ers  in  its  bloody,  fight-to-the-deai 
battle  with  Blockbuster  Inc.  Netfl 
shares  cratered  and  have  yet  to  recove 
Some  analysts  are  talking  doom. 

Netflix  executives  HI 
to  point  out,  though,  th; 
the  company  has  bee 
pronounced  dead  moi 
than  once  before.  Whe 
Wal-Mart  started  offerin 
online  movie  rentals  i 
2002,  for  example,  an; 
lysts  started  referring  i 
Netflix  as  The  Last  Pictu. 
Show.  But  by  2005,  Wa 
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Mart  had  closed  shop.  It  referred  all  its 
customers  to  Netflix. 

Today,  Netflix  is  embroiled  in  an  even 
tougher,  two-front  war:  competing  with 
Blockbuster  for  online  supremacy  in  DVD 
rentals  while  also  inaugurating  a  digital 
streaming  service  to  compete  with  the 
likes  of  Apple.  That's  one  mighty  gang  of 
entrenched  competitors.  "There's  usu- 
ally room  in  a  marketplace  for  more  than 
one,"  says  Wedbush  Morgan  Securities 
analyst  Michael  Pachter.  "But  in  this  case 
there  really  isn't." 

Hastings  is  betting  on  Netflix's  culture 
to  get  the  company  out  of  this  corner. 
The  plan  includes  continuing  to  increase 
what  Hastings  calls  "talent  density." 
Most  companies  go  to  great  scientific 
lengths  to  ensure  they  are  paying  just 
enough  to  attract  talent  but  not  a  dollar 
more  than  they  need  to.  Netflix,  which 
hands  out  salaries  that  are  typically  much 
higher  than  what  is  customary  in  Silicon 
Valley,  is  unabashed  in  its  we-pay-above- 
market  swagger.  "We're  unafraid  to  pay 
high,"  says  Hastings. 

To  ensure  that  the  company  is  con- 
stantly nabbing  A  players,  company  tal- 
ent hunters  are  told  that  money  is  no 
object.  Each  business  group  has  what 
amounts  to  an  internal  boutique  head- 
hunting firm.  Employees  often  recom- 
mend people  they  bonded  with  at  work 
before  (that  Ocean's  11  effect  again). 

Gibson  Biddle,  who  runs  the  Web  site, 
knew  that  Yelling,  who  had  both  deep 
tech  and  film  expertise,  was  the  perfect 
guy  to  help  Netflix  improve  how  it  recom- 
mends movies  to  customers  on  its  site. 
Yellin  had  worked  for  Biddle  at  a  family 
entertainment  site  during  the  boom.  The 
snag  was  that  Yellin,  also  a  filmmaker, 
was  finishing  up  his  first  feature  film, 
Brother's  Shadow,  in  Los  Angeles.  He 
also  was  allergic  to  anything  corporate  or 
publicly  traded. 

Impossible  sell,  right?  But  Netflix 
threw  so  much  cash  and  flexibility  at 
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Yellin  that  he  couldn't  turn  it  down. 
During  his  first  three  months  he  flew 
back  and  forth  between  LA.  and  San 
Francisco  doing  his  Netflix  job  and 
finishing  his  movie.  "This  company  is 
u6er-flexible,"  says  Yellin.  "I'm  given  the 
freedom  to  do  what  I  do  well  without 
being  micromanaged." 

NO  GOLDEN  HANDCUFFS 

PAY  IS  NOT  TIED  to  performance  reviews, 
nor  to  some  predetermined  raise  pool, 
but  to  the  job  market.  Netflix  bosses  are 
constantly  gleaning  market  compensa- 
tion data  from  new  hires  and  then  amp- 
ing  up  salaries  when  needed.  And  what 
happens  when  someone  doesn't  live  up  to 
expectations?  "At  most  companies,  aver- 
age performers  get  an  average  raise,"  says 
Hastings.  "At  Netflix,  they  get  a  generous 
severance  package."  Why?  Because  Hast- 
ings believes  that  otherwise  managers 
feel  too  guilty  to  let  someone  go. 

When  it  comes  to  paychecks,  Netflix 
is  arguably  going  where  no  public  com- 
pany has  gone  before.  Employees  are 
free  to  choose  annually  how  much  of 
their  compensation  they  want  in  cash  vs. 
stock.  Unlike  the  case  at  most  companies, 
options  vest  immediately.  Netflix  doesn't 
want  golden-handcuffs  types.  One  engi- 


neer got  so  excited  that  he  told  hum; 
resources  head  Patty  McCord  to  give  hi 
half  his  pay  in  stock.  When  McCord  sa 
him  drive  away  in  an  old  minivan,  si 
wasn't  surprised  when  he  popped  in 
her  office  the  next  day  and  told  her  1 
wanted  to  make  it  more  cash:  80-20. 

Good  thing  for  him.  With  great  choi 
comes  great  risk.  Netflix  employees  wl 
loaded  up  on  stock  this  year  have  gc 
ten  hammered,  leaving  some  to  pine  f 
the  paternalism  that  has  long  shields 
employees  from  the  vagaries  of  stoi 
market  volatility.  But  great  risk  al: 
means  great  freedom,  as  in:  "Take 
much  vacation  as  you  want."  Last  ye; 
engineering  manager  Aroon  Ramado 
took  off  five  weeks  to  go  to  Euro] 
with  his  girlfriend.  He  plans  on  takii 
another  extended  vacation  next  year 
Brazil.  "I  like  to  travel  in  bigger  chun 
rather  than  take  five  days  off  and  ru; 
right  back,"  says  Ramadoss. 

Despite  the  luxe  perks  and  kill 
culture,  Hastings  still  has  the  batt 
of  his  career  ahead.  The  Netflix  peop 
have  "a  huge  competitive  advanta; 
because  they  are  smart  and  they  hi 
really  well,"  says  Pachter.  "But  th 
doesn't  help  you  in  the  long  run  if  yo> 
business  model  is  flawed."  ■ 


PLAYBOOK:   BEST  PRACTICES 


How  Netflix  nets  and  keeps  talent 


PAY  LAVISHLY 

Higher-than-average 
salaries-and  tying 
bonuses  and  raises  to  the 
market,  not  a  pool-can 
make  stars  less  likely  to 
bolt.  Money  is  no  object 
in  hiring. 


PROVIDE 

COMPENSATION 

CHOICE 

Employees  are  more  likely 
to  excel  if  they  can  pick 
how  much  of  their 
compensation  they  get  in 
stock  rather  than  cash. 
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FOSTER  TALENT 
HUNTERS 

Encouraging  everyone  to 
hire  the  three  people 
they've  loved  working 
with  most  during  their 
careers  creates  an 
intense,  fun  workplace. 


LET  THEM  GO 

Don't  give  B  performers  a 
middling  raise.  Give  them 
a  decent  chunk  of  cash 
and  show  them  the  door. 
And  don't  surprise  them. 
The  laid-off  leave  with 
their  dignity. 


LIMIT  RULES 

They  reduce  error.  But 
they  also  stymie 
innovation.  At  Netflix, 
employees  are 
responsible  for  their 
choices,  even  in  how 
much  vacation  to  take. 
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Jehind  the  cute  characters  and  slogans,  cereal  companies  are 
erious  about  putting  healthier  products  on  the  table.  One  national 
)rand  turned  to  Cargill  to  help  convert  their  entire  line  of  products  to 
vhole  grain,  requiring  that  the  change  not  affect  flavor  or  texture.  Cargi 
developed  a  process  for  putting  whole  grain  corn  into  their  cereal  while 
naintaining  shelf  life  and  taste  appeal.  We  accomplished  it  all  within 
J  he  company's  challenging  time  frame.  The  successful  conversion 

Si 

.,  neans  that  Americans  will  eat  an  additional  1.5  billion  whole  grain 
7»ervings  each  year.  This  is  how  Cargill  works  with  customers. 

collaborate      >      create      >      succeed 


i 


The  quest  for  hea 
cereal  never  ends 


www.cargillcreates.com 

62007  Cargill,  Incorporated 
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Nourishing  Ideas.  Nourishing  People: 
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A  Big  Sales  Job 
For  Salesforce.com 

Can  the  pioneer  of  Net-delivered  software 
prove  it's  more  than  a  one-hit  wonder? 


BY  STEVE  HAMM 

ALESFORCE.COM  CHIEF 
Executive  Marc  Benioff 
made  a  name  by  raging 
against  the  software  Es- 
I  tablishment.  He  labeled 
as  washed-up  those  pro- 
grams that  corporations 
buy  and  install  on  their  own  computers. 
He  brashly  predicted  that  software  would 
increasingly  be  delivered  to  office  work- 
ers over  the  Internet,  as  a  service.  He 
was  right,  and  now  almost  everyone  has 
come  around  to  Benioffs  way  of  think- 
ing. But  that  very  success  is  about  to  pose 
a  huge  challenge  for  the  Abbie  Hoffman 
of  software. 

Some  of  the  industry's  most 
powerful  companies  are  rush- 
ing into  Salesforce.com's  core 
business,  software  that  helps 
salespeople  keep  track  of  how 
much  they've  sold  to  specific 
customers,  when  they  need 
to  call  on  them  again,  and  if 
they've  met  their  quota.  This  — 
comes  just  as  Salesforce.com 
is  trying  to  expand  into  new 
markets.  "The  question  is:  Can 
this  company  go  from  being 
a  one-hit  wonder  to  a  whole 
body  of  work?"  says  analyst  Ja- 
son Maynard  of  Credit  Suisse. 


onslaught  from  Microsoft  Corp.  and  SAP. 
They  were  late  to  jump  on  the  software- 
as-a-service  bandwagon  and  now  are 
trying  to  catch  up,  with  a  vengeance.  In 
December,  Microsoft  plans  to  release  a 
competitor  to  Salesforce.com's  customer- 
relations  applications,  but  at  about  half 
the  price.  On  Sept.  19,  SAP  is  to  announce 
an  online  service  that  supplies  account- 
ing, human  resources,  and  sales-tracking 
software  to  small  and  midsize  compa- 
nies. SAP  already  has  a  25.7%  share  of 
the  $6.5  billion  market  for  all  types  of 
customer-relations  software.  SAP  dwarfs 
Salesforce.com's  7%  share,  says  market 
researcher  Gartner  Inc.  That  leads  Wil- 
liam McDermott,  CEO  of  SAP  Americas, 


COMPANY'S  COMING 

FOR  NOW,  THE  eight-year-old 
San  Francisco-based  compa- 
ny is  thriving.  It  has  35,000 
clients  for  its  Net- delivered 
customer-relationship  soft- 
ware, including  Dell,  Cisco 
Systems,  and  Japan  Post.  Rev- 
enues are  growing  at  50%  per 
quarter  and  are  headed  for 
$700  million  this  year. 

Salesforce.com's  most  im- 
mediate problem  is  a  looming 
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to  predict:  "Over  the  long  haul,  you'll  s 
the  death  of  the  one-trick  ponies"  li 
Salesforce.com. 

It's  easy  to  discount  this  claim,  giv 
how  badly  SAP  initially  missed  the  tu 
toward  selling  software  over  the  Net.  B 
these  days  if  s  Benioff  who  is  attempting 
undertake  a  major  shift  in  strategy.  Salt 
force.com  has  focused  on  selling  pi 
grams  that  performed  specific  tasks  or 
PC  or  handheld  computer.  Now,  thoug 
it's  branching  out  and  offering  techno] 
gies  upon  which  other  software  make 
and  customer  corporations  can  bu: 
their  own  programs— and  pay  fees 
Salesforce.com.  This  is  similar  to  Mici 
soft's  strategy  in  the  traditional  softw£ 
market,  where  it  sells  its  Windows  opi 
ating  system  platform  and  Office  app, 
cations.  Salesforce.com  is  the  first  coi 
pany  to  try  such  a  "platform"  strategy 
the  software-as-a-service  world.  Declai. 
Benioff:  "We're  a  platform  company,  r 
just  an  applications  company.  We  hav» 
vision  for  the  future  of  an  industry." 

'WORTH  A  LOOK' 

ALL  WELL  AND  GOOD.  But  Microsc 
Oracle,  and  IBM  long  ago  made  sui 
application- development  platforms  ir 
cornerstones  of  their  businesses.  IB^ 
for  instance,  counts  9,000  software  co:i 
panies  with  applications  that  run  on 
software.  So  will  corporations  choc 
Salesforce.com  over  these  1 
hemoths?  Some  of  its  mc 
adventurous  customers 
game.  "If  s  worth  a  look,"  st 
Bill  Wray,  chief  informati 
officer  at  Citizens  Financ. 
Group,  one  of  America's  lai 
est  banks. 

But  analysts  such  as  Ga 
ner's  Yefim  V.  Natis  are  du 
ous  that  many  big  compan 
will  sign  up  anytime  soc 
"I  don't  see  General  Mote 
writing  applications  on  th 
platform,"  Natis  says.  One 
Benioffs  challenges  is  tl 
only  companies  that  have 
ready  adopted  his  custom 
relationship  applicatio 
would  likely  decide  to  adc 
his  software-developme 
platform,  so  that  limits  t 
size  of  the  market. 

Benioff,  not  surprising 
has  bottomless  faith  that 
software-as-a-service  moi 
will  not  only  increase  in  imp 
tance  but  eventually  prev 
He  vows:  "Part  of  our  missi 
is  to  end  Microsoft."  ■ 


Does  your  printer  take  more  days  off  than  you? 
CDW  has  new  printers  that  work  overtime. 


I  HP  Color  LaserJet  3600n  Printer 


!)•  Network-ready, .color  laser  printer 

II'  Print  speed:  up  to  17  ppm  black  and  color 

jl'  Print  resolution:  600  x  600  dpi  with  HP 

|    lmageREt3600 

I  -  Duty  cycle:  50,000  pages  per  month 

!•  USB  2.0  and  Ethernet  ports 


PRINTER 

CDW  814592 


INSTANT 
SAVINGS 
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With  color 
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HP  Color  LaserJet  CP3505n  Printer 


Network-ready,  color  laser  printer 

Print  speed:  up  to  22  ppm  black  and  color 

'  Print  resolution:  600  x  600  dpi  with  HP 
ImageREt  3600 

1  Duty  cycle:  65,000  pages  per  month 

■>  USB  2.0  and  Ethernet  ports 


$89999 
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HP  Color  LaserJet  2840mfp 
Multifunction  Printer 


Color  laser  printer,  copier,  fax  and  scanner 

Print  and  copy  speed:  up  to  20  ppm  black, 

4  ppm  color 

Print  resolution:  600  x  600  dpi  with  HP 

ImageREt  2400 

Scan  resolution:  1200  x  1200  optical  dpi 

Duty  cycle:  30,000  pages  per  month 

USB  and  Ethernet  ports 


$899 


ijiA/e're  there  with  the  printing  solutions  you  need. 

With  increasing  workloads,  tighter  timelines  and  smaller  budgets,  every  business  needs  dependable 
:echnology.  Top-name  printers  from  CDW  have  the  features  and  reliability  you  can  count  on.  And  with 
pccess  to  the  industry's  largest  inventories,  we're  there  to  get  you  the  right  printers  for  your  company's 

Ijpeeds.  We  can  even  help  with  everything  from  asset  tagging  and  warranty  management  to  IP  configuration 

bend  custom  settings.  So  call  CDW  today  so  you  can  worry  less  and  save  more. 

I  CDW.com    800.399.4CDW 


ice  reflect  SI  50  instant  savings;  call  your  CDW  account  manager  for  details;  offer  ends  1 0/31/07.  HP(cOloraccess  control  helps  you  manage  color  printing  usage; 
th  it,  you  can  enable  or  disable  color  printing  by  individual  users  or  groups,  or  you  can  disable  it  entirely.  Oner  subject  to  CDW's  standard  terms  and  conditions  of 
le,  available  at  CDW.com.  ©2007  CDW  Corporation 


The  Right  Technology.  Right  Away. 


From  Formula  One 
To  Green  Machines 

Race  car  designer  Gordon  Murray  is  now 
creating  a  vehicle  that  will  tread  very  lightly 


B  US  I  N  E 


BY  CONRAD  WILSON 

AMED  BRITISH  FORMULA 
One  race  car  designer  Gordon 
Murray— best  known  for  the 
sleek  lines  of  the  McLaren  Fl, 
a  rare,  $1  million-plus  super- 
car  launched  in  the  1990s— is 
doing  an  about-face.  Rather 
than  continuing  to  craft  the  racers  that 
won  him  a  following  among  well-heeled 
car  aficionados,  Murray  is 
turning  his  attention  to  de- 
signing a  compact,  fuel- ef- 
ficient urban  vehicle  for  the 
masses.  His  eponymous  de- 
sign company  plans  to  partner  with  a 
manufacturer  but  retain  ongoing  respon- 
sibility for  engineering.  Murray  hopes  the 
vehicle  will  sell  for  about  $10,000,  a  figure 
big  carmakers  have  had  difficulty  achiev- 
ing outside  Asia  and  Eastern  Europe. 

The  three-passenger  car,  the  Type  25, 
will  utilize  lightweight  materials  and  its 
tiny  size  to  shrink  operating  costs  to  a 
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third  those  of  an  average  car.  Moreover, 
the  vehicles  will  be  designed  to  limit  car- 
bon emissions  during  production,  Mur- 
ray says.  Ultimately,  the  company  hopes 
to  work  with  governments  to  create  a 
class  of  vehicle  that  will  be  eligible  for  tax 
incentives  because  of  its  low  impact  on 
traffic  congestion  and  the  environment. 

Murray  launched  Gordon  Murray  De- 
sign in  July.  But  he  doesn't  really  think  of 
y,.  his  company  as  a  startup: 

Fourteen  of  the  16  employ- 
ees have  previously  worked 
together.  "If  s  [taking]  some 
of  the  best  talents  in  the  U.K. 
and  putting  them  under  one  roof,"  Mur- 
ray says.  The  company  plans  to  produce 
the  first  prototype  within  18  months. 

Despite  Murray's  A-list  team,  industry 
experts  are  skeptical.  "No  matter  how 
well-known  someone  is,  it  sounds  pretty 
naive  to  me,"  says  David  E.  Cole,  chair- 
man of  the  Center  for  Automotive  Re- 
search in  Ann  Arbor,  Mich.  Cole,  a  former 


FAST-TRACKED  automotive    eng! 

Murray  plans  to  neer,  says  startup  J 

have  a  prototype  for  \&e  this  often  fa 

his  _ r  ^n  18  months  because   of  bot 

the  difficulty  an 
the  huge  capital  investment  involved  i 
mass-producing  vehicles.  "There's  a  dil 
ference  between  making  a  few  race  car 
and  high-volume  production,"  he  says. 

'THE  EDGES  OF  INNOVATION' 

INDEED,  MURRAY'S  project  conjure 
up  images  of  past  auto  entrepreneur 
like  John  DeLorean  or  Malcolm  Bricklii 
founders  of  storied-but-defunct  boutiqu 
car  companies.  Both  ventures  failed  fc 
similar  reasons:  production  delays  an 
high  costs.  But  Jon  Feiber,  an  inves 
ing  partner  at  Mohr  Davidow  Venture 
Menlo  Park,  Calif.,  and  a  board  membe 
of  Murray's  company,  says  DeLorean  an 
Bricklin  tried  to  compete  in  existing  a 
classes,  while  Murray  is  pioneering  h: 
own.  Says  Feiber:  "Gordon  will  push  th 
edges  of  innovation." 

Murray,  born  in  Durban,  South  Afric: 
designed  his  first  car  in  1966,  while  sti 
a  mechanical  engineering  student  at  Nt 
tal  Technical  College.  After  moving  1 
Britain  to  pursue  a  career  as  a  race  a 
designer,  he  took  Formula  One  design  1 
new  heights  over  a  span  of  30  years. 

But  it  was  countless  hours  spent  i 
snarling  traffic  around  London  thii 
spurred  him  to  design  the  T25.  Mum 
hopes  to  do  more  than  just  engineer  a 
ultra-hip  small  car— he  hopes  to  produc| 
one  thafs  green  from  start  to  finish, 
he's  designing  a  car  that  won't  require 
new  chassis  each  year  when  its  styling 
updated;  only  the  interiors  and  extern 
sheet  metal  will  need  to  be  changed.  Bi 
sides  production  efficiencies,  that  meai 
fewer  pollutants  emitted  during  perenni 
plant  retoolings. 

So  far  Murray  has  only  hand-draw 
sketches  of  how  the  T25's  curvy  silhoi 
ette  will  look.  But  he  knows  that  gam 
changing  design  is  essential  to  launchir 
his  eco-friendly  product.  "You're  not  gc 
ing  to  get  someone  out  of  their  Porscl 
911  driving  into  London  if  people  a 
going  to  laugh  at  them,"  he  says. 

Still,  Lee  Schipper,  director  of  resean 
for  EMBARQ,  the  World  Resources  Insi 
tute's  transportation  program,  believ 
Murray's  concerns  about  reducing  emi 
sions  during  manufacturing  may  be  mi 
placed  because,  Schipper  says,  much  mo 
carbon  is  released  during  years  of  drivin 
But  Murray  is  undeterred:  "It's  a  cor 
plete  rethink  about  how  a  car  is  used  ai 
built.  I'm  trying  to  protect  our  freedom 
mobility  for  the  next  25  years."  ■ 
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Readers' 
Runway  Rage 

The  response  to  our  story  on  the  demise  of  efficient 
and  civilized  air  travel  was  voluminous  and  vehement 


BusinessWeek 


Now  we  know  how  overwhelmed  air  traffic  controllers  feel. 
The  response  to  our  Sept.  10  cover  story,  "Fear  and  Loathing 
at  the  Airport,"  jammed  our  in-boxes.  Many  writers  agreed 
with  the  story's  central  point:  that  the  chaos  in  the  air 
reflects  the  chaos  on  the  ground.  "Nobody  is  in  charge," 
we  wrote.  "The  various  players  in  the  system,  including 
big  airlines,  small  aircraft  owners,  labor  unions,  politicians, 
airplane  manufacturers,  and  executives  with  their  corporate  jets,  are  locked  in 
permanent  warfare  as  they  fight  to  protect  their  own  interests."  We  emphasized 
the  surprising  inability  of  the  Federal  Aviation  Administration,  over  many 
decades,  to  corral  these  groups.  But  many  readers  singled  out  other  parties  for 
greater  blame.  A  few  argued  that  our  story  was  too  harsh  in  its  assessment  of 
FAA  Administrator  Marion  C.  Blakey.  Only  one  thing  united  all  of  the  writers: 
their  anger  and  frustration  with  America's  overburdened  air  traffic  system. 


»  Your  story  completely  mischaracterizes 
FAA  chief  Blakey's  passionate  approach 
to  safety  and  her  track  record  at  the  FAA. 
In  two  interviews,  Blakey  stressed  that 
the  U.S.  is  currently  in  the  safest  period 
of  aviation  in  history. 
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The  recent  $1.8  billion  FAA  contract 
award  to  ITT  to  launch  the  construc- 
tion of  a  new,  satellite-based  air  trans- 
portation system  is  viewed  by  most 
observers  as  more  than  "some  tentative 
progress"  toward  building  a  system 


capable  of  handling  increasing  volume 
of  air  traffic.  Far  from  being  "unable 
to  do  anything,"  Blakey  also  aggres- 
sively stepped  in  when  mounting  delay 
snarled  O'Hare  in  2003  and  achieved  £ 
voluntary  scheduling  agreement  with 
the  airlines  that  untangled  the  mess. 
In  a  short  five-year  term,  Blakey  leaves 
the  agency  with  97%  of  major  capital 
programs  on  time  and  on  budget  and 
with  a  plan  for  a  reliable,  stable  source 
of  funding  for  the  FAA  that  will  pay  for 
a  radical  transformation  of  air  traffic 


services. 


Robert  A.  Sturge 

Deputy  Administrator,  FA 

Washingti 

»  What  on  earth  led  you  to  the 
conclusion  that  one  FAA  Administrate 
can  solve  that  morass  within  the  limits 
of  a  five-year  term?  Marion  Blakey 
showed  the  leadership  and  resolve 
to  create  the  true  organizational  and 
financial  accountability  within  the 
FAA  that  is  needed  to  improve  our 
nation's  aviation  infrastructure  and 
safety  oversight.  For  the  time  being, 
it  will  be  tough  flying  until  greater 
capacity  and  new  technology  are  adde 
to  the  system. 

Greg  Martin,  Alexandria,  \ 

(Martin  was  the  FAA's  chief  spokespers 

from  2002  to  200i 


»  Great  article  and  expose  on  the 
issues  surrounding  the  airline  industi 
Between  terrorism  and  security  threa 
archaic  technology,  self-interests, 


jRISE  TO  ANY  CHALLENGE,  such  as  pushing  innovation. 


With  an  approach  that  fosters  collaboration  and  inspires  you  to  put  your  ideas  into  action,  The  Kellogg  School 
J  can  help  you  fulfill  your  aspirations.  To  learn  about  specific  executive  education  programs  in  the  Chicago  and 
Miami  areas,  visit  www.kellogg.northwestem.edu/execed  or  call  847-491-3100. 


Feedback !  Air  Travel 


bureaucracy,  and  government  inaction, 
it's  an  alarming  state  of  affairs  the 
airline  industry  is  in.  It  will  probably 
take  a  major  disaster  to  get  the  U.  S. 
to  get  serious  about  taking  definitive 
action  on  the  crisis.  Having  lived  for 
a  couple  of  years  in  Singapore  as 
an  expatriate,  I  observed  how  a 
government  can  take  proactive  steps 
to  prevent  negative  consequences  from 
happening  and  enhance  the  living 
standards  of  its  people.  Let's  stop  the 
bickering,  do  the  right  things,  and 
return  this  country  to  greatness. 

Thurston  Lee,  Tempe,Ariz. 


»  The  solution  [to  air  traffic  congestion] 
is  easy:  Strong  regulation  would 
immediately  allow  the  auctioning  of 
gate  spaces  at  the  busiest  airports  and 
limitations  on  the  number  of  aircraft 
taking  off.  Minimum  service  standards 
would  be  set,  and  the  owners  of 
corporate  aircraft  would  be  forced  to 
pay  a  larger  share  of  air  system  costs. 
The  terrible  passenger  conditions 
of  this  summer  were  all  totally 
unnecessary. 

John  Wetherhold,  New  York 


»  With  the  obvious  overcrowding  at 
major  airports  and  very  few  alternatives 
to  frying  for  long  distances,  perhaps  the 
question  should  be  asked,  particularly 
of  business  travelers:  "Is  this  flight 
necessary?"  With  the  improvement 
in  the  Internet  and  the  availability  of 
conference  calls— with  the  parties  able 
to  be  seen  on  TV  screens— do  we  really 
need  face-to-face  contact  for  many 
business  travelers? 

Nelson  Marans,  Silver  Spring,  Md. 


»  While  it  may  be  argued  that 
government-provided  infrastructure 
contributes  to  the  sorry  state  of  air 
travel  today,  that  ignores  the  real  cause. 
In  a  rush  to  fill  the  few  airplanes  they 
have  left,  the  airlines  have  cut  schedules 
and  staff.  They  may  be  profitable 
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The  big  carriers 
say  the  smaller 
operators  aren't 
paying  their  share  of  what 
it  takes  to  maintain  the 
air  traffic  control  system. 
The  controllers  complain 
they  are  understaffed  and 
underpaid  and  that  their 
facilities  need  repair.... 
And  passengers  blame 
everybody  in  sight 
—from  "Fear  &  Loathing  at 
the  Airport" 


for  now,  but  this  is  temporary.  They 
whine  about  the  surge  in  corporate  jet 
travel,  yet  ignore  the  fact  that  this  is 
a  direct  result  of  their  unsatisfactory 
schedules,  lousy  customer  service,  and 
uncaring  employees.  They  created  this 
"problem." 

J  A.  Sanford,  Eighty  Four,  Pa. 


»  As  a  pilot  for  American  Airlines 
out  of  O'Hare,  I  was  confused  and 
disappointed  by  your  lack  of  discussion 
of  one  of  the  primary  causes  of  our  air 
travel  mess:  excessive  use  of  regional 
jets.  A  regional  jet  seating  37  to  50 
passengers  takes  up  the  same  airspace 
as  a  150-seat  aircraft.  It  doesn't  take  a 
math  whiz  to  figure  out  that  you  could 
replace  three  of  the  smaller  aircraft  with 
one  of  the  larger  and  haul  the  same 
number  of  passengers  in  a  much  more 
timely  fashion. 

JejfClauser,  Chicago 

»  Until  all  the  big-picture  questions  get 
answered,  surely  the  short-term  answer 
is  for  the  airlines  to  raise  prices.  Excess 
demand  and  pricing  power  can  cure  a 
lot  of  problems,  from  more  profits  to  a 
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The  best  way  to  relieve  congestion  over  the  long 
term— and  to  improve  safety— is  to  rebuild  the 
nation's  air  traffic  control  infrastructure.  Pretty  much 
everyone  agrees  that  today's  system  would  be  more  at 
home  in  the  Smithsonian  Institution  than  running  the 
world's  largest  and  busiest  air  traffic  network. 

—from  "Fear  &  Loathing  at  the  Airport" 
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decrease  in  traffic  and  an  increase  in 
safety  and  customer  satisfaction. 

RaySantilli,  Oklahoma  C 


»  As  a  frequent  traveler,  I  strive  to 
avoid  hub  airports.  If  I  can  fly  to  withii 
about  90  minutes'  drive  time  of  my 
destination  and  avoid  Chicago,  Dallas. 
Atlanta,  Denver,  or  Las  Vegas,  then  I 
take  the  trip.  I  usually  need  a  car  at  mj 
destination  anyway. 

Rick  Cunnington,  Oro  Valley,  At 


»  How  long  will  it  take  Americans  to 
understand  that  rail  travel  helps  all 
forms  of  transportation?  Airports  are 
overtaxed,  roads  are  overextended, 
infrastructure  is  in  a  dangerous  state  c 
disrepair,  yet  we  keep  tearing  up  unus 
(or  underused)  railroad  beds.  Rail  trav 
makes  sense— while  saving  dollars. 

Dennis  R.  Fakes,  Huntsville,A 


»  When  I  saw  your  Sept.  10  cover,  I  wt 
sure  you  were  writing  about  my  most 
recent  two -day-by-plane  trip  from  Ohi 
to  Maine.  I  experienced  everything 
in  the  article  except  a  near-miss.  My 
early-morning  flight  from  Akron  to 
Canton,  Ohio,  was  canceled.  My  event 
flight  the  same  day  was  delayed  three  i 
hours,  causing  a  missed  connection 
by  minutes.  I  stayed  overnight  in 
Chicago  without  my  luggage.  I  arrivec 
in  Portland,  Me.,  to  find  no  luggage. 
I  ended  up  wearing  the  same  clothes 
for  three  days  and  one  night.  Upon 
returning  home,  I  found  a  $75  vouche 
from  United  Airlines.  It  is  said  that 
"getting  there  is  half  the  fun."  I'm  not 
sure  when  I'll  feel  up  to  having  that 
much  fun  again. 

Gloria  Fleck,  Paris,  O, 


»  My  husband  and  I  were  victims  of 
a  July  15  Atlantic  Southeast  flight.  We 
arrived  at  the  assigned  departure  gate 
(with  my  husband  in  a  wheelchair).  O 
gate  was  reassigned  five  or  six  times. 
At  about  11  p.m.  we  boarded.  Moment 
later  we  were  told  to  disembark 
because  the  crew's  allowable  time 
was  overextended.  They  offered  us  a 
blanket,  two  meal  vouchers  for  the 
airport  concessions  worth  about  $7,  at 
reassignment  to  a  flight  the  next  night 
The  next  day  we  opted  to  rent  a  car  an 
drive  to  our  destination.  Immediately 
on  returning  home,  I  checked  to  see  if 
the  flight  we  could  have  taken  arrived 
time.  It  also  was  canceled!  The  airline 
problems  go  beyond  the  logistics  of 
moving  planes  around. 

Jean  M.  Creswick,  Ten  Mile,  Te, 
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DSR:  Leadership  for 

Sustainability 

in  a  Networked  World 

Sponsored  by:  n  I  jj 

t  wasn't  all  that  long  ago  that  CSR  was  a 
common   acronym  for   "customer  service 
representative,"  not  associated  in  any  way 
with  corporate  responsibility,  social  or  oth- 
erwise. Green  was  just  a  color,  corporate  boards 
were  wary  of  NGOs,  companies  were  notoriously 
:lose-mouthed  about  their  inner  workings,  and 
most  people  had  never  heard  of  Enron. 

Today,  companies  are  operating  in  an  entirely  different 
world.  Corporate  Social  Responsibility  (CSR)  reports  are 
standard  issue,  everyone  is  trying  to  be  green,  and  thanks 
:o  the  popularity  of  films  like  "An  Inconvenient  Truth" 
as  well  as  increased  media  coverage  of  corporate  perfor- 
nance  worldwide  and  the  blogosphere's  watchful  eye,  con- 
sumers are  more  educated  than  ever  about  the  impact  of 
corporations  on  society  and  the  environment.  Companies 
are  expected  to  be  good  corporate  citizens  not  only  by 
:heir  shareholders  and  by  government  regulators,   but  by 


their  customers.  Suddenly,  CSR  is 
more  important  than  ever  to  the  bot- 
tom line  of  any  corporation. 

Business  for  Social  Responsibility 
(BSR),  a  leading  network  of  250  busi- 
nesses promoting  corporate  social 
responsibility,  has  developed  an  exper- 
tise for  bringing  companies  together 
with  each  other  and  with  stakeholder 
groups  to  learn  from  one  another  and 
move  the  corporate  sector  towards  CSR 
leadership.  "A  commitment  to  corpo- 
rate social  responsibility  pays  dividends 
to  the  world  and  the  business  at  the 
same  time,"  says  Aron  Cramer,  BSR's 
President  and  CEO.  BSR  (www.bsr. 
org)  helps  its  members,  including  GE, 
Levi's,  Shell  and  Rio  Tinto,  to  integrate 
CSR  practices  at  all  levels — from  the 
C-Suite  to  the  front  line — and  benefit  the  bottom  line  and  the 
world  simultaneously. 

Other  organizations  like  The  CRO  (www.thecro.com)  are 
supporting  the  individual  professionals  of  the  growing  $37.1 
billion  corporate  responsibility  industry.  The  CRO's  publica- 
tions and  conferences  help  over  140  corporate  responsibil- 
ity officers  at  Russell  3000  companies  like  Home  Depot 
and  Starbucks  to  share  information  and  best  practices  in  an 
effort  to  make  big  changes  across  industries. 

Today's  leading  companies  are  integrating  CSR  best  prac- 
tices into  their  long-term  strategies  and  daily  operations. 
They  are  collaborating  within  and  between  industries  to  share 
knowledge,  develop  industry-wide  guidelines,  and  push  each 
other  to  perform  better.  Meanwhile,  NGOs  like  WWF  and  the 
Center  for  Companies  That  Care  are  more  willing  than  ever  to 
work  with  the  private  sector  on  CSR  issues. 

As  Dave  Douglas,  Sun  Microsystems'  (JAVA)  VP  of  Eco 
Responsibility,  is  fond  of  saying,  "The  world's  problems 
aren't  proprietary  and  the  solutions  shouldn't  be  either." 

And  in  fact,  Sun  and  the  rest  of  the  technology  industry 
have  illustrated  that  point  well,  forming  numerous  trade  coali- 
tions and  initiatives,  and  working  together  to  formulate  codes 
of  conduct,  best  practices  for  energy  saving,  and  supply  chain 
management  tools.  In  the  same  way  that  information  has 
become  more  accessible  to  the  world  at  large  through  open- 
source  technologies,  leading  companies  like  Sun  are  increas- 
ingly "open-sourcing"  their  strategies  for  dealing  with  environ- 
mental and  socia1  issues,  sharing  lessons  they've  learned,  and 
positioning  themselves  as  CSR  leaders. 


SPECIAL  ADVERTISING  SECTION 


Screening  +  Advocacy  ($117  billion) 


Shareholder 
Advocacy 
$703  billion 


BSR:  Fostering  Innovation 

The  Electronics  Industry  Code  of  Conduct  (EICC)  is  an 
excellent  example  of  companies  taking  matters  into  their  own 
hands  and  leading  their  colleagues  towards  innovation.  The 
coalition  of  computer  manufacturers,  including  HP  and  IBM, 
as  well  as  large  electronics  retailers,  works  to  increase  effi- 
ciency and  productivity  for  customers  and  suppliers,  improve 
conditions  for  workers,  advance  economic  development,  and 
achieve  a  cleaner  environment  for 
local  communities.  BSR  has  facili- 
tated the  group's  development  of  a 
code  of  best  practices  for  the  global 
electronics  supply  chain  that  cov- 
ers expectations  for  performance 
across  a  range  of  issues  including 
labor,  health  and  safety,  environ- 
mental practices  and  ethics.  To 
ensure  the  code  is  upheld  across 
the  widest  possible  portion  of  the 
electronics  supply  chain,  BSR 
helped  the  EICC  create  a  compre- 
hensive set  of  tools,  including  sup- 
plier self-assessments. 

BSR  has  also  been  recruited 
by  the  Global  e-Sustainability 
Initiative  (GeSI),  a  partnership 
including  Vodafone,  Nokia,  and 
Motorola,  to  help  the  Information 
and  Communications  Technology 
(ICT)  sector  focus  in  on  the  most 
important  social  and  environ- 
mental issues.  Constant  changes 
in  the  ICT  sector — from  the  fast 
pace  of  product  development  to 

the  convergence  of  once  separate  technologies — are  accom- 
panied by  rapidly  shifting  CSR  risks  and  opportunities.  By 
taking  a  holistic  view  of  the  sector  and  its  pitfalls,  BSR  is 
helping  these  companies  anticipate  and  address  such  CSR 
issues,  and  keep  a  competitive  edge. 

Public-Private  Partnerships:  Hewlett  Packard's 
Global  Partnerships 

"If  you're  really  going  to  have  an  impact  you  sometimes  need 
to  put  your  organizational  identity  aside  and  go  for  the  larger  good 
and  the  greater  impact,"  says  Bonnie  Nixon-Gardiner,  Global 
Program  Manager,  HP  Supply  Chain  Social  &  Environmental 
Responsibility.  This  is  a  recurring  theme  throughout  HP's  (HPQ) 
operations,  as  evidenced  by  its  involvement  with  the  EICC, 
GeSI,  and  the  BSR-sponsored  Beyond  Monitoring  Initiative, 
which  brings  together  companies  from  various  sectors  to  create 


Community 
Investing  $20 
billion 


Total:  $2.29  trillion 

The  Bottom  Line:  Today,  corporate  responsibility  is  more 
important  than  ever  before  to  investors,  from  individuals 
to  large  funds.  A  2005  report  from  the  Social  Investment 
Forum  identified  $2.29  trillion  in  total  assets  under 
management  using  one  or  more  of  the  three  socially 
responsible  investing  strategies — screening,  shareholder 
advocacy,  and  community  investing.  The  report  also 
states  that  nearly  one  out  of  every  ten  dollars  under  pro- 
fessional management  in  the  U.S.  today  is  involved  in 
socially  responsible  investing. 


systemic  change  in  supply  chains  and  materially  improve  th' 
well-being  of  workers  and  communities  globally. 

The  company's  partnership  with  the  World  Wildlife  Fun 
(WWF)  is  a  good  example  of  how  HP  approaches  collabore 
tion.  "We  have  a  lot  of  experience  at  the  product  level  aroun 
topics  like  energy — in  fact  we  have  a  whole  team  devoted  tj 
energy  efficiency  at  HP  labs,"  says  Pat  Tiernan,  HP's  Vic 
President  of  Social  &  Environmental   Responsibility,   "bi 

we  want  to  reduce  the  impact  c 
every  aspect  of  our  business  o 
climate    change    worldwide." 
was  this  thought  that  led  HP  t 
partner  with  WWF  in   Novembel 
2006.  As  part  of  that  partnershif  I 
the  company  committed  to  reduc  j 
ing  its  greenhouse  gas  emissior 
by  15%  by  2010. 

As  an  environmental  leader  i 
the  technology  sector,  HP  is  shaa 
ing  what  it  has  learned  with  th  j 
rest  of  the  industry.  "WWF  is 
large  organization  with  a  globa 
reach,  so  we  thought  we  coul 
get   together   to   drive   change. 
Tiernan   explains.    "We   want  1 
work  with  WWF  to  develop  be: 
practices,  use  our  products  to  fuj 
ther  conservation  efforts  and  S6 
an  example  in  the  fight  again: 
climate  change." 


ExxonMobil:  Global  Education 
and  Healthcare 

Good  corporate  citizenship  is 
core  value  at  ExxonMobil  (XOM),  but  there's  no  cookie-cu. 
ter  formula  to  global  citizenship  that  works  for  everyone,  sa; 
Kenneth  Cohen,  ExxonMobil  VP  of  Public  Affairs. 

"There  are  some  out  there  who  apply  the  same  litmus  te 
for  corporate  citizenship  regardless  of  the  size  or  industry  bj 
I  think  the  real  test  is  looking  at  what  a  company  does,  wh 
industry  it's  in,  and  how  it  goes  about  its  business,"  he  say 
"In  our  case  we  are  a  global  company  that  produces  an  essei  | 
tial  product  in  an  industry  with  far-reaching  consequence 
We  are  operating  in  parts  of  the  world  where  the  needs  of  tl 
local  communities  vary,  and  when  we  move  into  an  area  v 
look  to  see  what  we  need  to  do,  what  the  local  expectatioi 
are,  and  how  we  can  be  a  good  corporate  citizen." 

"A  lot  of  our  new  energy  production  is  happening  in  Afric 
and  we  are  strongly  committed  to  supporting  the  African  cor 
munities  in  which  we  operate.  Malaria  is  still  a  huge  killer,  ar 
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Motherboard. 


Our  vision  for  a  healthy  planet  is  at  the  core  of  everything  we  create.  By  using  fewer 
and  alternative  materials  to  develop  environmentally  sound  components,  we're 
conserving  resources  and  making  products  that  are  easier  to  recycle  than  ever  before. 
In  fact,  we've  already  recycled  over  one  billion  pounds  from  all  over  the  world  and 
we're  committed  to  recovering  our  second  billion  pounds  by  2010.  The  potential  for  a 
sustainable  environment— with  HP  products,  it's  built  right  in.  Go  to  hp.com/go/forward. 


SPECIAL  ADVERTISING  SECTION 


Sun  Microsystems: 

Open-Source  as  a  Global  Collaboration  Tool 


Sun's  three-pronged  "Innovate.  Act.  Share." 
^^.      philosophy  is  a  good  fit  for  the  networked 
Ob       &%     wor'c' — the  company  designs  innova- 
jr       tive  products  that  are  environmentally 
responsible,  it  applies  environmental  and 
social  standards  to  its  own  operations  and 
practices,  and  it  shares  its  solutions 
with  the  world. 

In  keeping  with  its  emphasis  on 
sharing,  Sun  is  a  signatory  of  the  EICC  and 
has  adopted  the  code  as  the  cornerstone  of 
its  supply  chain  management  program.  And 
Sun  is  bringing  its  history  of  innovation  to 
the  table  as  well,  hoping  that  the  organiza- 
tion may  also  tackle  supply  chain-related 
environmental  issues.  "Concern  about  climate 
change  is  pretty  core  to  our  business,  and  it 
doesn't  stop  with  product  design,"  says  Marcy 
Scott  Lynn,  CSR  Program  Manager  for  Sun. 
"We  want  to  ensure  that  these  energy-efficient 
products  we're  selling  are  being  manufactured 
efficiently  as  well,  conserving  energy  and  water 
wherever  possible." 

All  three  parts  of  its  corporate  philosophy 


come  into  play  with  Sun's  approach  to  the  noto- 
riously power-hungry  data  center.  In  addition 
to  being  a  sponsor  of  WWF's  Climate  Savers 
Initiative  and  a  member  of  the  Green  Grid — an 
alliance  of  technology  companies  working 
together  to  increase  the  efficiency  of  the  data 
center — Sun  has  partnered  with  power  distribu- 
tion, cabling,  and  cooling  companies  through 
its  Eco  Innovation  Initiative  to  build  three 
showcase  data  centers  (in  the  U.K.,  India,  and 
the  U.S.)  that  share  its  energy-saving  strategies 
and  products  with  the  world. 

Sun's  philosophy  is  further  evidenced  by 
its  work  to  support  important  social  goals  like 
privacy,  data  protection  and  accessibility  by 
considering  these  goals  throughout  the  product 
lifecycle.  For  example,  Sun  has  been  building 
accessibility  in  as  a  core  element  of  all  of  its 
products  for  more  than  15  years,  helping  to 
ensure  that  all  people,  irrespective  of  physical 
abilities,  have  access  to  the  network  and  can 
participate  in  the  knowledge  economy.  The 
company  has  provided  tools  to  the  developer 
community  to  encourage  development  of 


accessible  applications.  Sun  has  also  developec 
end-user  accessibility  support  and  assistive 
technologies  like  the  open  source  Orca  screen 
reader,  which  helps  the  vision-impaired  to  read 
computer  screens,  helping  lower  barriers  to 
participation  in  a  networked  world. 

Similarly,  Sun  is  striving  to  build  privacy 
into  every  step  of  its  product  development 
process — the  company  has  a  goal  to  include 
"privacy  checks  and  balances"  throughout 
the  product  lifecycle  by  2010.  "Sun's  overall 
social  mission  is  to  eliminate  the  digital 
divide,  to  enhance  and  increase  access  to  thi 
network,"  Lynn  says,  "and  we  feel  that  part  c 
that  is  making  sure  that  the  network  is  secun 
and  users'  privacy  is  protected."  Accordingly, 
as  part  of  Sun's  global  product  take-back  pro 
gram,  customers  who  send  in  their  equipmer 
for  proper  disposal  can  be  assured  that  their 
information  is  also  disposed  of  responsibly. 
www.sun.com/csr 
(800)  555-9SUN 
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it's  preventable,  so  we're  focusing  on  curing  and  eradicating 
the  threat  of  malaria,"  Cohen  says,  "It's  something  we  can 
do — we  can  work  with  governments,  NGOs,  and  the  local  com- 
munity to  stop  this." 

ExxonMobil  also  focuses  on  educating  women  and  girls  in 
developing  countries.  "If  you  look  at  the  research,  it  overwhelm- 
ingly supports  the  fact  that  every  dollar  one  spends  on  improving 
the  educational  and  economic  opportunities  of  women  in  devel- 
oping countries,  has  a  higher  return  on  community  investment 
than  any  other  dollar  you  could  spend,"  Cohen  says. 

Back  in  the  U.S.,  ExxonMobil,  like  other  science  and 
technology-driven  companies,  is  concerned  with  a  well-docu- 
mented decline  in  the  output  of  trained  young  people  in  sci- 
ence, technology,  engineering  and  math.  Joined  by  organiza- 
tions including  The  Gates  Foundation  and  The  Dell  Foundation, 
ExxonMobil  is  putting  $125  million  into  the  National  Math 
and  Science  Initiative,  a  non-profit  program  that  will  encour- 
age young  people  to  pursue  education  in  math,  science,  and 
engineering,  and  turn  out  many  more  elementary  and  high 
school  science  and  math  teachers. 

Moving  the  Network  Forward 

As  the  economy  becomes  more  global  and  the  world  increas- 


ingly more  connected,  companies  are  being  held  accountabl 
for  their  worldwide  impact  on  society  and  the  environmen 
Leading  companies  in  this  networked  world  understand  that  i 
making  big  strides  towards  social  and  environmental  respoi 
sibility  and  in  sharing  their  strategies  with  each  other  and  tr 
rest  of  the  corporate  world,  they  strengthen  themselves  ar 
the  network,  encouraging  other  companies,  groups,  and  ind 
viduals  to  join  in  finding  global  solutions.  ■ 

About  BSR:  Since  1992,  Business  for  Social  Responsibility 
(BSR)  has  been  providing  socially  responsible  business 
solutions  to  many  of  the  world's  leading  corporations. 
Headquartered  in  San  Francisco  and  with  offices  in 
Europe,  China  and  Hong  Kong,  BSR  is  a  nonprofit  business 
association  that  serves  its  250  member  companies  and 
other  Global  1000  enterprises.  Through  advisory  services, 
convenings  and  research,  BSR  works  with  corporations  and 
stakeholders  to  create  a  more  just  and  sustainable  global 
economy,  www.bsr.org;  (415)  984-3200 
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/ve  face  challenges 
all  over  the  world. 


n  Africa,  it's  malaria 


exxonmobil.com/malaria 


Today,  Africa's  economies  are  growing  and 
contributing  significantly  to  the  world's  energy  supply. 

But  millions  of  African  lives  are  still  being  affected 
by  malaria,  a  preventable  disease  that's  spread  by 
infected  mosquitoes. 

With  a  presence  in  Africa  for  more  than  100  years, 
ExxonMobil  is  working  to  drastically  cut  the  number 
of  malaria  cases  through  sustained  financial  and 
on-the-ground  support.  We're  partnering  with  many 
groups,  including  governments  and  international 
health  organizations,  to  combat  malaria  and  save 
lives.  These  efforts  include  everything  from  developing 
new  drugs  to  distributing  insecticide-treated  bed  nets 
to  places  where  they're  desperately  needed. 

Because  if  we  work  together,  we  can  all  help  ensure 
Africa  has  a  brighter  future. 
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Taking  on  the  world's  toughest  energy  challenges? 
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CEO 


Global  Compliance:  Business  Integrity 

For  27  years,  Global  Compliance  has  led 
the  ethics  and  compliance  industry,  helping 
organizations  create  and  maintain  a  culture 
of  ethical  and  compliant  behavior.  Today, 
they  offer  the  single  most  comprehensive  and 
integrated  ethics  and  compliance  portfolio, 
enabling  organizations  to  avoid  financial,  legal, 
and  reputational  harm.  Fundamentally,  Global 
Compliance's  offerings  facilitate  the  require- 
ments of  SOX,  but  then  extend  to  meet  the 
definition  of  an  "effective"  ethics  and  compli- 
ance program  as  defined  by  the  Organizational 
Sentencing  Guidelines. 

Global  Compliance  provides  Codes 
of  Conduct,  Training,  Hotlines/Helplines, 
Investigative  and  Case  Management  services 
and  Mystery  Shopping  and  Compliance 
Evaluations,  all  of  which  enable  organizations 
to  set  up  internal  controls  to  prevent,  detect, 
and  treat  instances  of  workplace  misbehavior 
or  noncompliance. 

Today,  Global  Compliance  serves  one- 
half  of  the  Fortune  100  and  one-third  of  the 
Fortune  1000  plus  many  Europe-  and  Asia- 
based  corporations.  Foremost  universities  and 
prominent  government  entities  are  also  part  of 
their  distinguished  clientele.  The  depth  and 
breadth  of  Global  Compliance's  client  base 
enables  consultative  guidance.  "An  added 
value  is  our  ability  to  provide  comparative  data 
within  an  industry  and  across  industries  so 
our  clients  can  benchmark  their  ethics  and 
compliance  efforts,"  says  Global  Compliance 
CEO  Dennis  Muse.  The  need  for  organizations 
to  be  accountable  to  employees,  customers, 
and  stakeholders  is  dictating  the  growth  of  the 
ethics  and  compliance  industry,  and  Global 
Compliance  continues  to  keep  pace. 
www.globalcompliance.com 
contactus@globalcompliance.com 
(800)  876-5998 
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NarrowGate  Services:  Guiding  Chinese 
Factories  Through  Labor  Compliance 

After  more  than  a  decade  of  working  on  labor 
compliance  issues  in  China,  NarrowGate 
CEO  Todd  McKean,  former  Global  Director 
of  Labor  Compliance  for  Nike,  saw  a  need  to 
bridge  the  gap  between  audits  and  compli- 
ance. NarrowGate  does  exactly  that,  helping 
factories  to  understand  the  expectations  of 
their  clients  and  to  set  up  the  management 
systems,  policies  and  procedures  necessary 
to  meet  those  expectations,  and  address 
labor  compliance  issues.  "An  audit  is  just  a 
snapshot  of  a  given  day,"  explains  McKean, 
"but  if  you  can  show  a  brand  that  you've  got 
systems  and  policies  in  place  that  manage 
labor  issues  then  you  have  consistent  compli- 
ance." NarrowGate  will  expand  into  Vietnam, 
Cambodia,  and  India  throughout  2007  and 
2008. 

www.narrowgateservices.com 
info@narrowgateservices.com 
+86-20-3887-0507 
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Society  of  Corporate  Compliance  and 
Ethics:  Training  Top  Compliance  Officers 

Roy  Snell,  CEO  of  the  Society  of  Corporate 
Compliance  and  Ethics,  a  professional  orga- 
nization for  compliance  and  ethics  officers, 
explains  that  the  emphasis  over  the  last  ten  to 
twelve  years  on  internal  compliance  programs 
was  spurred  by  U.S.  sentencing  guidelines, 
which  reduce  the  fines  of  organizations  that 
are  attempting  to  find  and  fix  problems  with 
a  compliance  program.  To  help  compliance 
officers  share  best  practices  and  gain  training, 
and  to  help  corporations  understand  the  role 
of  compliance  programs,  the  Society  holds 
regular  conferences  and  training  sessions. 
Snell  says  his  profession  is  one  of  the  fastest 
growing  in  the  country  and  has  gained  interest 
from  abroad  as  well.  "Even  though  there's 
not  international  law,  there  are  international 
expectations  in  terms  of  how  companies 
conduct  business,"  Snell  says. 
www.corporatecompliance.org 
(888)  277-4977 
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Center  for  Companies  That  Care: 
Connecting  Companies  to  the  Community 

"Often  the  intention  is  there  to  do  some- 
thing positive,  but  companies  struggle  with 
logistics,"  says  Marci  Koblenz,  President 
and  Founder,  Center  for  Companies  That 
Care.  Koblenz'  organization  develops  initia- 
tives around  key  community  issues,  laying 
the  groundwork  so  that  companies  can 
simply  participate  and  gain  the  rewards  of 
community  involvement — from  employee 
engagement  to  reduced  health  care  costs  to 
strengthening  the  labor  pipeline.  The  Center 
recently  launched  the  Urban  High  School 
Mentoring  Initiative,  matching  at-risk  high 
school  students  with  businesses  to  increase 
college  matriculation  and  graduation  rates. 
The  Center  also  develops  annual  short-term 
initiatives  for  businesses  to  participate  in 
collaboratively,  including  installing  classroom 
libraries  to  encourage  literacy  and  replac- 
ing athletic  equipment  in  Katrina-affected 
Mississippi  schools. 
www.companies-that-care.org 
(312)661-1010 
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Compliance  and  Ethics 


Additional  CSR  Resources 

Philip  Kotler,  Distinguished  Professor  of 
Marketing  at  Northwestern 's  Kellogg  School 
of  Management,  coauthored  with  Nancy  Lee, 
Corporate  Social  Responsibility:  Doing  the  Mosi 
Good  for  Your  Company  and  Your  Cause,  i  n 
2005.  This  groundbreaking  book  presents 
twenty-five  best  practices  to  guide  decision- 
making in  the  area  of  CSR.  To  purchase  the 
book,  visit  www.amazon.com 
International  Society  of  Sustainability 
Professionals  is  a  new,  global  professional 
associatiorfformed  to  support  practitioners 
working  in  the  field  of  sustainability.  It  offers 
networking,  a  databank  of  useful  resources, 
and  professional  development  primarily  via  tf 
Internet,  www.sustainabilityprofessionals.org; 
(503)284-9132 

Reputation  Dynamics,  Inc.  provides  creative 
business  solutions  for  executive  managemeni 
to  protect  and  enhance  the  reputation  of  thei 
brands,  products  and  services.  They  help  for 
and  not-for-profit  companies  develop  stake- 
holder-driven programs,  and  align  conscious 
commerce  initiatives. 
www.reputation-dynamics.com;  (212)  979-60' 
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LOBE  2008: 

olving  Problems  Is  Good  Business 

Environmental  problems  present  busi- 
ess  opportunities,  and  companies 
ally  can  do  well  by  doing  good,"  says 
Dhn  Weibe,  President  and  CEO  of  the 
LOBE  Foundation,  a  nonprofit  organiza- 
on  focused  on  business  as  a  solution  to 
nvironmental  issues.  GLOBE's  long-stand- 
ig  international  conference  series  brings 
)gether  over  2,000  senior-level  executives 
om  various  sectors  to  talk  about  industry's 
lost  pressing  environmental  challenges. 
he  conference  focuses  on  energy  and 
limate  change;  corporate  sustainability; 
nance;  and  green  building  and  urban 
evelopment;  and  includes  high-profile 
oeakers,  seminars,  and  a  tradeshow  for 
ompanies  to  showcase  new  technologies 
om  around  the  world.  This  year's  confer- 
nce  will  be  held  in  Vancouver,  March 
2-14.  www.globe2008.ca 

In  conjunction  with  this  year's  GLOBE 
onference,  the  GLOBE  Foundation  is 
lunching  Auto  FutureTech,  the  first 
najor  industry  conference  to  focus  on 
sues  of  energy,  the  environment,  and 
merging  auto  technologies.  The  confer- 
nce  will  bring  together  international 
tito  industry  executives  and  suppliers, 
il  industry,  utility  and  alternative  fuel 
xecutives  to  discuss  such  topics  as 
dvanced  batteries,  diesel  and  biofuels, 
lectric  drivetrains,  and  the  emerging 
lito  market  in  China.  "There's  a  real 
ebate  going  on  about  the  future  of  the 
uto  industry,"  says  Weibe,  "It's  a  crucial 
me  to  bring  the  whole  sector  together 
)  talk  about  addressing  critical  issues 
'hi le  maintaining  profits." 
'ww.autofuturetech.com 
300)  274-6097 
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Stanford  GSB  Executive  Education: 
Training  Sustainability  Leaders 

True  innovators  redefine  the  terms  of 
competition  and  dictate  the  future  of 
industries.  The  Stanford  Center  for  Social 
Innovation  introduces  Business  Strategies 
for  Environmental  Sustainability,  a  pio- 
neering executive  program  for  leaders 
in  business,  government,  nonprofit,  and 
political-action  organizations  that  deliv- 
ers innovative  approaches  to  advanc- 
ing environmental  sustainability  across 
organizations.  "Today,  best  practice  in 
environmental  sustainability  needs  to  be 
understood  by  business  executives,  envi- 
ronmental activists,  public  administrators 
and  regulators  alike,"  says  William  Barnett, 
the  program's  Faculty  Director,  "Our  pro- 
gram aims  to  be  a  watershed  event  in  each 
participant's  career,  accelerating  the  devel- 
opment of  those  who  will  shape  tomorrow's 
sustainable  business  and  public  policies." 
www.gsb.stanford.edu/exed/bses 
(650)  723-0544 


CENTER  FOR 
SOCIAL  INNOVATION 


STANFORD  GRADUATE  SCHOOL  OF  BUSINESS 


DOMANI:  Guiding  Corporate  Clients 
in  a  Greener  World 

After  decades  in  the  business,  William  Sarni, 
CEO  of  the  full-service  sustainability  consult- 
ing firm,  DOMANI,  has  been  witness  to  a 
paradigm  shift.  "Just  a  few  years  ago,  com- 
panies viewed  stakeholders  cautiously,"  says 
Sarni.  "Today,  DOMANI  is  helping  to  engage 
our  multinational  clients  with  stakeholders 
and  NGOs  for  mutual  benefit."  A  recent 
collaboration  between  two  of  DOMANI's 
clients— the  World  Wildlife  Fund  (WWF) 
and  Coca  Cola — is  a  prime  example.  In  fact, 
recent  thinking  has  shifted  so  much  in  favor 
of  this  sort  of  collaboration  that  like-minded 
companies  are  migrating  towards  each  other 
and  linking  up  for  positive  branding,  says 
Sarni.  Simply  put,  "Being  green  is  a  new  and 
powerful  common  denominator  to  develop 
and  build  business  relationships." 
www.domani.com 
(303)232-0193 
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Martin  Liptrot 
CEO  Ogiivy  PR 

EMEA 


Ogiivy:  24-Hour  Reputation  Management 

The  21st  century  business  world  is  charac- 
terized by  connectivity.  Whether  it  is  global 
supply  chains,  international  manufacturing, 
service  or  production  opportunities,  the  rise  of 
BRIC  economies  or  the  power  of  the  Internet 
to  transform  the  marketplace,  we  are  now 
operating  in  a  "24/7 -all-access"  networked 
world.  Everyone  is  watching,  listening  and 
talking.  "In  this  new  world,  society  is  in  charge 
and  consumer  and  societal  insights  are  para- 
mount," says  Martin  Liptrot,  CEO  Ogiivy  PR, 
Europe,  Middle  East  and  Africa. 

Ogiivy  PR  is  an  unparalleled  leader  in 
brand  management,  with  decades  of  suc- 
cess helping  companies  to  build,  enhance 
and  protect  their  brands.  "But  if  the  brand 
is  the  promise,  we  see  reputation  as  how  an 
organization  is  perceived  to  have  lived  up 
to  that  promise,"  Liptrot  says.  Thankfully, 
Ogiivy  PR  is  also  an  acknowledged  leader  in 
reputation  management. 

Ogi Ivy's  approach  to  solving  problems  is 
built  around  connectivity — using  360°  Brand 
Stewardship,  combining  creativity,  new  tech- 
nology and  Big  Ideas  to  produce  measurable 
success.  Across  a  worldwide  network,  the 
firm's  team  of  experts  provide  some  of  the 
leading  names  in  business  today  (including 
BP,  Unilever,  and  Dupont)  with  strategic 
counsel  and  support  on  a  full  range  of  issues 
including  environment,  strategic  philarr- 
thropy,  NGO  and  community  relations,  busi- 
ness ethics  and  values,  and  CSR  reporting. 
Ogik'y  helps  clients  to  build  partnerships, 
add  value,  and  cultivate  a  culture  of  social 
entrepreneurship  both  within  the  company 
and  around  the  brand. 
www.ogilvypr.com 
+44  207  309  1000 
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Generating  Power 
For  Cummins 

The  engine  maker  is  getting  a  boost  from 
generators  as  its  mainstay  business  sputters 


BY  BRIAN  HINDO 

ALES  OF  CUMMINS  INC.'S 
signature  product— die- 
sel  engines  for  heavy-duty 
trucks— are  down  about 
1 40%  this  year.  Yet  even 
as  its  core  market  has 
plunged,  Cummins  shares 
have  returned  98%  since  January,  third- 
best  among  all  companies  in  the  Stan- 
dard &  Poor's  500-stock  index. 

What  gives?  While  engine  demand  fell 
as  big-rig  fleets  stockpiled  older  engine 
models  in  advance  of  tighter  emissions 
standards,  Cummins  was  enjoying  a 
booming— if  less  renowned— business  in 
power  generation.  Sales  of  the  company's 
power  generators,  from  portables  that 
can  serve  an  RV  to  house-size  machines 
that  back  up  factories,  have  more  than 
tripled  in  the  past  four  years.  Indeed, 
over  the  past  decade,  the  company  has 
built  virtually  from  scratch  what's  ex- 
pected to  be  a  $3  billion  business  line  in 
2007,  which  would  represent  about  20% 
of  Cummins'  total  sales. 

For  the  power  generation  segment, 
sales  grew  21%  last  year,  and  are  expect- 
ed to  surge  at  least  an  additional  25%  this 
year.  In  the  U.S.,  businesses  are  increas- 
ingly willing  to  view  a  Cummins  standby 
generator  as  a  six-figure  insurance  policy 
against  power  disruption.  But  the  real 
tailwind  comes  from  the  massive  infra- 
structure development  seen  increasingly 
in  emerging  markets.  The  global  appetite 
for  power  is  growing— far  faster  than  the 
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Demand  for  generators 
has  helped  Cummins 
temper  a  falloff  in  its 
mainstay  engine 
business,  and  shares 
have  soared. 


HIGHER  POWER 

Cummins  will 
back  up  Sheikh 


amount  of  juice  that  can  be  spit  out  by 
local,  often  rickety,  electrical  grids.  "No 
one  is  spending  money  on  [the  grid], 
not  even  in  the  U.S.,"  says  David  Raso,  a 
Citigroup  analyst. 

REVERSAL  OF  FORTUNE 

JUST  FOUR  YEARS  AGO,  power  genera- 
tion was  the  only  one  of  Cummins'  four 
business  segments  to  lose  money,  fall- 
ing $19  million  in  the  hole  on  sales  of 
$1.3  billion.  It  had  benefited  from  the 
buildout  of  telecom  networks  during 
the  tech  sector's  boom  years,  but  when 
those  companies  fell  into  a  slump,  "we 
took  a  huge  dive,"  says  Tom  Linebarger, 
then  the  company's  chief  financial  of- 
ficer, who  moved  in  2003  to  head  the 
fledgling  business. 


HEAVY-DUTY 
TRUCK  ENGINES 

-40% 


Sales* 


POWER 
GENERATION 

+25% 


Sales* 


TOTAL 
RETURN 


98% 


Year  to  date 


•2007  full-year  estimates   Data:  Citigroup.  Bloomberg  Financial  Markets 


A  companywide  belt-tightening,  i 
eluding  a  Six  Sigma  push  and  layoi 
drove  costs  down.  Linebarger  reorg 
nized  the  division  around  product  lin 
rather  than  territories.  That,  he  says, ! 
lowed  Cummins  to  pounce  on  emergi 
markets,  such  as  the  Middle  East  a 
Brazil,  which  had  received  little  attenti 
before.  Its  generators  have  powered  gc 
mining  in  the  Saudi  desert,  where  t 
grid  doesn't  reach;  have  provided  mo? 
reliable  power  to  a  pasta-making  co 
pany  in  Colombia;  and  will  back  up  A 
Dhabi's  soon-to-be-opened  Sheikh  Zay 
Mosque.  The  mosque,  one  of  the  worl 
biggest,  covers  about  5.4  acres. 

Now,     Cummi 
plays  a  strong  Nc 
to  the  global  marl 
leader,  archrival  C 
erpillar  Inc.,  whi 
Citigroup  estima 
will   do   about   $« 
billion  in  power  gi 
eration    sales    of 
own  this  year.  But  I 
emergence  of  pov 
generation   is   p? 
portionally     mc 
important  to  Cui 
mins,  which  is  ab' 
a  quarter  of  Catj 
pillar's  size  by  rr 
ket  value  and  la 
the  bigger  compare 
as  the  truck  engs 
crunch  loomed  last  winter,  Linebar 
told  his  managers  in  a  meeting,  "f 
this  is  our  year."  In  fact,  Cummins  m 
agers  dubbed  the  effort  "Breaking 
Back,"  as  if  to  shatter  once  and  for  I 
the  company's  singular  association  v 
big-rig  engines.  "There's  a  legacy  tr 
that's  hard  to  shake,"  says  Linebar  l 
"We  wanted  to  prove  that  in  a  year  wr 
truck  engines  are  down,  the  new  Ci  J 
mins  can  do  really  well." 

Of  course,  the  company  will  still  J 
cyclical  pressures.  To  mitigate  a  poll 
tial  pingh,  Cummins  is  branching 
i nit i  new  product  lines,  such  as  sr  I 
home  generators  for  sale  at  CosJ 
But  the  big  opportunity  lies  abnl 
The  power  generation  unit  already  1 1 
65%  of  its  revenue  from  outside  I 
U.S.,  compared  with  50%  for  Cumn  I 
overall.  Linebarger  runs  several  pi;  I 
in  China  and  India  and  has  begun  t 
porting  cheaply  from  those  bases.  | 
he  is  relatively  untroubled  about  I 
threat  of  a  lower-cost  competitor  si  1 
ing  while  the  market  is  hot.  "We  wi]  1 
one  of  those  Chinese  manufacture  " 
he  says.  ■ 


diversity.  Indeed, 
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CALCULATE  YOUR  SAVINGS 

TO  THE  ENVIRONMENT.  TO  YOUR  BOTTOM  LINE. 


For  companies,  SmartWay 
I  can  add  up  to  7%  in  fuel  savings. 

SmartWaySM  Transport  helps  companies  reduce  greenhouse  gas  and  air  pollutants,  while  at  the  same 
time  reducing  shipping  costs  and  offering  the  average  truck  a  fuel  savings  of  $2,000  per  year.  (If  you 
lave  a  lot  of  trucks,  that's  a  lot  of  savings.) 


to  find  out  more  about  this  new  partnership,  call  for  your  info  kit  at  1-734-214-4767 
)r  log  onto  www.epa.gov/smartway. 


%^xSmartWay 

rransport  Partnership 

"Jetting  There  With  Cleaner  Air 


A  new  voluntary  program  from  the 
U.S.  Environmental  Protection  Agency 


Wondering  how  to  start  the  conversation  about 
drugs  and  alcohol  with  your  kids?  Go  to: 


The  conversation  starts  here. 


The  Partnership  •  for  a  Drug-Free  America* 


rimiiinMiT-*— — "—• -"-——- — — 


Sports  Biz 


ONE  MILE  UP  Artist's 

rendering  of  space- 
age  planes  dueling 
at  nearly  320  mph 


Sentlemen, 
Start  Your  Rockets 

^  group  of  space  entrepreneurs  is  trying  to  get 
he  Rocket  Racing  League  off  the  launchpad 


Y  RONALD  GROVER 

OUT  IN  THE  MOJAVE 
Desert,  amid  the  tumble- 
weed  and  dust  funnels, 
a  new  racing  league  is 
taking  shape.  A  sign 
welcomes  visitors  to 
the  home  of  Space- 
lipOne— the  first  privately  financed  air- 
-aft  to  leave  earth's  atmosphere.  Here, 
i  a  small,  bustling  hangar,  workers 


are  carefully  assembling  one  of  the 
league's  first  racers,  an  exotic  hybrid 
that's  part  experimental  airplane  and 
part  rocket. 

If  all  goes  as  planned,  this  aircraft  will 
make  its  maiden  flight  in  October.  And 
next  year  a  half  dozen  such  planes  could 
fire  up  with  a  chest-thumping  rumble, 
blast  off  vertically,  and  emit  10-foot  yel- 
low plumes  as  they  climb  about  one  mile 
up.  Then  they'll  hurtle  around  a  giant 


virtual  racetrack  in  the  sky  at  speeds  ap- 
proaching 320  miles  per  hour,  separated 
from  one  another  by  just  a  few  hundred 
feet.  NASCAR  it's  not— that's  for  the  tim- 
id. Rocket  racing  could  well  evolve  into 
America's  riskiest,  noisiest,  and  nuttiest 
new  sport. 

The  Rocket  Racing  League  (RRL)  is 
the  brainchild  of  Peter  H.  Diamandis, 
the  RT.  Barnum  of  the  commercial  space 
movement.  The  46-year-old  entrepre- 
neur drew  national  attention  in  October, 
2004,  when  his  X  Prize  Foundation  gave 
away  $10  million  to  a  team  financed  by 
billionaire  Paul  Allen.  The  money  was 
their  reward  for  being  the  first  to  send 
a  privately  funded  manned  craft,  Space- 
ShipOne,  100  kilometers  up  into  space 
two  times  in  a  two-week  period. 

Diamandis  has  since  expanded  into 
space  tourism.  He  says  he  has  sold 
more  than  3,000  trips,  at  $3,500  a 
pop,  to  people  who  want  to  experience 
weightlessness  in  specially  outfitted 
Boeing  727s,  and  claims  to  have  booked 
five  tourists  for  spaceflights  on  rockets 
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launched  in  Kazakhstan,  charging  $25 
million  a  passage. 

Tourism  and  entertainment,  he  says, 
are  "'industries  that  have  the  potential 
to  excite  people  about  space  travel," 
and  Diamandis  aims  to  marry  the  two. 
October's  demo  flight  of  the  first  real 
rocket  racer  will  coincide  with  a  space 
science  festival  he  sponsors  every  year 
in  New  Mexico,  dubbed  the  X  Prize 
Cup.  At  that  event,  teams  of  privately 
funded  space  engineers  will  compete 
in  simulated  demonstrations  of  how  to 


of  crazy,"  says  New  Mexico  Governor  Bill 
Richardson.  "You  have  to  be  a  little  nuts  to 
be  in  this  business." 

To  outdo  the  "ooh  and  aah"  experience 
of  a  NASA  rocket  launch,  the  RRL  wants 
to  maximize  the  number  of  mesmerizing 
blastoffs.  So  each  plane  is  expected  to 
make  about  five  short  pit  stops  in  the 
course  of  a  90-minute  race.  "NASA  blast- 
offs are  once-in-a-lifetime  for  some  peo- 
ple," says  Diamandis.  "We  want  to  give 
them  those  experiences  dozens  of  times 
in  an  afternoon."  The  simulated  sky 


flew  missions  in  Afghanistan  and  Ira 
Prizes  could  run  about  $100,000  p 
race,  Whitelaw  figures. 

But  the  rewards  for  successful  racii 
could  be  much  greater.  The  league  pla 
to  license  technology  it  develops  as  f 
races  evolve,  and  it  already  has  three  p; 
ents,  including  one  on  virtual  racewa 
in  the  sky.  One  thing  the  league  war 
to  perfect  is  a  quick  turnaround  betwe' 
landings  and  takeoffs,  something  that  w 
appeal  to  every  spaceflight  company  ho 
ing  to  turn  a  profit  on  recreational  ridi 


^      L.  How  to  Watch 
dgfi*  A  Rocket  Race 

(Jj^  ON  THE  GROUND  Fans  at  airfields  will  exper 


experience  the  thunderous  roars 
of  rocket-powered  planes  blasting  off  and  swooping  in  for  pit  stops.  They'll 
also  watch  on  giant  JumboTrons. 

ON  TELEVISION  Organizers  are  pursuing  networks  to  telecast  the  events, 
complete  with  images  shot  from  racing  planes,  helicopters,  and  blimps. 

ON  COMPUTERS  AND  GAME  CONSOLES  Gamers  will  see  everything 
available  in  the  telecasts.  In  addition,  real-time  Internet  feeds  of 
global  positioning  satellite  (GPS)  information  and  visual  data  will  let 
them  race  virtual  planes  on  the  same  course  and  see  exactly  what 
the  pilots  see  in  the  cockpit. 


land  a  spacecraft  on  the  moon  and  blast 
it  back  toward  earth.  Whichever  team 
does  it  best  will  receive  part  of  $2  mil- 
lion in  prize  money  from  NASA. 

'GOOD  KIND  OF  CRAZY' 

DIAMANDIS'  PARTNER  in  rocket  racing 
is  Granger  B.  Whitelaw,  a  venture  capi- 
talist with  two  Indianapolis  500  winners 
on  his  financing  resume  and  a  Rolodex 
of  space-enthusiast  millionaires.  Now  all 
Diamandis  and  Whitelaw  need  to  do  is 
get  some  planes  in  the  air,  and  find  about 
three  more  teams  (three  have  already 
signed  on)  willing  to  spend  $1.2  million 
to  buy  a  racer.  And,  yes,  they  need  to  find 
a  network  willing  to  bring  it  all  to  a  TV 
audience  that  may  or  may  not  exist. 

So  far,  Diamandis  and  Whitelaw  have 
had  little  trouble  luring  money  and  big 
names  to  their  venture.  They  say  they 
have  raised  a  total  of  nearly  $10  million 
from  the  likes  of  financier  and  America's 
Cup  champion  William  I.  Koch  and  video 
gaming  guru  Ramy  Weitz,  both  of  whom 
are  on  RRL's  board.  Charles  Lindbergh's 
grandson  Erik  signed  on  as  a  spokesman, 
and  the  William  Morris  Agency  agreed 
to  help  find  sponsors.  The  team  also  got 
incentives  and  free  land  from  New  Mexico 
to  locate  their  headquarters  there.  RRL 
CEO  Whitelaw  "is  crazy,  but  a  good  kind 


track,  complete.with  NASCAR-like  curves 
and  straightaways,  will  be  outlined  elec- 
tronically on  pilots'  heads-up  displays. 
The  race  will  also  be  projected  on  giant 
JumboTrons  for  crowds  on  the  ground, 
telecast  to  TV  screens,  and  streamed  to 
computers  and  game  consoles,  along 
with  pictures  shot  in  the  cockpits  and 
from  helicopters  and  blimps.  "We  intend 
to  pull  out  all  the  stops,"  says  veteran 
reality-TV  producer  Arthur  Smith,  who 
was  hired  to  create  the  programs  that 
will  cost  roughly  $1  million  for  each  of 
the  eight  or  so  annual  races. 

The  spindly  winged  airplanes  are 
made  by  Velocity  Inc.,  a  manufacturer  of 
experimental  aircraft  in  Sebastian,  Fla. 
Then  XCOR  Aerospace  Inc.  in  Mojave, 
Calif.,  outfits  them  with  rockets,  which, 
unlike  jet  engines,  mix  oxygen  and  kero- 
sene in  their  own  combustion  chambers. 
Both  companies  have  contracts  with  the 
racing  league,  which  sells  the  finished 
planes  to  team  owners,  who  can  then 
plaster  them  with  sponsor  decals.  The 
RRL  chose  XCOR  because  its  EZ-Rocket 
has  made  more  than  20  suborbital  flights 
for  the  U.S.  Air  Force  using  an  engine 
that  burns  liquid  oxygen  and  kerosene. 
"It's  going  to  be  one  heck  of  a  ride,"  says 
team  owner  an  1  potential  rocketeer  Jim 
Bridenstine,  a  i .  ired  U.S.  Navy  pilot  who 


"There  is  going  to  be  a  space  touri 
business,  and  we  want  to  be  a  piece  of 
says  another  team  owner,  Albuquerc 
land  developer  Marc  R.  Cumbow,  w 
owns  hotels  and  a  travel  agency. 

Rocket  racing,  of  course,  has  its  dou 
ers.  Despite  the  huge  crowds  that  thrc 
annually  to  air  shows,  no  one  know 
anyone  will  troop  to  New  Mexico,  Re 
Nev.,  and  other  sites  to  see  rocket  rac 
And  no  TV  network  will  likely  pony 
money  until  they  do,  says  TV  consult 
Neal  Pilson,  former  head  of  CBS  Spo 
For  now,  Whitelaw  figures  he'll  offer 
races  free  to  the  TV  networks  and  sell 
ads  himself— a  strategy  used  for  ye 
in  pro  wrestling  and  Formula  One  i 
ing.  TWO  large  broadcast  networks  h 
expressed  interest,  he  says. 

"I  am  highly  skeptical  of  rocket  i 
ing,  but  hope  it  will  be  successfi 
says  one  of  the  space  industry's  lead 
entrepreneurs,  Jim  Benson,  foundei 
commercial  space  technology  com 
ny  SpaceDev  Inc.  "The  general  pu 
needs  the  kind  of  interest  and  ent 
siasm  it  had  for  space  in  the  19 
through  the  1970s."  That's  exactly  1 
folks  at  the  Rocket  Racing  League 
about  it.  And  they've  just  launched 
other  $25  million  financing  round 
potential  investors.  ■ 
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AGC 


www.agc-group.com 


A  Globally  United  Brand  is  Here 


The  AGC  Group  is  a  leading  global  player  in  flat  glass, 
automotive  glass,  display  glass  and  fluorine  chemistry. 
And  now,  our  various  brands  throughout  the  Americas, 
Europe  and  Asia  have  evolved  into  a  single  brand 
worldwide.  United  for  endless  innovation. 
Note:Previous  brands  include  AFG,  Glaverbel  &  Asahi  Glass. 


AGC 

"Look  Beyond" 


ExecutiveLife  Business  Traveler 


lively, 

Laid-Back 

Berlin 

Germany's  capital  offers  modern  architecture,  design, 
and  great  food— at  bargain  prices,  bygailedmondson 


EVER  SINCE  GERMANS  from  both  sides  danced  on  the 
Berlin  Wall  in  1989,  ending  40  years  of  communist  rule 
in  the  East,  Germany  has  toiled  to  transform  a  scarred 
enclave  into  a  world-class  capital.  Although  Berlin's 
makeover  is  far  from  complete,  the  city  has  become 
one  of  Europe's  most  vibrant  cultural  centers.  J  Even 
if  business  doesn't  take  you  there,  if  s  worth  a  side  trip 
from  London  or  any  city  on  the  Continent.  Famous  for  its  museums 
and  world-class  music,  Berlin  now  boasts  eye-catching  modern  archi- 
tecture, a  thriving  contemporary  art  scene,  a  boom  in  design  and  con- 
cept stores,  and  serious  global  gastronomy.  It's  also  a  bargain:  Luxury 


hotels  are  among  the  cheapest  in  Europe, 
and  an  ice  cream  cone  that  costs  $5  in 
London  is  $1  here.  As  Mayor  Klaus  Wow- 
ereit  says:  "Berlin  is  poor,  but  it's  sexy." 

The  city  hums  with  life  yet  is  not 
frenetic,  despite  a  population  of  3.4 
million.  Traffic  is  tame,  and  resi- 
dents are  decidedly  unharried. 
Walk  into  any  cafe  and  people  are 
more  likely  to  be  reading  philoso- 
phy and  fiction  than  stock  reports. 
"Berlin  is  about  the  good  life.  The 
city  does  not  move  fast.  There's  not  a  lot  of 
pressure,"  says  Nicola  Bramigk,  founder 
of  online  travel  guide  Smart  Travelling. 

Choosing  which  facet  of  Berlin  to  ex- 
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plore  first  is  the  hard  part.  For  a  quick 
overview  of  the  historic  center,  take  a 
one-hour  boat  ride  ($14)  down  the  river 
Spree  past  museum  island,  home  of  the 
Pergamon,  the  Bode,  and  the  Old 
National  Gallery.  If  you  have  time 
for  only  one  of  the  city's  153 
museums,  a  good  bet  is  the  Per- 
gamon, which  houses  Babylon's 
stunning  47-foot-high  Ishtar 
gate,  constructed  in  575  B.C. 
The  refurbished  government 
quarter  is  the  best  place  to  see  21st  century 
Berlin.  British  architect  Norman  Foster  re- 
modeled the  house  of  Parliament,  or  Bund- 
estag, in  the  '90s,  adding;  a  striking  glass 


dome  over  the  plenum— a  visual  symbol 
reunited  Germany's  commitment  to  traij 
parency  and  democracy.  Other  govemnw 
buildings  echo  the  glass-and-light  then 
making  the  area  stunning  to  view  at  nig  { 

UNSPOILED  LAKES,  TOO 

THE  MITTE  DISTRICT  is  a  focal  point 
Berlin's  creative  spirit.  Contemporary 
galleries,  designer  ateliers,  eclectic  cc 
cept  stores,  and  cafes  line  Auguststra: 
and  Linienstrasse.  You  can  also  imme 
yourself  in  film  subculture,  dive  into  i 
Cold  War  past  at  the  museum  of  the  St 
(East  Germany's  secret  police),  or  wan( 
into  the  many  enticing  inner  courtya 
full  of  cafes,  shops,  and  exhibits. 

A  surprising  aspect  of  Berlin  is 
proximity  to  a  belt  of  unspoiled  lakes  a 
outdoor  activity.  Schlachtensee  ("s< 
means  lake)  is  a  30-minute  ride  by  tr 
or  car  from  the  city  center.  A  ring  of  h 
green  pine  trees  surrounds  the  water,  e 
willows  bent  over  the  shore  reflect 
the  surface.  Stroll  around  the  lake,  r 
a  boat,  take  a  dip  if  the  weather  is  wa 
enough,  or  enjoy  the  view  from  the 


u 
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Mr-  r 


LIGHT  AND  race  at  the  Cafe  Fischer- 

WARMTH  hiitte  am  Schlactensee. 
The  glass  In  Berlin  a  five-star  ho- 

dome  of  the  tel  is  half  the  price  of  those 

parliament  in  London  and  Paris,  so 

building  book  a  room  at  the  Man- 

(above)  and  da]a  hotd  at  potsdarner 

Oajebinstein  platz  at  weekend  rates 

as  low  as  $250  a  night. 
The  breakfast  buffet— a  spread  of  meats, 
cheeses,  pastries,  jams,  and  fresh  salmon 
that  looked  like  an  artist' s  creation— was 
the  most  perfect  I've  had  in  20  years  of 
European  travel.  At  night,  the  same  room 
becomes  one  of  Berlin's  best  restaurants, 
Facil.  Another  gem  is  Rocco  Forte's  Hotel 
de  Roma,  with  its  monumental  facade  and 
entryway,  red-and-black  decor,  and  massive 
furnishings.  The  spa  is  wonderful.  Terraces 
offer  panoramic  views  from  the  rooms, 
which  are  often  $300  a  night  on  weekends. 
Borchardt's  is  the  hip  address  for  din- 
ner, with  its  blend  of  French  and  Mediter- 
ranean cuisine  (dinner  for  two,  $130).  The 
Art  Deco  interior,  with  its  high  ceilings, 
mosaics,  and  massive  columns  create  the 
ambiance  of  a  Parisian  brasserie.  Cafe 


Einstein  on  Kurfurstenstrasse  is  quintes- 
sential Berlin:  Bring  a  book  and  snuggle 
up  in  the  corner  with  a  glass  of  wine  or  a 
schnitzel.  Vau  and  Margaux  are  Berlin's 
two  gastronomic  temples,  each  awarded  a 
Michelin  star.  Italian  restaurant  Bocca  di 
Bacco  is  a  favorite  of  celebrities  during  the 
Berlin  Film  Festival. 

Off  the  beaten  track  is  Oki  on  Oder- 
bergerstrasse  in  Prenzlauer  Berg,  a  tree- 
lined  residential  zone.  Oki  marries  Japa- 
nese and  northern  German  cuisine  with 
Spatlase  rieslings.  But  the  wait  can  be 
long  since  owner-chef  Otto  Pfeiffer  rus- 
tles up  all  the  food  alone  in  the  kitchen. 

Berlin  is  easy  to  get  to  by  train  or  air. 
Its  centrally  located,  modern  glass-and- 
steel  train  station  by  architect  Meinhard 
von  Gerkan  is  Europe's  largest.  Low- cost 
fares  on  Air  Berlin  and  easyjet  abound, 
and  flights  from  most  European  cities 
are  only  an  hour  into  Tegel  International 
Airport,  an  uncrowded  gateway  that  is  a 
breeze  to  escape  from  quickly  after  land- 
ing. That  accessibility  is  a  plus  because 
one  visit  just  scratches  the  surface  of  this 
vibrant  city.  ■ 
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Uncorking 
Mail-Order  Vino 

Restrictions  are  easing  on  direct  shipments  from 
out-of-state  wineries,  by  cuff  edwards 


HEN  WINE  LOV- 
er  Scott  Jame- 
son moved 
from  California 
to  Texas  in 
1999,  he  was  in 
for  a  rude  sur- 


w 

prise.  In  the  Bay  Area,  he  would  drive  to 
his  favorite  winery,  Mount  Eden  Vine- 
yards, for  its  limited-release  pinot  noir  or 
chardonnay.  But  the  label  wasn't  avail- 
able in  Texas,  and  the  Lone  Star  state 
barred  the  winery  from  shipping  to  him 
directly.  "Many  of  the  wines  I  purchase 
are  not  distributed  in  Texas.  They're  too 
limited  in  production  and  sold  only  via 
winery  mailing  list,"  Jameson  says. 

Fortunately,  many  states  have  loos- 
ened restrictions  that  prevent  consumers 
from  ordering  wine  over  the  Internet, 


phone,  or  in  person  from  out-of-state 
wineries.  Jameson's  reprieve  came  in 
the  summer  of  2003,  after  Texas  lost  a 
lawsuit  challenging  its  ban  on  direct-to- 
consumer  shipping.  It  took  a  May,  2005, 
U.S.  Supreme  Court  decision  to  force 
change  elsewhere.  The  high  court  ruled 
that  Michigan,  New  York,  and  a  hand- 
ful of  other  states  were  illegally  banning 
shipments  from  out-of-state  while  allow- 
ing in-state  producers  to  make  them. 

Today,  34  states  permit  such  shipping, 
up  from  27  two  years  ago.  "Just  over  50% 
of  the  adult  drinking  population  was  able 
to  place  an  order  with  out-of-state  winer- 
ies, and  now  it's  about  80%,"  says  Steve 
Gross,  director  of  state  relations  for  the 
Wine  Institute,  an  industry  group. 

Still,  state  shipping  requirements  can 
be  as  complex  as  a  well-textured  merlot. 


Because  the  federal  ruling  did  not  supe 
sede  a  state's  right  to  make  the  distribi 
tion  rules,  the  laws  vary  widely.  Son 
states  limit  out-of-state  wineries'  abili 
to  ship  there  and  some  still  bar  it  con 
pletely  (map). 

HIGHER  PROFITS 

IN  GEORGIA,  for  instance,  consumers  a 
order  only  from  wineries  not  represents 
by  a  local  wholesaler.  Even  then,  the  buy 
must  place  the  order  in  person  at  the  wii 
ery,  and  may  take  delivery  of  only  five  casi 
per  year.  Massachusetts  allows  limit* 
shipments  from  wineries  that  produce  r 
more  than  13,000  cases  a  year.  That' s  ; 
restrictive  that  most  vintners  put  it  on  tl 
no-ship  fist,  along  with  states  like  Uta 
where  it's  a  felony  to  accept  wine  by  mai 

You  typically  get  no  discount  by  orde 
ing  from  the  winery.  You  often  pay  mo 
with  shipping  costs.  Instead,  you  g: 
access  to  limited-distribution  wines  ai 
help  support  vintners,  who  may  be  pa 
ing  distributors  up  to  50%  of  the  ret; 
price  of  a  bottle,  says  Tom  Bracamontf 
director  of  sales  and  marketing  at  Nap; 
Mi  Sueno  Winery,  which  produces  jv. 
4,000  cases  a  year.  Mi  Sueno  balanc 
the  higher  profit  margins  it  gets  on  < 
rect  shipments  against  the  headache 
having  to  get  permits  for  each  state 
jurisdiction  and  keep  track  of  tax  requii 
ments  and  shipping  limits.  As  a  result 
ships  to  only  a  few  states. 

For  the  latest  on  current  law,  go 
wi.shipcompliant.com.  Or  ask  the  wine 
its  policy  on  shipping  to  your  state.  ■  I 


State  Lines 

The  Wine  Institute 
tracks  shipping  laws 
for  all  50  states— 
34  now  allow  at 
least  some  out-of- 
state  shipments 
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tecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


Champion 
Chateauneuf  du  Pape 


HE  FERAUD  FAMILY  HAS  RUN  Domaine  du  Pegaii  for  more  than  150  years, 
•lit  until  1990  it  sold  most  of  its  wine  in  bulk  to  brokers.  Now,  under  the 
eadership  of  Paul  Feraud,  the  estate  produces  a  robust,  handcrafted 
]hateauneuf  du  Pape  Cuvee  Reservee  mainly  from  grenache.  J  Feraud 
dIIows  traditional  winemaking  methods.  The  grapes,  most  of  which  are 
•rganic,  are  picked  by  hand  and  dumped  into  vats,  stems  and  all.  They're 


acerated  for  several  weeks,  then  trans- 
ited to  oak  barrels  caWedfoudres.  The 
ine  is  aged  18  months  prior  to  bottling, 
ere  are  my  tasting  notes  for  most  of  the 
cent  vintages  of  Domaine  du  Pegaii 
lateauneuf  du  Pape  Cuvee  Reservee. 

D05 

>-95+  points.  On  each  of  three  occasions 
asted  this  wine,  it  scored  superbly.  It  has 
ige  tannins,  high  acidity,  and  muscular,  full- 
idied  flavors,  and  all  the  aromas  of  roasted 
rbes  de  Provence,  plus  sweet  licorice, 
ackberry,  and  kirsch  notes.  It  needs  four  to 
?ht  more  years  of  aging  but  should  last  two 
more  decades.  $68-$87 

304 

I  points.  Dark  plum/garnet  in  color,  the 
>04  has  a  big,  sweet  nose  of  kirsch,  lavender, 
asted  herbs,  and  beef  juices  mixed  with 


licorice  and  spice.  It  is  full-bodied,  rich,  deep, 
and  dense,  with  some  tannins  in  the  finish. 
I  would  opt  for  cellaring  for  three  to  four  years, 
drinking  over  the  next  15  to  20.  $59-$80 

2003 

98  points.  The  2003  is  magical.  The  dense 
plum/purple  color  is  joined  by  flamboyant 
aromas  and  flavors  of  roasted  meats,  spicy 
herbs,  pepper,  blackberries,  and  cedar- 
tinged,  kirsch-like  fruit.  Unctuously  textured, 
with  low  acidity,  high  glycerin  and  alcohol 
(16+%),  and  a  monster  finish,  it  displays 
enormous  concentration,  silky  tannin,  and  no 
hard  edges.  This  remarkable  wine  is  drinkable 
young,  yet  it  should  age  effortlessly  for  two 
decades  or  more.  $95-$150 

2001 

95  points.  This  prodigious  effort  features 
a  spectacular  smorgasbord  of  aromas, 


including  roasted  meats,  lavender,  ground 
pepper,  sweet  blackberry,  and  brandy- 
macerated  cherries.  Full-bodied  and  dense, 
it  has  high  levels  of  tannin  and  a  huge 
finish.  This  could  be  the  longest-lived  Cuvee 
Reservee  since  the  1989  and  1990  vintages, 
both  of  which  are  aging  splendidly.  $72-$80 

2000 

95  points.  The  aromas  in  this  wine  remind 
me  of  an  open-air  Provengal  market.  You  get 
creme  de  cassis,  kirsch,  cedar,  licorice,  and 
pepper.  It  has  fabulous  fruit  concentration, 
sweet  tannin,  and  a  long  finish  of  45  seconds 
or  more.  Enjoy  it  now  or  wait  10  or  15  years. 
$73-$85  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


ines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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Retirement 
Made  Complicated 

Why  equity-indexed  annuities  have  a  bad  name 
ana  what  investors  need  to  know,  by  aaron pressman 


EQUITY-INDEXED  ANNUITIES  are  getting  perhaps  the  worst 
press  and  the  most  regulatory  scrutiny  of  any  financial 
product  pitched  to  individual  investors.  The  biggest  knock 
on  the  annuities— which  letyou  share  in  stock  market  gains 
with  minimal  risk  of  loss— is  not  the  investment  itself.  In- 
stead, if  s  the  hardball  sales  pitches  that  critics  say  didn't  adequately  ex- 
plain fee  structures,  especially  the  early-withdrawal  penalties.  Jin  fact, 
this  year  attorneys  general  in  at  least  two  states  have  filed  suits  against 


insurers,  charging  inappropriate  sa 
tactics.  And  a  federal  judge  in  Mini 
sota  certified  a  class  action  against , 
lianz  Life  Insurance  Company  of  Noi 
America,  the  largest  purveyor  of  su 
annuities,  for  faulty  disclosures.  Allia 
says  the  suit  is  without  merit.  Watc 
dogs  are  making  waves  over  indus 
tactics,  too.  "We  have  concerns  atx 
the  way  they  are  sold,"  says  Elisse  "W 
ter,  a  senior  executive  at  the  Financ 
Industry  Regulatory  Authority,  the 
curities  industry's  self-policing  agen 
"We're  not  condemning  the  produc 
That  job  falls  to  investment  counselc 
"They  resemble  a  sucker's  game  dresf 
up  to  look  like  a  free  lunch,"  says  Jc 
Gay,  a  financial  adviser  in  Frisco,  1 
Gay  says  investors  would  be  better  off  b 
ing  zero-coupon  Treasury  bonds  and 
ordinary  index  fund  (page  100). 

Replicating  an  annuity  strategy  n< 
be  cheaper,  but  annuities  are  convenie1 
Also,  with  an  annuity,  taxes  are  defert 
until  you  cash  out.  In  a  broad  sense, 
dexed  annuities  are  riskier  than  fixed-rf 
annuities  or  bonds  but  less  risky  than  v;  i 
able  annuities  or  stock  mutual  funds,  si 
financial  adviser  Errold  Moody,  authoi  \ 
the  book  No  Nonsense  Finance.  The  no-1  >\ 
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iture  can  protect  you  from  a  stock  mar- 
t  loss  just  at  the  point  when  you  would 
ed  the  money.  "Maybe  the  statistics 
7  you're  better  off  owning  a  portfolio  of 
>cks,  but  look  at  someone  who  retired 
2002  when  we  were  in  a  bear  market," 
ys  Moody. 

[Here's  how  the  indexed  annuity  works. 

investor  buys  a  policy  with  a  one-time 

rchase— typically  a  minimum  of  $5,000 

$10,000.  The  term  may  run  from  4  to 


12  years,  and  the  payoff  is  linked  to  the 
stock  market.  The  big  selling  point— one 
that  gives  it  a  lot  of  appeal  to  risk-averse 
sorts— is  that  the  annuity's  value  doesn't 
decline  if  the  market  does.  In  fact,  the  an- 
nuity builds  in  a  guaranteed  minimum 
return,  usually  between  1%  and  3%. 

If  this  no-loss  policy  sounds  too  good 
to  be  true,  it  is.  The  annuity  owner 
doesn't  get  all  of  the  stock  market's  gains, 
and  forget  about  the  dividends.  That's 


the  giveback— in  effect  the  in- 
surance premium— that  pays  for 
the  downside  protection  and  the 
minimum  guarantee. 

Comparison  shopping  is  a 
challenge.  "The  features  vary  so 
much  from  company  to  com- 
pany, they  can  be  tough  to  figure 
out,"  warns  Moody.  Another  dif- 
ficulty is  that  many  insurance 
agents  sell  annuities  from  only 
one  or  a  handful  of  companies. 
The  Web  site  Annuityadvantage. 
com  makes  gathering  info  easier 
because  it  carries  quotes  on  an- 
nuities from  some  50  insurers. 
The  site  can  connect  users  to 
agents  licensed  in  all  50  states  or 
directly  with  insurance  carriers. 
Interested?  Here  are  the  questions  you 

need  to  consider  before  investing  in  an 

equity-indexed  annuity. 

How  much  market  return  do  I  get? 

That  all  depends.  Results  are  tied  to  the 
performance  of  a  market  index,  usually 
the  Standard  &  Poor's  500,  but  investors 
don't  share  in  all  of  the  index's  gains. 
Many  annuities  now  cap  the  return  at  less 
than  10%  a  year.  In  2006,  when  the  S&P 
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Find  out  how  clarity  can  help 
you  make  it  happen,  rbs.com 


~ttT; 


The  Royal  Bank  of  Scotland  Croup 


PersonalFinance  Annuities 


was  up  14%  before  dividends,  a  vast  num- 
ber of  indexed  annuity  investors  lost  out. 

Some  annuities  also  use  a  "participa- 
tion rate."  That' s  the  portion  of  the  index 
gains  you  will  receive— and  it  can  range 
from  50%  to  90%.  There  can  also  be  a 
charge,  the  so-called  spread,  that  deducts 
from  the  index's  return,  typically  one  to 
two  percentage  points  a  year. 

All  of  these  features  have  to  be  con- 
sidered together.  For  instance,  Midland 
National  Insurance  Mainstreet  4  annu- 
ity has  a  100%  participation  rate,  but 
caps  gains  at  7.5%  a  year.  Equirrust  Life 
Insurance  Market  Ten  Bonus  has  a  55% 
participation  rate,  but  there's  no  cap. 
Neither  policy  deducts  a  spread. 

How  is  the  equity  index's  gain  calculated? 

Originally,  most  indexed  annuities  sim- 
ply measured  the  S&P's  gain  over  the 
life  of  the  annuity,  a  formulation  known 
as  "point  to  point,"  or  they  tacked  each 
year's  return  onto  the  previous  one,  a 
technique  called  "annual  reset."  But 
sometimes  the  S&P  is  higher  in  the 
middle  of  the  term  or  the  middle  of  a 
year,  so  now  some  annuities,  as  a  selling 
point,  use  the  index's  highest  level,  or 
"high-water  mark."  The  trade-off  can  be 
a  lower  cap  or  participation  rate. 

What  if  I  want  to  get  out  early? 

Insurance  companies  pay  salespeople  up 
front  and  recover  the  commissions  over 
time  from  annuity  profits,  so  there's  al- 
ways a  surrender  charge  for  cashing  out 
before  the  term  is  up.  Such  charges  can 
be  as  much  as  20%  in  the  first  year,  with 
the  percentage  declining  as  the  policy 
ages.  Some  go  on  for  as  long  as  a  dozen 
years.  An  industry  study  considers  seven 
years  to  be  more  reasonable.  Best  bet  is 
not  to  invest  any  money  you  may  need 
during  the  policy's  term. 

Who  is  behind  the  annuity? 

Unlike  mutual  funds,  an  annuity  is  backed 
by  an  insurer's  promise  to  pay,  not  by  a 
portfolio  of  securities.  If  that  insurer  goes 
bust,  the  annuity  will  likely  be  worthless 
even  if  the  S&P  500  is  soaring.  You  can 
check  an  insurer's  financial-strength  rating 
at  a  host  of  Web  sites:  ambest.com,  mood- 
ys.com,  standardandpoors.com,  weissrat- 
ings.com,  or  dcrco.com. 

What  if  I  fell  for  an  aggressive  pitch? 

Even  if  you  think  you've  done  a  thorough 
job  parsing  the  details  and  you  buy  an  an- 
nuity, review  your  work.  In  most  states, 
there  is  a  "free  look"  period,  typically  10  to 
20  days  from  the  date  of  purchase,  that 
lets  buyers  opt  out  with  a  full  refund.  ■ 


The 

D.I.Y. 

Annuity 

Several  strategies 
can  mimic  an 
indexed  annuity  by 
using  a  mix  of  stocks, 
bonds,  and  options. 
"It  is  not  very  difficult 
to  design  a  hybrid 
product  without  the 
high  commissions  or 
surrender  fees,"  says 
financial  adviser 
Patrick  Collins.  All  of 
these  examples  are 
based  on  a  $100,000 
investment  for 
10  years  using  yields 
and  prices  as  of 
Sept.  7. 


THE  OPTIONS  STRATEGY 


1.  Put  $61,000  into  a  10-year,  zero-coupon  U.S.  Treasur 
bond  that  will  be  worth  $100,000  at  maturity. 


2.  Put  $39,000  in  a  money-market  fund,  now  earning 
about  5%,  as  an  account  for  covering  options  purchase: 


3.  Purchase  for  $24,000  a  December,  2009,  option  on  t 
Standard  &  Poor's  500-stock  index,  exercisable  at  1450 


4.  Sell  for  $9,000  a  two-year  call  option  on  the  S&P  50( 
exercisable  at  1600. 


5.  When  the  options  expire,  set  up  new  ones. 


HOW  IT  PERFORMS:  A  way  to  both  safeguard  your  origina 
investment  and  participate  in  the  stock  market's  potent 
gains.  Does  best  if  stocks  go  up  modestly.  But,  dependft 
on  options  prices,  you  may  not  have  enough  cash  to  cc 
all  10  years.  Also,  taxes  on  interest  and  stock  market  gc 
can't  be  deferred. 


THE  STOCK  STRATEGY 


1.  Put  $50,000  in  a  10-year,  zero-coupon  U.S.  bond.  It  \ 
be  worth  $82,000  at  maturity. 


2.  Put  $50,000  in  an  S&P  index  mutual  fund  or  ETF. 


HOW  IT  PERFORMS:  A  50-50  stock-bond  mix  would  not  Ic 
money  unless  the  stock  market  was  down  more  than  6' 
10  years  from  now.  Strong  odds  for  avoiding  a  loss  whil 
getting  good  upside  potential.  Does  best  if  stocks  are  v 
strong.  In  a  taxable  account,  you  will  owe  tax  every  yea 
on  the  bonds  and  any  fund  distributions. 


THE  SIMPLE  OPTION 


1.  Put  $100,000  in  a  conservatively  managed  balanceci 
mutual  fund  like  Vanguard  LifeStrategy  Income  Fund,   ' 
which  keeps  5%  to  30%  of  its  assets  in  stocks  and  the 
in  bonds  and  cash. 


HOW  IT  PERFORMS:  Likely  to  make  more  money  than  jus 
investing  in  bonds.  Does  best,  in  relative  terms,  if  stocl 
are  weak.  Offers  no  guaranteed  downside  protection. 
You'd  owe  tax  annually  on  fund  gains. 
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MEMBERS  OF  THE  ORBITZ 
COMMUNITy  REPORT  A  DElAy 


yOU  CHECK  THE  UPDATE 
AND  PLAN  ACCORDINd.y 


WHAT  DO  YOU  CALL  A  COMMUNITY  OF  ORBITZ  TRAVELERS  LOOKING 
OUT  FOR  YOU?  "MIND-NUMBINGLY  AWESOME"  SEEMS  ABOUT  RIGHT. 

INTRODUCING  OrbitzTLC5"  TRAVELER  UPDATE.  Real-time  updates,  from  other  Orbitz  travelers,  that  you  can  access 
straight  from  your  cell  phone  or  PDA.  Whether  it's  long  security  lines,  traffic  delays  or  full  parking  garages  -  the  Orbitz  travel 
community  looks  out  for  you.  Be  part  of  it  at  updates.orbitz.com 

&RBITZ 

A  STEP  AHEAD 
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Is  Your  Home 
A  Tax  Trap? 

If  you've  refinanced  your  mortgage,  you  may  owe 
the  IRS  more  than  you  thought,  by ellen  hoffman 


HAVE  YOU  REFINANCED  YOUR  mortgage  and  taken  a 
chunk  of  the  equity  in  cash?  Will  you  do  so  when 
your  adjustable-rate  loan  resets  its  interest  rate? 
If  you  fail  to  follow  some  little-known  rules  for 
calculating  your  home  mortgage  deduction,  you 
may  be  writing  off  too  much  interest.  Instead  of 
saving  on  taxes,  you  could  wind  up  ow- 
ing them.  J  In  general,  the  IRS  lets  you  deduct  100% 
of  the  interest  you  pay  on  one  or  more  home  mort- 


gages, up  to  a  total  loan  value  of  $1  mil- 
lion. But  when  you  refinance  and  with- 
draw cash,  the  rules  change:  Only  the 
interest  on  your  original  mortgage  bal- 
ance, plus  an  additional  $100,000,  quali- 
fies for  a  deduction.  (If  you  want  to  take 
out  more  cash,  use  a  home-equity  loan  or 
line  of  credit.  The  law  allows  a  separate 
deduction  for  interest  on  borrowings  of 
up  to  $100,000.) 


don't  play  up  that 
little    catch.    "They 
have  no  incentive  to  edu- 
cate borrowers  about  the  tax  conse- 
quences" of  refinancing,  says  Doug- 
las Dachille,  CEO  of  First  Principles 
Capital  Management,  a  New  York 
investment  firm.  Their  promo- 


tax  provision  could  affect  homeown< 
cash  flow,  so  it's  yet  another  reason 
avoid  the  subprime  market." 

Here's  how  the  refi  tax  trap  woi 
Let's  say  you  borrowed  $500,000  at 
in  1998  to  buy  your  house.  By  2003, 
house  had  appreciated  substantially  i 
the  mortgage  balance  had  been  whitt 
down  to  $450,000.  Then  you  refinanc 
taking  a  new  loan  of  $650,000  at  6% 
tax  time,  Form  1098  would  show  t 
you  forked  over  about  $39,000  in  im 
est  on  the  $650,000  mortgage  in  20( 

INCREASING  INTEREST 

IF  YOU  USE  that  $39,000  figure  to  i 
culate  your  annual  mortgage  interest 
duction  and  you're  in  the  33%  margi 
tax  bracket,  you  would  wind  up  tak 
$1,980  more  in  deductions  than  yoi 
entided  to,  according  to  William  Laze 
CPA  at  Kronick  Kalada  Berdy  in  Kings) 
Pa.  That's  because  you  may  take  a  ded 
tion  on  a  mortgage  of  only  $550,000— 
$450,000  left  on  the  original  loan  \ 
$100,000.  On  $550,000,  the  interest  j  f 
would  be  $33,000,  says  Lazor. 

So  what's  the  damage?  If  you  ha<| 

repay  the  IRS  for  overdeducting, 

would  owe  $2,109  including  inte 

and  penalties  for  one  year,  Li 

says.  For  three  years,  ye 

be  liable  for  more  v 


It's  easy  to  get  this   de 
duction  wrong.  Banks  and 
mortgage      companies 
send  borrowers  a  Form 
1098  early  in  the  new 
year,  which  most  use 
to  prepare  their  taxes. 
This  document  shows 
total  interest  paid  for 
the  year,  so  many  as- 
sume the  number  on  the 
form  is  the  one  they  should 
use  in  filing  taxes.  Schedule  A, 
the  tax  form  on  which  you  enter 
home  mortgage  interest,  makes  no 
mention  of  limits  on  refi-related  de- 
ductions, though  the  instruction  book- 
let does. 

Lenders  seeking  refi  customers  usually 
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i^%*  **  '  tions  may  in- 
clude a  fine-print 
caveat  to  check  on  the 
tax  effects  of  a  refinancing, 
but  they  don't  spell  out  the  rules.  Dachille 
says  this  refi  issue  came  to  the  fore  when 
he  was  considering  investing  in  sub- 
prime  mortgage-backed  securities.  "The 


$6,200.  Greg  Rosic 

tax  partner  at  Ernst  &  Yo 

in'Tampa,  says  the  IRS  would 

likely  come  after  you  for  mist< 
returns  filed  before  2004  becaus 
three-year  statute  of  limitations  wi 
probably  apply. 

There's  no  sign  the  IRS  is  curre 
hunting  down  taxpayers  who  ma; 
miscalculating  the  mortgage  deduc 
but  the  error  could  trip  you  up  ii 
audit.  Rosica  says  the  best  way  to  pre 
yourself  is  to  make  sure  you  calculate 
year's  taxes  correcdy.  If  you've  takei 
cessive  deductions  in  past  years,  yoi 
also  file  an  amended  return.  ■ 
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September  2007 

IBC2007  -  RRD  launches  GTO  (General  Tool  for  Operations) 
a  New  Generation  Operations  Support  System  for  Digital  TV 
playouts  and  networks 


July  2007 

RRD  DVB-H  Platform  delivering  24  channels 

lineup  in  Hiwire  Las  Vegas  Trial 


April  2007 

NAB2007  -  RRD  launches  Simulcrypt  Headend  integration 
featuring  18Crypt,  OMA  BCAST  Smartcard  Profile  and  OSF 
Conditional  Access  for  Mobile  Television 


J 


March  2007 

RRD  successfully  broadcasted  DVB-T  and 
DVB-H  programs  on  the  same  frequency  using 
Hierarchical  Modulation 


February  2007 

3GSM2007  -  RRD  shows  Conditional  Access 
interoperability  decrypting  DVB-H  services,  using 
Simulcrypt  with  NDS,  Nagravision  and  Irdeto 


J 


October  2006 

RRD  launches  DVB-H  Statistical  Multiplexer 


J 


June  2006 

3  Italia  launches  Mobile  TV  service 
with  RRD  DVB-H  Service  Center 


■J    Visit  us  at:  www.rrd.tv 
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BY  GENE  G.  MARCIAL 

NOKIA  WILL  KEEP  RULING  THE  MOBILE  SPECTRUM- 
ALL  ABOARD,  AS  UNION  PACIFIC  MAKES  A  COMEBACK. 
WHY  NEUROGESX  INVESTORS  MAY  BE  FEELING  NO  PAIN. 


Nokia:  Clear  Signals 

NOKIA  (NOK)  IS  PACKING  a  wallop:  Its  stock  keeps 
on  climbing  in  spite  of  market  woes.  The  world's 
leading  mobile-phone  maker  has  sprinted  from  18 
a  year  ago  to  33.67  on  Sept.  12,  buoyed  by  strong  sales  and 
earnings  and  new  products,  including  music  phones.  "The 
relatively  modest  price-earnings  ratio  and  the  stock  being 
50%  below  its  all-time  high  of  62.50  show  that  Nokia 
remains  undervalued,"  says  Bernie  Schaeffer,  chairman 
of  Schaeffer's  Investment  Research,  which  owns  shares. 
He  also  thinks  the  big  short-seller  interest  in  the  stock  is  a 
plus.  The  options  traders  have  been 
"heavily  playing  the  put  [sell]  side 
lately  despite  the  strong  price  action 
of  the  stock,"  he  notes. 

The  bears  are  fighting  the  upward 
trend  in  the  options  market,  and  this 
is  placing  a  very  high  put/call  ratio 
on  such  a  strong-performing  stock, 
adds  Schaeffer.  The  ratio  between 
open  puts  and  calls  is  almost  even, 
"which  is  highly  unusual,"  he  says. 
Ordinarily,  the  calls  significantly 
outnumber  the  puts  in  a  stock  that's  sharply  rising,  he 
explains.  Schaeffer  figures  that  when  this  negative  bet 
unwinds,  as  Nokia's  stock  continues  to  rise,  it  will  add  to  the 
stock's  upward  momentum.  Schaeffer  sees  the  stock  at  50  in 
a  year  or  so.  The  big  stakeholders  in  the  Finnish  company 
are  U.S.  institutions,  led  by  Capital  Research  Management, 
which  owns  4.5%,  and  Fidelity,  with  4%. 

Worldwide  demand  for  handsets  remains  robust,  analysts 


HITTING 
HIGH  NOTES 

STOCK  PRICE  (DOLLARS) 


FEB.  12,  07  SEPT.  12 

Data:  Bloomberg  Financial  Markets 


say.  "Nokia  is  expected  to  maintain  or  even  surpass  its  2>7°a 
market  share  in  the  next  few  quarters,"  says  David  Wong, ; 
analyst  at  A.G.  Edwards,  who  rates  the  stock  a  buy.  On  Aug 
29,  Nokia  rolled  out  new  high-end  phone  models  and  new 
game  and  music  services.  As  the  company  expands  its  higl 
end  product  lines,  says  Wong,  it  will  improve  selling  prices 
well  as  the  profitability  of  its  phone  business.  The  new  pho 
provide  access  to  the  Internet  and  are  set  up  for  games, 
music,  photos,  and  maps. 

Mark  McKechnie,  an  analyst  at  American  Technology 
Research,  views  as  positive  Nokia's  expanded  efforts 
to  provide  such  services.  "It  will  enable  Nokia  to  offer 
experiences  rather  than  just  devices"  with  its  handsets, 
says  McKechnie.  He  thinks  it  is  an  important  move  on  t 
part  of  Nokia  as  mobile  services  migrate  from  voice-cen 
to  Internet-centric.  He  figures  the  company  will  earn  $1 
a  share  on  sales  of  $67.7  billion  in  2007  and  $1.95  on 
$76  billion  in  2008.  In  2006,  Nokia  earned  $1.26  on 
$51.6  billion.  McKechnie  rates  Nokia  a  buy. 

A  Golden  Spike 

At  Union  Pacific?  j 

RAIL  STOCKS  HAVE  SLOWED  since  their  speedup 
earlier  in  the  year.  Reduced  freight  traffic  and 
the  market's  slump  pulled  them  lower.  Enter  the 
railroad  bulls,  who  have  snapped  up  more  shares.  One 
of  them  is  Ed  Wachenheim,  president  of  Greenhaven 
Associates,  who  favors  Union  Pacific  (UNP),  parent  of 
Union  Pacific  Railroad,  the  largest  U.S.  railroad  in  both  ( 
track  miles  and  revenues,  whose  stock  slid  from  127 
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fune  to  108.69  on  Sept.  12.  Improvements  in  UNP's 
idamentals  have  made  it  even  more  attractive,  argues 
ichenheim.  In  particular,  UNP  is  benefiting  from 
reased  imports,  including  grain,  from  China  and  other 
erging  countries.  And  railroads  have  gained  an  edge  over 
ckers,  he  says,  because  of  rising 
•1  costs  and  congestion  on  the 
;hways,  which  jack  up  the  trucks' 
jrating  costs.  The  high  price  of 
,  says  Wachenheim,  has  also  led 
ncreased  demand  for  coal  and 
anol,  both  of  which  are  largely 
pped  by  rail.  He  values  UNP  at  165 
ied  on  estimated  earnings  of  $7.48 
hare  in  2007,  $9.23  in  2008,  and 
).78  in  2009. 

JNP,  which  covers  23  Western 
tes  with  33,000  route  miles,  is  one 
Morgan  Stanley's  top  rail  picks.  In  a  report,  Morgan  says 
P  has  "the  most  potential  earnings  upside  from  pricing 
1  productivity."  Investors  should  do  well  owning  railroads 
;eneral  over  the  next  18  months,  says  William  Greene, 
analyst  at  Morgan  Stanley.  Apart  from  Union  Pacific,  he 
a  favors  Norfolk  Southern.  He  says  rail  valuations  are 
y  attractive  at  their  current  levels.  Another  prominent  rail 
1  is  Warren  Buffett.  Berkshire  Hathaway,  of  which  Buffett 
hairman  and  CEO,  is  a  big  stakeholder  in  UNP  but  its 
'ual  holding  isn't  yet  public  because  Berkshire  has  asked 
confidential  treatment  regarding  the  number  of  shares 
olds.  On  Aug.  30,  Berkshire  filed  that  it  owns  14.99%  of 
rlington  Northern  Santa  Fe. 
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rom  Shingles 
)  a  Home  Run 


rHE  AGONY  FELT  by  NeurogesX  (NGSX)  investors 
has  started  to  lift.  Its  stock,  which  sagged  from  11  in 
May  to  6.60  in  August,  has  rallied  to  9.08  on  Sept.  12. 
irogesX  is  a  biopharmaceutical  developing  novel  pain 
rapies.  Its  chief  product,  NGX-4010,  a  skin  patch  containing 
thetic  capsaicin,  is  in  phase  III  trials  for  treating  patients 
h  post-therapeutic  neuralgia,  or  shingles.  On  Sept.  4,  the 
:k  jumped  to  8.25  after  the  company  reported  positive 
alts  from  its  second  study  of  NGX-4010.  It  showed  a  32% 
uction  in  pain  from  a  single,  60-minute  application  of 
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the  patch,  according  to  NeurogesX.  The  patch  also  yielded 
favorable  results  when  tested  in  a  phase  III  trial  for  HIV-related 
distal  sensory  polyneuropathy  (DSP),  characterized  by  pain  in 
the  feet  and  hands.  With  over  1,500  patients  in  the  neuralgia 
and  HlV-distal  sensory  polyneuropathy  clinical  studies,  "we 
are  building  a  significant  body  of  evidence"  to  support  a 
potential  new  drug  application  filing  in  the  second  half  of 
2008,  says  CEO  Anthony  DiTonno.  He  says  the  company  is 
on  track  to  complete  the  filing  of  an  application  later  this  year 
for  approval  to  market  the  product  in 
Europe.  In  the  U.S.,  it  expects  to  submit 
a  new-drug  application  with  the  Food 
&  Drug  Administration  in  the  second 
half  of  2008,  both  for  neuralgia  and 
HIV-distal. 

With  the  two  positive  clinical 
studies  results,  "NGSX  can  cement  a 
European  partnership  and  achieve 
registration  of  the  drug  in  Europe  and 
the  U.S.,"  says  Gregory  Wade  of  Pacific 
Growth  Equities,  which  has  done 
banking  for  NeurogesX.  He  rates  the 

stock  a  buy.  He  expects  NeurogesX  to  enter  into  a  regional  or 
global  co-development  and  commercialization  partnership  by 
the  first  quarter  of  2008. 

Angela  Larson  of  Susquehanna  Financial  Group  says 
NeurogesX  is  undervalued  assuming  a  launch  in  Europe  in 
2009  and  in  the  U.S.  in  2010,  with  possible  sales  of  $240  million 
by  2012.  Given  the  wealth  of  product  information  and  the 
probability  of  the  drug's  success,  Larson  rates  the  stock  positive. 

Megan  Murphy  of  Lazard  Capital  Markets,  who  also 
rates  NeurogesX  a  buy,  says  a  survey  she  conducted  among 
physicians  indicated  strong  interest  in  NGX-4010.  Lazard  has 
done  banking  for  the  company.  In  the  survey,  she  says  95%  of 
physicians  indicated  that  they  would  prescribe  the  drug  for 
post-therapeutic  neuralgia,  and  90%  indicated  they  would 
prescribe  it  for  "painful  diabetic  neuropathy,"  by  far  the 
biggest  market.   ■ 
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COMMENTARY 

The  markets  ended  the  week 
pretty  much  where  they  started. 
Big  consumer  names  did  well, 
with  Coca-Cola,  Kraft  Foods, 
McDonald's,  and  Procter  & 
Gamble  all  up.  Campbell  Soup 
was  odd  man  out,  falling  7.6% 
after  posting  disappointing 
profits.  Falling  aluminum  prices 
nicked  Alcoa  (-8%),  while 
lowered  earnings  estimates 
battered  Office  Depot  (-22%). 

Data:  Bloomberg  Financial  Markets,  Reuters 


U.S.  MARKETS 

SEPT  12 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P500 

1471.6 

0.0 

3.8 

12.1 

Dow  Jones  Industrials 

13,2917 

-0.1 

6.6 

15.6 

NASDAQ  Composite 

2592.1 

-0.5 

7.3 

17.0 

S&PMidCap400 

856.7 

-0.9 

6.5 

14.1 

S&P  SmallCap  600 

411.2 

-1.3 

2.8 

10.7 

DJ  Wilshire  5000 

SECTORS 

14,765.8 

-0.3 

3.9 

12.5 

BusinessWeek  SO11 

848.1 

0.4 

6.2 

14.9 

BW  Info  Tech  100" 

508.6 

-0.5 

13.6 

28.9 

S&P/Citigroup  Growth 

687.5 

0.2 

5.4 

12.5 

S&P/Citigroup  Value 

781,4 

-0.3 

2.2 

11,7 

S&P  Energy 

552.8 

1.1 

21.4 

39.4 

S&P  Financials 

445.3 

-0.6 

-10.1 

-1.8 

S&P  REIT      1HBI 

174.9 

-1.1 

-12.0 

-4.6 

S&P  Transportation 

272,4 

-1.6 

3.3 

9.4 

S&P  Utilities 

199.7 

1.3 

7.0 

16.5 

S&P  GSTI  Internet 

210,9 

-0.9 

5.6 

21.2 

PSE  Technology 

953.0 

0.1 

8.8 

16.4 

•March  19. 1999=1000   "February  7. 2000=1000 


GLOBAL  MARKETS  sept  12 

S&P  Euro  Plus  (U.S.  Dollar)  2141.5 

London  (FT-SE 100)  6306.2 

Paris  (CAC  40)  5508.0 

Frankfurt  (DAX)  7473.0 

Tokyo  (NIKKEI  225)  15,797.6 

Hong  Kong  (Hang  Seng)  24. 310. 1 
Toronto  (S&P/TSX  Composite)13,756.7 

Mexico  City  (IPC)  30.076.3 


FUNDAMENTALS   sept.u 

S&P  500  Dividend  Yield  1.89% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.0 

S&P  500  P/E  Ratio  (Next  12  mos.)'  14.7 

First  Call  Earnings  Revision*  -1.41% 

TECHNICAL  INDICATORS  sept  11 

S&P  500  200-day  average  1460.6 

Stocks  above  200-day  average  37.0% 

Options:  Put/call  ratio  0.91 

Insiders:  Vickers  NYSE  Sell/buy  ratio  1.48 


WEEK 

DATE 

nam 

0,6 

1.4 

-0.8 

-0.6 

-1.5 

13.3 

-2.2 

-8.3 

1.0 

21,8 

0.5 

6.6 

-2  4 

13,7 

%CHA 
YEAR  TO 

I 


WEEK  AGO      YE 

1.82%     1.8 

17.2 
14.8 

-1.49%    -1,4 

•First  | 

WEEK  AGO      YE 

1459.4  Posi 

42.0%  Posi 

0.89  Posi 

1.47  Posi 


BEST-PERFORMING 
GROUPS 

Internet  Retailers 

Constr.  &  Engineering 

Biotechnology 

Oil  &  Gas  Equipment 

Casinos 


LAST 
MONTH* 

13.6 

101 
9.8 
96 
9.1 


Internet  Retailers 
Divsfd.  Metals  &  Mining 
Tires  &  Rubber 
Constr.  &  Engineering 
Oil  &  Gas  Equipment 


LAST  12 
MONTHS  % 

106.1 

104.5 
68.1 
66  6 
62.2 


WORST-PERFORMING  LAS1 

MONTH  % 


GROUPS 

Homebuilding  -27.0  Homebuilding 

Real  Estate  Mgt.  &  Dvpt.  -175  Motorcycles 

Motorcycles  -17.2  Home  Furnishings 

IT  Consulting  -14 .8  Electric  Mfg.  Svcs. 

Constr.  Materials  -10.8  Computer  Retailers 
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THE  WEEK  AHEAD 


PRODUCER  PRICE  INDEX  Tuesday, 
Sept.  18,  8:30  a.m.  EDT » August 
producer  prices  are  expected  to 
have  eased  0.1%  on  lower  energy 
prices.  That's  the  consensus  of 
economists  surveyed  by  Action 
Economics.  In  July  prices  rose 
0.6%.  Minus  food  and  energy,  the 
index  probably  edged  up  0.1%  for 
a  second  straight  month. 
FOMC  MEETING  Tuesday,  Sept. 
18,  9  a.m.  EDT » The  Federal 
Open  Market  Committee  meets 


4-WEEK  TOTAL  RETURN 
LEADERS 

Pacific/Asia  ex-Japan  Stk 
Long  Government 
Specialty- Precious  Metals 
Diversified  Emerging  Mkts. 
LAGGARDS 

Japan  Stock 
Bear  Market 
Small  Value 
Small  Blend 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

8.7      Pacific/Asia  ex-Japan  Stk.  68.0 

5.6  Latin  America  Stock  57.7 
5.0      Diversified  Emerging  Mkts.  45.6 

3.7  Specialty-Natural  Res.  313 

LAGGARDS 

-3.0     Bear  Market  -13.8 

-2.5      Japan  Stock  -2.5 

-1.0     Specialty-Real  Estate  1.6 

-03      High  Yield  Muni  1.8 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

iSharesI 
Columbi 
CotanM 

Columbi 

LAGGARD 

Shares  I 

Profds.UrtSh.Emrg.  Mkts.  Svc  -16.0 
ProFds.  UttSh.  Emrg.  Mkts.  Inv.  -16.0 
SPDRS&PHomebuildersETF  -150 


iSharesFTSE/Xha.  China  25 

15.9 

AIM  China  1                        123.7 

Columbia  Greater  China  Z 

15.1 

AIM  China  A                        122  9 

Columbia  Greater  China  A 

lb.l 

AIM  China  C                       1213 

Columbia  Greater  China  B 

LAGGARDS 

15.0 

AIM  China  B                       121.2 

LAGGARDS 

iShares  DJ  U.S.  Home  Constr. 

-21.4 

ProRts.UltSh.Ernrg.Mkts.Svc.-614 

52-WEEK  TOTAL  RETURN 
LEADERS 

AIM  Chin 
AIM  Chin. 
AIM  Chin 
AIM  Chin 

LAGGARDS 

ProFds.  LI 
ProfdsUftShErnrg.Mkts.lrrv.  -610 
DireXn.  Emrg.  Mkts.  Bear  2X  -55.7 
DireXn.  NASDAQ  100  Bear  Z5X-41.3 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


SEPT.  12 

WEEK  AGO      Yl 

4.98% 

4.97% 

4.02 

4.34 

3.95 

4.01 

4.41 

4.47 

4.68 

4.78 

6.09 

6.41 

t  Banx( 

10-YR.  BOND 

30-YR 

General  Obligations 

3.74% 

4 

Taxable  Equivalent 

5.34 

6 

Insured  Revenue  Bonds 

4.02 

A 

Taxable  Equivalent 

5.74 

t 

to  discuss  monetary  policy. 
Economists  polled  by  Action 
Economics  fully  expect  the  Eed 
to  lower  interest  rates  to  5% 
from  5.25%. 
CONSUMER  PRICE  INDEX 
Wednesday,  Sept.  19,  8:30  a.m. 
EDT  »  Prices  most  likely  held 
steady  in  August  after  ticking 
up  by  0.1%  in  July.  Excluding 
food  and  energy,  prices  probably 
notched  a  third  straight  monthly 
increase  of  0.2%. 


RESIDENTIAL  CONSTRUCTION 

Wednesday,  Sept.  19,  8:30  a.m. 
EDT » Housing  starts  are  forecast 
to  have  fallen  again,  to  an  annual 
pace  of  1.33  million  units  in 
August.  Starts  in  July  sank  to  a 
rate  of  1.38  million. 
LEADING  INDICATORS  Thursday, 
Sept.  20, 10  a.m.  EDT  »The 
Conference  Board's  leading 
economic  indicators  index  most 
likely  held  steady  for  August,  after 
a  0.4%  bounce  in  July. 


The  BusinessWeek  production  in 
came  in  at  311  for  the  week  ende 
Sep.  1,  but  stood  9.4%  above  the 
previous-year  level.  Before  calcL 
of  the  four-week  moving  average 
index  eased  to  310.5. 


BusinessWeek  .com 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  or 
than  350.000  companies— put 
and  private— worldwide.  Find  tt 
company  resource  on  the  free 
at  investing.businessweek.con 

For  the  BW50,  more  investmer 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 
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n  a  business  world  where  the  only  constant  is  change, 
continuing  education  is  becoming  a  mandatory  course  of  action. 
Smart  professionals  are  increasingly  turning  to  the  internet  to  advance 
their  skills,  increase  productivity  and  minimize  time  away  from  the  office. 

For  more  information  regarding  the  programs  listed  below,  log  onto 
www.businessweek.com/bizlink  in  the  09/24/07  E-Learning  issue. 


Can't  make  class  on  campus? 

Doesn't  matter, 
We  deliver  the  class  to  you. 

Join  Colorado  State's 
Distance  MBA  Program 


For  30  years,  Colorado  Slate  University's  Distance  MBA  Program  has 
offered  a  comprehensive  program  that  brings  the  on-campus  classroom 
experience  to  students  around  the  world.  Known  for  its 

2  or  4  year  program  format 

No  residency  requirement 
Lectures  delivered  via  DVD  mixed-media 


Flexible  and  convenient?  Yes.    J^SS^fe 

1     >     ?T  '•intercity 

DISTANCE  «V»BA 


800-491-4622 


The  missing  piece... 


1 00%  Online  Degrees 

BACHELOR'S,  MASTER'S,  AND  DOCTORAL 

Convenient.  Affordable.  Accredited. 


"NTORTHCENTRAT. 

TlNIVERSITY 


866-776-0331 

www.ncu.edu/bw 


Currently 

educating 

more  business 

PhD  students 

than  any  other 

U.S.  university. 


)  reserve  space  in  the  upcoming  November  12,  2007  Executive  Education  &  MBA  Directory 
nd  the  November  26,  2007  E-Learning  Directory,  e-mail  patricejerret@businessweek.com 


Special    Advertising     Section 


The  prestige  of  a  top  20  business  school,  (online) 

Find  out  more.  Call  us  today  at  1-877-785-4713  for  a  free 
brochure,  or  visit  www.kd.iu.edu  for  more  information. 
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KELLEY  SCHOOL  OF  BUSINESS 


INDIANA  UNIVERSITY 


One  school.  Endless  possibilities. 


World 

JOIN  THEVCLASS. 

Learn  online  with  executives  from  around  thegbbe 
with  the  NEW eMBA  from  Bellevue  University. 

Only  mid-  to  senior-level  managers  with  direct  P&l  responsibility 
can  enroll  in  this  leading-edge  executive  MBA  program.  And  you  go 
through  the  program  together.  That  means  you  interact  with  others  at 
your  level,  share  and  learn  more  about  real  world 
management  concepts,  and  get  a  valuable 
networking  experience. 

All  in  18  months  -  all  ONLINE. 

Call  to  enroll  today. 
Classes  start  in  August. 

800-756-7920 

uiujuu.bellevue.edu 


MUCH  MORE  THAN  AN  ONLINE  MBA 
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BELLEVUE  UNIVERSIT 


Real  Learning  for  RealUk 
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id.  babrfap  no  cota; religion  ten  naibii  i  . 


EXPERIENCE  MORE 

•  six  days  on  campus  each  term 

•  global  network  of  professional  contacts 

•  elective  courses  in  world  business  centers 


whitman.syr.edu/imba 
imba@syr.edu 


Whitman 

SCHOOL  of  MANAGEMENT 
SYRACUSE  UNIVERSITY 
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SCHOOL     CONTACT     INFORMATION 

For  more  information  on  the  schools  in  this  directory,  you  can  select  from  the  three  easy  options  listed  below  through  BizLink. 

Schools  will  be  found  in  the  09/24/07  E-Learning  issue. 


BizLink 

www.businessweek.com/BizLink 

Internet 

You  can  request  information  and/or  link  directly 
to  school  websites  through  our  electronic 
reader  service  program® 
www.businessweek.com/BizLink 

Fax 

Circle  the  desired  number(s)  listed  above, 
CLEARLY  print  your  name,  address,  phone  and 
tax  numbers  and  fax  this  page  (or  copy  of  this  page) 
to  the  USA +1-239-213-2199 

Mail 

Fill  out  this  page  and  mail  to: 

BusinessWeek,  c/oARGI 

PO  Box  12079,  Naples,  Florida  34101-9920 


1.  Bellevue  University 

2.  Colorado  State  University-Distance  MBA 

3.  Indiana  University-Kelley  School  of  Business 

4.  Northcentral  University 

5.  Syracuse  University,  Whitman  School  of  Management 
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Code/City 


Country 
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Fax 


E-Mail 
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BusinessWeek's  Fall  2007 
Advanced  Education 
Advertising  Opportunities 

From  MBA  and  Executive  Education  programs  to  E-Learning  and  Design  Schools, 
BusinessWeek  is  the  ideal  environment  to  introduce  innovative  new  programs  to  a  global 
professional  audience  that  is  motivated  to  succeed.  Fall  is  a  prime  time  to  reach  and 
influence  your  best  prospects,  and  deadlines  are  fast  approaching. 


Opportunity 


MBA  Expo 

Design  Schools 

Best  Executive  Education 

E-Learning 

Small  Biz 


Issue  Date 


October  3  (live) 
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November  12 
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December/January 


China  B  School  Report/BW  China   December 


Closing  Date 
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To  learn  more  about  flexible  advertising  opportunities  and  integrated  packages,  contact: 
E-mail:  patrice_serret@businessweek.com     Telephone-  212-512-2121 
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Want  to  advance 
your  career 


Find  the  MBA  program  that  fits  you  best. 


BusinessWeek's  Free  Virtual  MBA  Expo 

Wednesday,  October  3 

Live  webinar,  Q&A,  and  chat 

■  Hear  our  editors  interview  admissions  officers  from  top-ranked  B-schools. 

■  Get  answers  from  B-school  experts  in  the  Q&A  session. 

■  Visit  the  exhibit  hall  and  chat  live  with  university  representatives. 

Register  today  at  businessweek.com/mbaexpo/ 


Expo  open  through  January  4,  2008. 
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Global  Executive  MBA 

Accelerate  your  career  without 
intrrupting  it.  lESE's  Global  Executive 
MBA  will  equip  you  with  the  skills 
and  tools  to  successfully  lead  and 
inspire  others  in  today's  global 
environment. 

Structured  around  intensive  modules 
that  take  place  in  the  world's  most 
dynamic  economic  regions:  North 
America,  Asia  and  Europe. 


Speak  to  an  admissions  mentor  today 


gtobalemba@iese.edu 
or  +34  93  253  4248 


Av.  Pearson  21 
08034  Barcelona.  Spain 
+34  93  253  42  00 
www.iese.edu 


IESE 

Business  Srhoo 


University  of  Navarra 


IdeasBooks 


Giving  It  All  Away 

THE  BILLIONAIRE  WHO  WASN'T  How  Chuck  Feeney  Secretly  Made  and  Gave  Away  a  Fortune 

By  Conor  O'Clery;  PublicAffairs;  337pp;  $26.95 


They  call  them  the  woodwork  donors— 
the  philanthropists  who  traipse  around 
behind  the  scenes  giving  stealthily 
and  mysteriously,  insisting  on  ironclad 
anonymity  every  step  of  the  way.  Until 
he  was  outed  10  years  ago,  New  Jersey- 
born  Chuck  Feeney  was  the  world's  most 
profligate  secret  Samaritan.  He  remains, 

at  76,  the  most  unusual.  Eschewing  all 
traces  of  luxe,  the  man  who  compiled  what 
would  today  be  worth  $4  billion  buys  his 
suits  off  the  rack,  uses  a  plastic  bag  for 
a  briefcase,  sports  drugstore  spectacles, 
wears  a  $15  plastic  watch,  and  flies  coach. 
He  owns  no  house  and  no  car.  He  wonders 
aloud  about  the  need  for  more  than  one  pair 
of  shoes.  When  he's  in  New  York,  he  likes  to 
dine  on  chicken  pot  pies  at  grubby  midtown 
dives.  "It  has  always  been  hard  for  me  to 
rationalize  a  32,000-square-foot  house  or 
someone  driving  me  around  in  a  six-door 
Cadillac,"  the  publicity-phobic  Feeney  told 
BusinessWeek  in  a  rare  interview  in  2003. 
"The  seats  are  the  same  in  a  cab.  And  you 
may  live  longer  if  you  walk."  As  New  York 
Times  columnist  Jim  Dwyer  once  said,  this 
is  a  man  whose  life  is  like  Donald  Trump's, 
only  backwards. 

In  his  superbly  written  page-turner,  The  Billionaire  Who 
Wasn't :  How  Chuck  Feeney  Secretly  Made  and  Gave  Away  a 
Fortune,  Irish  journalist  Conor  O'Clery  chronicles  Feeney's 
fascinating  life.  He  also  probes  the  psychology  behind 
Feeney's  stark  rejection  of  life  as  an  exercise  in  conspicuous 
consumption.  Feeney's  Depression-era  childhood,  Catholic 
upbringing,  charitable  parents,  and  poor-kid  status  at  ritzy 
schools  all  conspired  to  influence  his  largesse.  In  crisp, 
Dickensian  detail,  O'Clery  gives  us  the  smells,  sights,  and 
sounds  of  Feeney's  hardscrabble  upbringing;  his  explusion 
from  Manhattan's  selective  Regis  High  School;  and  his 
financing  his  way  through  Cornell  University's  hotel 
management  school  as  the  "sandwich  man,"  selling  700 
baloney-and-cheeses  a  week  out  of  a  wicker  basket. 

Feeney's  early  days  in  business  were  an  exercise  in 
frugality.  He  held  meetings  in  coffee  shops  and  had  an 
entertainment  budget  of  zero.  With  his  business  partner, 
Robert  Miller,  he  built  Duty  Free  Shoppers  into  an 
international  behemoth.  That  part  was  known  throughout 
the  1970s  and  '80s.  What  wasn't  known  until  1997  was  that 
15  years  before,  Feeney  had  decided  to  systematically  give  it 
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all  away.  He  had  grown  tortured  about  the  state  of  the  wor 
and  his  having  so  much.  In  1982  he  secredy  transferred 
his  share  of  Duty  Free  to  an  offshore  Bermuda  foundation 
he'd  set  up  named  Adantic  Philanthropies.  It  was  one  of  d 
biggest  and  most  unusual  philanthropic  feats  in  history. 

Feeney  was  obsessed  with  concealing  his  identity  and  evt 
keeping  the  endowment  a  secret  from  Miller,  who  revels  in . 
life  of  ostentation  and  whose  socialite  daughters  went  on  to 
marry  a  prince,  a  Getty,  and  a  von  Furstenberg.  Any  grant  ft 
Adantic  came  with  hyper-lawyered  nondisclosure  agreemei , 
and  vows  of  secrecy.  He  agreed  to  this  book  only  because  th  | 
story  was  already  leaking  out,  and  he  wan ) 
to  make  sure  the  details  were  correct. 

O'Clery  also  shows  how  Feeney  used  hi;  ? 
philanthropy  to  further  political  ends— 
notably  Feeney's  role  in  trying  to  advance 
the  Irish  peace  process  through  backdoor  ' 
diplomacy.  Irish  leaders  credit  Feeney  witi  | 
helping  to  build  reconciliation  in  that  cour  J 
As  the  father  of  the  "giving  while  livin  j 
school  of  philanthropy,  Feeney  has  had  a  l 
great  deal  of  impact  in  philanthropic  circi 
This  carpe  diem  approach  has  influenced  t 
other  super-philanthropists,  including  B:  I 
Gates  and  Michael  Dell,  to  donate  their 
fortunes  during  their  lifetimes  as  oppose' 
to  bequeathing  riches  posthumously. 
The  philosophy  goes  against  the  grain 
of  most  American  philanthropy,  where 
charities  limit  annual  giving  to  5%  of  the  fl 
endowments.  In  2003,  Feent  I 
Atlantic  made  a  stunning 
announcement:  It  planned  1 1 
spend  itself  out  of  business  c  1 
the  next  12  to  15  years,  givini  1 
away  $350  million  annually  ll 
to  four  causes:  disadvantage J 
children,  the  care  and  treatn  t 
>of  the  elderly,  global  health 
problems,  and  human  rights  | 
^^^^^^^^m  Feeney's  spend-it-now 

philanthropy  has  also  influei  | 
others  to  better  prepare  their  children  for  lives  of  privilege 
minus  the  psychological  hex  wealth  can  sometimes  be.  In 
keeping  with  his  ideas  that  life  should  not  be  an  acquisiti( 
spree  and  that  work  and  a  sense  of  purpose  ultimately  bri 
a  richer  existence,  Feeney  long  ago  bestowed  modest  sum 
on  each  of  his  five  children.  He  did  the  same  for  himself. 
The  worth  of  his  stake  today?  $1.5  million.  Feeney  isn't 
just  influencing  current  philanthropic  practice.  He's  also 
picking  up  where  Andrew  Carnegie  left  off:  As  the  legend 
steelman  said:  "The  man  who  dies  rich  dies  disgraced."  I 

-By  Michelle  C( 
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philanthropy 
was  kept 
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For  more  advertiser  information,  log  onto 
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Email:  MMiller@classifiedinc.com 


Package  Design 


swerve. 

Designs  for  Brands 


Creating  the  worlds  most  exciting 

structural  packaging  solutions. 

Innovative  ideas,  fully  engineered 

Engaging  consumers  and  driving  sales 


77  Chambers  Street. 

New  York.  NY  10007 

tel  212  742  9560 

www.swerveinc.com 


Business  Services 


(CHINA  RECRUITMENT 


3EO,  GM,  Operations  Dir.,  CFO,  HR 
vlgr,  etc.,  All  industries,  20  yrs  in  China. 
12  yrs  in  recruiting  for  multinationals, 
\ust.  passport  holder,  Chinese  origin; 
ible  to  find  you  the  right,  high-quality 
andidates  with  integrity.  Good  English 
skills.  Reasonable  fees: 


:  86-1360  1099  872 
:  ashum@onpressint.com 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Jnspoiled  Beaches,  History  &  Nature 

n  colonial  Campeche.  Large  Sea 
Branch  lots  from  $75,000,  Beachfront 

[rem  $125,000. 

www.SantillanaSeaRanch.com 
T5antillanaSeaRanch@gmail.com 

800-517-8340 


Marketplace  Advertisers 


The  BusinessWeek 
jMarketPlace...lt  Works! 


•  Advertise  in  the  BusinessWeek 
Marketplace  and  reach  nearly 
5  million  responsive  readers. 

•  Reaching  more  business 
professionals  than  any  other 
business  magazine... 

Caii  312-464-0500  for 

additional  Marketplace  advertising 
information  and  rates,  or  email 

,  MMiller@classifiedinc.com 

(For  customer  service/subscription 
,0  call  1-800-635-1200) 


Industrial  Design 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  of 

TOPBUSINESSE 
for  2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  $  1  Ok  -  $  1 0  mill  ion . 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 

a4^  800-336-3933 

v-  www.viewbfc  com 

The  Loan  Consultants,  Inc,  since  1 983 


Industrial  Design 
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IdeasFaceTime 


WITH  MARIA  BARTIROMO 


An  Unlikely  Paul  Revere 


0HT  WHAT  A  DIFFERENCE  20  months  can 
make.  When  Lee  Raymond  retired  in  early 
2006  after  leading  ExxonMobil  to  record  prof- 
its, he  was  the  quintessential  Texas  oilman.  If 
the  notion  of  developing  alternative  fuels  and 
putting  pressure  on  Detroit  to  build  more  fuel- 
efficient  cars  ever  crossed  his  mind,  it  didn't 
cross  his  lips.  But  as  architect  of  a  new  study 
by  the  National  Petroleum  Council,  a  federal 
advisory  group,  Raymond  has  become  a  sort 
of  Paul  Revere  of  energy,  warning  of  coming 
shortages  by  2030  if  America  does  not  act  now. 

The  NPC  report  says  that  world 
energy  demand  will  increase  by 
up  to  60%  in  the  next  25  years. 
Is  production  peaking? 

What  the  report  says  is  that  there 
are  more  than  adequate  resourc- 
es. The  problems  that  the  world 
faces  are  not  related  to  what  I 
call  geologic  risk.  They're  relat- 
ed to  above-ground  risk.  They're 
related  to  political  issues,  access 
issues,  financing  issues,  scale  is- 
sues, technology  issues.  The  im- 
portant thing  for  people  to  un- 
derstand is  that  major  projects 
in  this  industry  take  a  long  time. 

So  even  in  the  most  optimistic  case,  I  suspect  that  the  industry 
would  have  trouble  keeping  up  with  the  growth  in  demand. 

So  how  do  we  deal  with  that? 

We  make  the  point  that  it's  all  hands  on  deck.  By  that  I  mean 
all  sources  of  energy  that  meet  the  competitive  standard  set 
by  the  market  should  be  encouraged.  That's  coal,  clean  coal, 
nuclear,  conventional  oil  and  gas,  nonconventional  oil  and  gas, 
biofuels,  solar.  Anything  that  can  clear  the  economic  hurdle 
needs  to  be  encouraged. 

But  when  you  were  CEO  of  ExxonMobil,  you  said  many 
times  that  there  are  few  alternatives  to  oil  when  it  comes  to 
transportation.  Do  you  still  feel  that  way? 

Well,  the  NPC  study  says  that,  yes.  That's  still  one  of  the  fun- 
damental issues  that  the  whole  energy  complex  faces.  When  it 
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comes  to  transportation  fuels— for  jets,  ships,  trains— the  n 
transportable,  economic  fuels,  and  the  fuels  with  the  higl 
energy  content,  are  those  that  come  from  oil  and  gas.  To  s< 
extent,  the  liquid  fuel  supply  can  be  augmented  by  some 
fuels.  But  ethanol  from  corn,  for  example,  has  real  limitat 
because  it  has  an  impact  on  the  food  supply. 

Why  has  Detroit  been  so  slow  to  build  more  fuel-efficient  c; 

Well,  you  know,  I  have  to  be  a  little  careful  here,  Maria.  Sr 
have  suggested  that  one  of  the  targets  of  this  study  is^ 
automobile  industry.  In  fact,  that  was  never  the  intent.  E 
think  it  would  be  fair  to  say  that  [Detroit]  ought  to  be  stro 
encouraged  to  move  to  the  best  available  technology  as  fa; 
it  can.  Because  even  if  it  were  to  start  doing  so  soon,  it  wi 
years  before  that  results  in  a  new  car.  As  old  Willie  Sutton  1 
to  say:  "The  reason  I  go  rob  banks  is,  that's  where  the  me 

is."  If  you  want  to  improve 

energy  efficiency  of  this  c< 

try,  you  ought  to  go  to  w 

^^^^^^^■^fe      most  of  the  fuel  is  used,  w. 

^^^^^^^^^™      is  transportation. 

Does  it  concern  you  that  thrl 
Chinese  are  trying  to  lock  i  J 
oil  assets  all  around  the  gl< 

I  think  the  Chinese,  as  we 
others  who  are  in  this  g: 
game,  will  recognize  tha 
I've  said  many  times,  we'i 
in  this  together.  The  Chi 
can't  be  energy  indepem 
The  U.S.  can't  be  energy  i 
pendent.  All  the  major  use 
energy  are  going  to  have  to  learn  how  to  work  together  to  i 
sure  that  there  are  adequate  energy  supplies. 


Are  you  surprised  that  high-priced  oil  hasn't  slowed  down 
U.S.  economy  more? 

I  won't  say  surprised,  but  I  am  a  little  bit  taken  aback.  I 
look  over  the  past  two  or  three  years,  the  runup  in  oil  p 
hasn't  had  that  much  impact  on  demand,  and  it  doesn't  aj 
to  have  had  that  much  impact  on  the  economy  in  gene 
guess  what  that  tells  us  is  that  we're  being  a  little  more  eff 
in  using  oil  than  probably  some  of  us  had  thought.  And  sei 
I  guess  we've  demonstrated  that  if  s  not  true— as  people  a] 
thought— that  adding  a  dollar-a-gallon  tax  on  gas  would 
a  significant  impact  on  demand.  ■ 

Maria  Bartiromo  is  the  anchor  of  CNBC s  Closing  Bell. 


POST-EXXON 

Raymond 
is  open  to 
alternative 
fuels  now 


turn 


ONE  NATURAL  resource 

ONTARIO  IS  MINED  MORE  THAN  ANY  OTHER. 


Innovative  industries  have  been 


unearthing  talent  in  Ontario  for  decades,  and  have  polished  it  into  the  most  highly  skilled 
workforce  in  the  G8.  It's  also  the  most  knowledgeable;  with  56%  having  a  post-secondary 
education,  the  highest  rate  of  any  industrialized  nation.  In  fact,  the  2005  World  Competitiveness 
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needs  of  a  competitive  economy.  And  competitive  we  are,  in  fields  as  diverse  as  IT  and 
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as  Ontario's  44  universities  and  colleges  produce  a  steady  supply  of  graduates  every  year 
in  mathematics,  engineering  and  sciences.  Put  Ontario's  minds  to  work  for  you.  There's  no 
better  place  in  the  world  to  do  business.  ^^ 
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BY  JACK  AND  SUZY  WELCH 


Wielding  the  Velvet  Hammer 


What's  the  best  approach  for  leading  creative  people,  and  does 
it  really  differ  from  leading  everyone  else? 

-Joe  Burke,  Los  Angeles 

Do  the  creatives  in  an  organization  need  special  handling?  In  a 
word,  yes.  Leading  people  who  often  don't  think  of  themselves 
as  employees  of  anyone  or  anything,  let  alone  followers 
embedded  in  an  organization  consisting  of  levels,  layers,  and 
moving  parts,  is  about  as  far  from  Management  101  as  you 
can  get.  In  fact,  if  s  an  art,  drawing  on  all  sorts  of  soft  skills, 
like  empathy,  an  ability  to  nurture,  and  ad  hoc  psychological 
counseling.  But  what  a  mistake  if  you  lead  creative  people 
from  your  heart  and  stop  there.  Managing  creative  people  also 
requires— it  even  demands— a  measure  of  authority.  Nothing 
heavy-handed,  of  course.  You  don't  want  your  resident  out-of- 
the-box  thinkers  running  for  the  exits.  With  their  fresh  ideas 
and  unique  perspectives,  they  can  be,  and  often  are,  the  reason 
for  breakthrough  products  and  new  ways  of  working,  and  even 
the  impetus  for  whole  new  businesses.  Still,  creative  people 
must  know  that  boundaries  and  values  exist,  and  they  have  to 
respect  them.  Because  if  they 
don't,  creative  people  have  a 
way  of  going  off  the  rails— and 
taking  the  workaday  core  of  the 
company  with  them. 

Now,  we  realize  that  the 
velvet  hammer  part  of  the 
approach  we  recommend 
is  somewhat  counter  to  the 
conventional  wisdom  about 
managing  creatives,  which  runs 
that  writers,  editors,  artists, 
software  designers,  engineers, 
research  scientists,  and  even 
a  few  particularly  inventive 
investment  bankers  should  be 

left  alone.  They're  different  from  you  and  me,  the  thinking 
goes:  deeper,  more  mysteriously  wired,  more  fragile.  Treat 
them  like  worker  bees,  and  they  sting.  Treat  them  like  hallowed 
Yodas,  and  their  wisdom  flows. 

WE'D  BE  TEMPTED  TO  blow  this  view  off  as  nonsense,  except 
that  some  of  it  is  true.  The  most  creative  people  can  often  be 
intellectually  complex  and  emotionally  delicate.  They  can  be 
odd  or  prickly.  Some  are  quite  antisocial.  Many  started  hating 
the  status  quo  in  grade  school  and  have  never  stopped.  Who 
knows  whether  those  traits  are  due  to  the  way  their  brains 
work  or  the  way  most  societies  allow  (and  even  encourage) 
artistic  types  to  act.  Regardless,  true  creatives  do  seem  to 

116  I  BusinessWeek  I  September  24,  2007 


Creative 
types  need 
special  care, 
but  thev  are 
the  lifeolood 
ofyour 
company 


shut  down  when  squeezed  into  normal  strictures,  and  goo 
managers  need  to  be  wary  of  that. 

But  businesses  aren't  museums.  They  exist  not  to  show< 
creative  output  but  to  capitalize  on  it.  For  that  to  happen, 
something  has  to  give.  And  that  something  is  the  typical 
creative  person's  underlying  notion  that  he's  a  free  agent. 
One  employee— a  gifted  writer  who  used  to  miss  deadline: 
with  abandon— once  told  one  of  us:  "You're  not  the  boss  c 
me."  Technically,  he  was  flat  wrong,  but  not  in  his  own  mi 

Now,  many  creative  types  do  accept  basic  organizational 
principles  and  procedures.  They  push  boundaries  but  do  nc 
cross  them,  and  as  a  result,  their  teams  and  organizations  fi 
ahead.  But  too  often,  companies  also  contain  those  who  are 
exquisitely  talented  that  their  buck-the-system  behaviors  gt 
pass.  The  brilliant  scientist  who  treats  his  young  associates 
serfs.  The  award-winning  art  director  who  scoffs  at  corpora 
pleas  for  cost-cutting.  The  ingenious  video  game  designer  a 
won't  talk  to  the  marketing  department.  Outrageous  behav 
yes.  But  when  the  creatives  displaying  them  are  good  enoui 
many  managers  look  away.  Who  wants  to  drive  off  the  goos 
that  lays  the  golden  eggs? 

The  problem,  though,  is  that  negative  behaviors  tend  to 
highly  contagious  among  creatives.  After  all,  many  of  them  I 
already  acting  against  type  on  the  job:  They're  conforming  I 
more  than  they'd  like.  And  so  they  seize  upon  any  opportui  I 
to  break  from  the  corporate  herd.  The  next  thing  you  know  I 
dysfunctional  behaviors  start  to  spread.  People  start  workii  I 
when  and  where  they  want,  which  usually  means  alone.  Tr  I 
stop  sharing  ideas  with  mainstream  "grunts."  Often,  they  f  | 
sniping  at  each  other  over,  of  all  things,  creative  difference; 

Such  freedom  may  be  a  relief,  if  not  a  thrill,  for  the 
creatives  who  are  enjoying  it,  but  if  s  usually  agony  for 
regular  employees,  who  start  to  feel  like  disenfranchised 
outsiders.  "Why  do  the  creatives  get  so  much  slack,"  they  I 
wonder,  "while  we  get  none?/'  That's  a  question  conduch  | 
only  two  kinds  of  environment:  chaos  or  stalemate. 

Which  leaves  leaders  in  a  unique,  but  not  irresolvable,  b 
To  win  in  the  marketplace,  leaders  absolutely  must  respect  | 
the  individuality  of  creative  people.  They  are  different.  But 
you  want  your  organization  to  cohere  and  thrive,  you  must  I 
make  sure  they  keep  that  difference  within  bounds.  Yes,  so 
creatives  might  balk;  some  might  even  walk.  But  remembt  J 
you  are  indeed  the  boss  of  them— and  everyone  else.  For  tr  " 
sake  of  the  organization,  you  need  to  act  that  way.  II 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  th 
at  thewelchway@businessweek.com.  For  their  new  weekly  h 
podcast,  go  to  businessweek.com/search/podcasting.htm. 
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to  the  edge  of  your  comfort  zone? 
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one,  or  even  seven  continents,  smoother  for  our  customers. 
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comfortable  with  the  outside 
world.  But  will  they  be  open  to 
the  political  reforms  many  in  the 
West  are  hoping  for? 
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Greg  Verdino,  blogger  and  chief  strategy  officer  at  marketing  fin 
Crayon.  Go  to  businessweek.com/go/07/online  for  all  this  and  more 
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Pure  Performance 


Absolute  Precision 
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WESTFIELD  Fashion  Square  8 1 8.986.2240 
THE  COMMONS  at  Calabasas  ■  818.225.0600 


The  all-new  2008  Mercury  Sable  with  a  five-star  crash  safety  rating.  The  real  beauty  of 
this  car  goes  much  deeper  than  its  spacious  interior.  A  network  of  safety  innovations,  like  the 
Safety  Canopy »  System  and  impact  diversion  architecture,  makes  the  new  Sable  rated  one  of  the 
safest  cars  on  the  road:*  It's  a  smarter  design  that  wraps  you  in  confidence  as  well  as  leather** 

mercuryvehicles.com 
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'This  sends  a  message  we're  in 
deep  doo-doo." 

-Robert  Toll,  CEO  of  luxury-home  builder 

Toll  Brothers,  on  what  the  Fed's  larger-than-expected 

half-percentage-point  interest  rate  cut  says  about  the 

economy,  as  reported  by  USA  Today 
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rhe  Sky-High  Costs 
3f  a  Satellite  Deal 


I  T'S  CRUNCH  TIME  for  satellite  radio: 
I  Federal  Communications  Commission 
I  Chairman  Kevin  Martin  says  his 
ial  is  to  reach  a  decision  by  yearend  on 
nether  to  approve  a  merger  of  Sirius 
tellite  Radio  and  XM  Satellite  Radio.  The 
rdict  can't  come  too  soon  for  Sirius  CEO 
el  Karmazin  and  XM  Chairman  Gary 
arsons.  They've  spent  millions  to  blunt 
position  to  the  deal.  "In  this  merger, 
.vyers  will  make  more  money  than  the 
inkers,"  Karmazin  says. 
Leading  the  charge  against  the 
erger  is  the  National  Association  of 
oadcasters  (NAB),  which  represents 
iditional  radio  and  TV  stations.  It  argues 
at  if  the  only  two  players  in  satellite 


merge,  local  stations  and  listeners  will 
lose  out.  "Monopolists  have  the  ability 
to  raise  prices  and  discriminate,"  David 
Rehr,  NAB  president,  told  Congress.  XM 
and  Sirius  argue  that  together  they  would 
control  just  3%  to  4%  of  the 
entire  radio  market. 

XM  and  Sirius  have  fielded 
an  army  of  lawyers  to  sell 
Washington  on  the  deal.  In 
recent  SEC  filings,  Sirius  said  it 
spent  $650,000  on  lobbyists  in 
the  first  half  of  2007  XM  reported 
it  had  anted  up  $580,000.  Together,  the 
two  hired  13  lobbying  firms.  At  XM,  the 
Palmetto  Group's  $70,000  tab  is  so  far  the 
largest.  At  Sirius,  Wiley  Rein's  $420,000 


Sirius  and  XM 
are  spending 
huge  sums  to 
blunt  merger 
opposition 


invoice  is  the  biggest. 
Those  numbers  are 
dwarfed  by  what  the  NAB 
has  spent:  $4.3  million  in 
the  first  six  months  of  the 
year.  It  has  used  10  firms, 
led  by  the  Ashcrofl  Group, 
run  by  the  former  Attorney 
General. 

Sirius  (where  Howard 
Stern  stars)  and  XM  (which 
offers  Oprah  &  Friends)  are 
a  bit  surprised  by  the  strong 
resistance  to  the  merger. 
Karmazin  notes  that  when 
AT&T  acquired  BellSouth  for 
more  than  $80  billion,  there 
wasn't  one  congressional 
hearing.  "We've  done  four,"  he 
says,  "on  two  companies  that 
have  never  made  a  dime." 

Lobbying  fees  are  only  part 
of  the  expense.  In  a  recent  SEC 
filing,  XM  reported  that  for  the 
first  half  of  2007,  general  and 
administrative  costs  were  up 
93%,  to  $70  million,  a  surge 
driven  "primarily  by  an  increase 
in  consulting  fees  and  legal  fees" 
associated  with  transactions  "such  as 
the  pending  merger  with  Sirius."  An 
XM  spokesman  says  the  merger-related 
part  of  this  came  to  $12  million.  Sirius' 
merger  expenses  over  the  same  period 
were  $19  million.  Combined,  that  works 
out  to  roughly  $170,000  a  day. 

With  a  merger,  Sirius  and  XM  stand  to 
save  a  lot  of  money.  "There  are  billions 
of  dollars— billions  with  a  'B'— that  could 
be  saved,"  says  Karmazin.  And  failing 
to  merge  could  be  costly.  On 
their  own,  they  might  be 
tempting  targets  for  a  satellite 
TV  company  such  as  Directv 
Group  or  a  cable  provider 
such  as  Comcast.  At  Sirius, 
there's  also  speculation  that 
Stern  might  bolt  in  search  of  a 
bigger  audience.  But  Karmazin  says  the 
shock  jock  cherishes  his  freedom  from 
FCC  constraints.  "Howard  will  never  go 
back,"  he  says.  -Peter  Elstrom 
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HE'S  STILL 
BEATING 
THE HOUSE 

Ed  Thorp's  moment  is 
coming-again.  Thorp  is  an 
investor,  mathematician, 
and  crack  blackjack  player 
whose  winning  system  got 
him  expelled  from  Reno 
casinos  in  the  1960s.  Now  his 
1967  work,  Beat  the  Market: 
A  Scientific  Stock  Market 
System,  has  been  named 
one  of  the  most  sought-after 
out-of-print  books  of  the  past 
yearbyBookFinder.com. 

Beaf  the  Market,  which  sells 
for  up  to  $750  on  Amazon, 
com,  describes  his  investing 
system,  a  precursor  of  the 
Black-Scholes  formula. 
Why  is  the  book  so  hot  now? 
Perhaps  it's  rising  interest  in 
the  relation  between  gambling 
and  investing.  Thorp  also 
gets  mentions  in  recent 
books,  including  Nassim 
Nicholas  Taleb's  best-seller  on 
probability,  The  Black  Swan. 
Another  attention-getter: 
publicity  about  a  cigarette- 
pack-size  computer  co- 
invented  by  Thorp  in  the  '60s, 
to  be  exhibited  next  spring 
at  Germany's  Heinz  Nixdorf 
computer  museum.  "It  could 
predict  where  a  roulette  ball 
would  land,"  he  says. 

-Hardy  Green 
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401  (k)  FOCUS 

DOES 

MATCHING 

MATTER? 

AUTOMATIC  enrollment  has 
become  the  hot  thing  in 
401(k)s.  About  a  third  of 
companies  automatically 
deduct  retirement  savings 
from  paychecks  unless 
workers  opt  out.  Almost  all 
of  them  also  partially  match 
workers'  contributions.  The 
intriguing  question:  Could 
they  stop  chipping  in  and  still 
get  high  participation  levels? 

The  answer  seems 
to  be  yes.  Economists 
analyzed  401(k)  plans 
at  nine  companies  with 
automatic  enrollment  and 
various  matching  schemes, 
including  one  that  stopped 
matching.  Their  conclusion: 
Dropping  the  match  would 
lower  participation  rates  by 


a  mere  5  to  11  percentage 
points.  That's  important, 
since  under  federal  pension 
rules  the  more  lower-paid 
workers  participate,  the 
more  higher-paid  employees 
can  contribute  to  the  tax- 
sheltered  plans. 

Will  some  of  the  98% 
of  companies  that  match 
now  think  if  s  safe  to  stop? 
"I'm  worried  about  people 
drawing  that  conclusion," 
says  David  Laibson,  who 


wrote  up  the  study  with 
Harvard  colleagues  Brigittel 
Madrian  and  John  Beshean] 
and  Yale's  James  Choi. 
Laibson  says  it's  still  in  the  ] 
interest  of  most  companies] 
to  contribute.  It's  a  recruiti;J 
tool,  he  notes.  And,  says 
Pamela  Hess,  retirement 
research  director  at  Hewitt  J 
Associates,  employers  don'" 
want  older  workers  clingini 
to  jobs  just  because  their  n<i 
egg  is  too  small.  -Peter  Coy 


FAST  FOOD  NATION 

MORE  GOLD  THAN  THE  GOLDEN  ARCHES 


THOSE  SUPERSIZE  returns  at  McDonald's  have 
its  investors  looking  savvy.  As  market  indexes 
struggle  to  maintain  year-over-year  gains  of 
15%  or  so,  the  company's  stock  is  up  about 
48%,  hitting  a  high  of  55.41  by  Sept.  19.  The 
latest  igniters:  a  50%  bump  in  the  annual 
dividend  and  a  plan  to  dish  out  at  least  $15 
billion  in  buybacks  and  bigger  dividends. 
Some  former  Mickey  D  investors,  however, 


may  have  reason  to  be  even  smugger.  Last  fa 
as  McDonald's  was  completing  its  spin-off  o 
Chipotle  Mexican  Grill,  it  gave  stockholders 
chance  to  swap  Big  Mac  holdings  for  shares 
the  soon-to-be-independent  burrito  unit.  Soi 
16.5  million  Chipotle  shares  were  distributee 
in  the  exchange.  Since  then  they  rose  more 
than  120%,  hitting  112.88  on  Sept.  14.  Why? 
The  company's  growth  rates  are  reminiscent 
those  turned  in  by  McDonald's  when  it  was : 
years  old,  as  Chipotle  is  now.  Revenues  are  u 
34%  in  the  latest  quarter,  with  profits  surgin 
by  85%.  -Michael Arndt 


The  Power  of  Dreams. 


Transamerica  companies  offer  insurance,  investment,  and 
retirement  strategies  to  help  make  your  dreams  a  reality. 


Transamerica 

The  Power  of  the  Pyramid9 


INSURANCE 

Transamerica  Financial  Life  Insurance  Company  is 


an  AEGOIMs  company 

INVESTMENTS         •  RETIREMENT 

'ess  in  New  York.  Transamerica  Occidental  Life  Insurance  Company  is  authorized  to  conduct  business  in  all  other  states. 
>  registered  trademark  ot  Augusta  National,  Inc. 
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SNACKS 


NEVER  GO 
SHOPPING 
HUNGRY 


IMPULSE  BUYING  at  the 

checkout  counter  may  not 
add  much  to  your  shopping 
tab.  But  your  waisdine's  a 
different  matter. 

As  part  of  an  independent 
study,  IHL  Consulting  Group,  a 
research  and  advisory  firm 
in  Franklin,  Tenn.,  recently 
polled  1,000  adult  shoppers 
nationwide  on  the  items  they 
grab  while  waiting  in  the 
cashier's  line— everything 
from  high-calorie  chocolates 
and  snacks  to  no-calorie 
purchases  like  water, 


magazines,  and  batteries. 

Taking  into  account 
the  caloric  count  of  items 
typically  found  on  those 
shelves,  the  researchers  then 
equated  each  item  with  200 
calories— a  conservative 
figure,  they  say. 

Here's  the  skinny:  The 
items  women  typically  buy 
from  checkout  displays  add 
up  to  about  14,300  calories 
every  year— enough  to 
pack  about  four  pounds 
onto  the  average  American 
woman,  using  the  standard 
conversion  of  3,500  calories 
to  one  pound. 

The  average  man  buys 
about  11,100  calories 
annually  at  checkout- 
enough  to  gain  about  three 
pounds.  And  males  under 
25,  who  are  the  biggest 
consumers  of  impulse 
calories,  pick  up  enough 
snacks  to  add  eight  pounds. 

The  most  tempting  items? 
For  women  under  25,  it's 
nonchocolate  candies.  For  all 
other  women  it's  chocolate— 
the  favorite  of  men  in  all  age 
groups  as  well. 

-Sonal  Rupani 


IN  THE  GLARE 

EGO  INFLATION?  UNDER  CONTRI 

FORMER  FED  CHIEF  Alan  Greenspan  may  have  a 
high  profile  and  command  high  speaking  fees  (up  t 
$150,000  a  pop).  But  as  he  tours  to  publicize  his  ne 
book,  The  Age  of  Turbulence:  Adventures  in  a  New 
World  (page  100),  he's  low-maintenance,  according 
to  some  of  his  handlers  and  hosts.  Greenspan  lays  | 
down  no  ground  rules  for  interviews.  And  he  has 
eschewed  formal  media  training  or  wardrobe  advic 
in  preparation  for  interviews  on  60  Minutes,  The 
Today  Show,  and  The  Daily  Show,  they  say.  (He  told 
60  Minutes  staffers  he  gets  "pointers"  from  his  wife 
NBC  correspondent  Andrea  Mitchell.)  For  his  60 
Minutes  segment,  he  showed  up  with  an  entourage! 
of  one-and  arranged  and  paid  for  his  own  hotel.  B! 
what  really  impressed  the  staff:  For  refreshment,  h 
accepted  a  cup  of  "newsroom  coffee."    -David  Kit 


FUEL  ECONOMY 

DETROIT  GAINS  IN  THE  MILEAGE  RACE 

REACTING  TO  higher  gas  prices,  buyers 

are  increasingly  eyeing  small  cars.  But 

some  new  models  have  gotten  less 

fuel  efficient  as 

carmakers  like  Toyota 

and  Volkswagen  go 

for  more  vroom  and 

room.  Not  everyone 

is  backsliding  on  fuel 

economy,  though. 

U.S.  brands,  often 


New  Model* 

Toyota  2008  Scion  xB 
24  mpg 

2008  Scion  xD 
28  mpg 

VW  2007  Rabbit 
22  mpg 

Saturn  Astra 
30  mpg 

Ford  2008  Focus 
28  mpg 

Predecessor* 

Toyota  2007  Scion  xB 
28  mpg 

2007  Scion  xA 
30  mpg 

VW  2006  Golf 
24  mpg 

Ion  Sedan 
24  mpg 

Ford  2007  Focus 
27  mpg 

*  All  mpg  figures  reflect  the  new  EPA  methodology  for  calculating  fuel  economy.  The  2008  Focus  and  Saturn  will  launch  in  October  and  November  and  have  not  had  their  fuel 
economy  EPA  certified.  Data:  www.fueleconomy.gov 


bashed  for  lagging  behind  Asian  mode 
have  been  making  strides  in  small- 
car  fuel  economy.  Saturn  is  importing 
General  Motors'  Opel 
Astra  from  Europe, 
where  fuel  economy  hi 
long  been  a  priority,  to 
replace  its  Ion.  Ford  pai 
weight  from  its  2008 
Focus  and  improved  it 
aerodynamics.  "We  us< 
to  look  at  fuel  econonr 
corporatewide," 
says  Ford  product 
development  chief 
Derrick  Kuzak.  Now 
"the  mandate  is  to 
improve  each  model's 
fuel  economy  at  every 
opportunity." 

-David  K 
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Go  ahead.  Book  your  flight, 

your  hotel  and  your  adventure  online,  with  confidence. 

Trend  Micro  internet  security  products  automatically  scan,  scrub  and  secure 

PCs,  keeping  them  safe  from  all  kinds  of  threats.  So  you  and  your  family  can  enjoy  the 

Web  the  way  it  was  meant  to  be.  Learn  more  at  trendmicro.com. 


GO  AHEAD.  WEB  IT  UP. 

TREND 

MICRO 


Securing  Your  Web  World 


upfront 


LET'S  RIDE 

THE  WILD 
ONES  AT 
ALLSTATE 

ARE  YOU  REALLY  in  good 

hands  with  this  hombre?  In 
a  stark  departure  from  its 
staid  mainstream  ads— the 
ones  starring  the  deep 
baritone  voice  of  actor 
Dennis  Haysbert— Allstate 
Insurance  is  going  after  the 
growing  motorcycle  market 
by  featuring  some  of  its  real- 
life  biker  agents. 

"Bikers  don't  necessarily 
think  of  Allstate  first  when 
it  comes  to  insuring  their 
'rides,' "  says  Lisa  Cochrane, 
Allstate's  vice-president 
for  integrated  marketing 
communications.  "So  we 
thought,  who 
better  to  talk 
to  riders  than 
folks  who  really 
understand  them?" 
The  motorcycle 
market  is  growing, 
thanks  to  increased 
interest  from  boomers,  with 
1.2  million  sold  in  2006, 
according  to  the  Motorcycle 
Industry  Council,  up  40% 
over  the  past  frve  years. 

Allstate's  new  print 
campaign,  which  launched 


The  insurer  is 
going  after 
the  growing 
market  for 
motorcycles 


on  Aug.  6,  took  shape  after 
market  researchers  at  Leo 
Burnett,  the  insurer's  ad  shop 
since  1957,  found  that  more 
than  600  of  the  insurer's 
14,800  independent  agents 
were  bikers.  Showcasing 
them  was  the  obvious 
approach  for  a  motorcycle 
campaign,  says  Mikal 
Pittman,  creative  director 
at  Burnett.  The  competition 
sells  on  price,  he  says, 
and  "has  customers  just 
dial  direct— we  have  real 
people."  (Progressive  is  a 
major  player  in  motorcycle 
insurance). 

Burnett  put  out  a  casting 
call  to  Allstate  agents, 
asking  those  close  enough  to 
Chicago,  New  York,  and  Los 
Angeles  to  ride  their  bikes  to 
photo  shoots  in  those  cities. 
Photos  of  15  agents  were 
chosen— some  for 
the  ads,  some  for 
mailings. 

To  bolster  its  new 
campaign,  Allstate 
is  heading  to  six 
motorcycle  rallies 
this  year,  offering 
workshops  on  how  to  keep 
bikes  running  safely  and 
smoothly.  The  company  also 
is  teaming  up  with  Rolling 
Stone  to  sell  downloads  of 
what  the  magazine  deems 
the  top  10  motorcycle  songs 


of  all  time  (Midnight  Rider 
by  The  Allman  Brothers 
Band  is  No.  1.) 

SOME  THINK  the  biker-agent 
ads  will  miss  their  mark. 
Allstate  is  "clearly  grappling 
with  how  to  get  at  this  hard- 
to-reach  customer,"  says 
Dean  Crutchfield,  senior 
vice-president  with  brand 
consultancy  Wolff  Olins. 
Crutchfield  says  the  ads 
will  alienate  bikers  outside 
the  Harley  crowd  who  ride 
BMWs  or  Yamahas.  "And 
the  weekend  cowboy,  don't 
forget,  wears  suits  five  days  a 
week,"  he  adds.  "Insurance  is 
insurance,  and  even  for  hard- 
core bikers,  the  response  will 
be  'I  want  to  be  insured,  not 
condescended  to.' " 


Allstate  says  it's  too 
early  to  gauge  results.  But 
it  maintains  that  the  ads 
stay  true  to  its  reliable, 
community-focused  brand 
image.  Consider  Dean 
Akey,  the  agent  pictured 
here.  He  has  two  kids  and  aJ 
background  in  finance.  (He 
was  a  commodities  trader 
for  20  years  before  moving 
into  insurance.)  And  he 
agreed  to  pose  on  his  bike 
only  after  "one  of  the  guys 
at  corporate"  said  it  would 
help  out  Allstate.  He's  also 
the  founder  of  Rescue  Ridei 
a  volunteer  first-responder 
group,  and  Biker4Biker, 
which  helps  riders  in  need. 
Not  such  a  bad  guy  to  have 
in  your  corner,  if  you  can  gel 
past  the  scowl.  -Burt  Helm  I 


HEALTH  INSURANCE 

IS  YOUR  PAYCHECK  KEEPING 


EMPLOYEES  now  pay  an  average  yearly 
premium  of  $3,281  to  cover  a  family  of  four 
under  company-based  health  insurance  plans. 
That's  $1,500  higher  than  in  2001— an  increase 
of  almost  85%,  according  to  the  latest  survey  by 
the  nonprofit  Henry  J.  Kaiser  Family  Foundation. 
Wages,  by  comparison,  grew  19%  over  that 
period,  and  inflation  17%.  (The  total  premium 
cost,  shared  by  employer  and  employee,  is  now 
$12,106  for  that  four-person  family,  a  78% 
rise  over  six  years.)  And  next  year?  The  survey 
suggests  that  co-pays  and  deductibles  will  rise 


Increase 

Employee 

Premiums 


Increase 

Employee 

Co-Pays 


Raise 
Co-Pay  for 
Prescriptions 


Increase 

Deductible 

Levels 


along  with  premiums. 


-Catherine  Arnst 


Data:  Kaiser/Health  Research  &  Educational  Trust  Survey  of  Employer-Sponsored  Health  Benefits,  2007 
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Does  it  seem  your  servers  are  taking  over? 
Let  CDW  help  you  regain  control. 


Hard  drives  and     :     IBM  Express  Model' 
hassis  sold  separately     • 


IBM  BladeCenter®  HS21  Server 


Two  Dual-Core  Intel®  Xeon®  Processors  5150  (2.66GHz) 
Memory:  4GB  std.,  32GB  max.  (PC2-5300) 
-  Hard  drives:  none  ship  standard;  up  to  two  SAS  drive  bays 
available,  292GB  maximum  storage 
8MB  (2  x  2MB  per  processor)  Level  2  Cache 
Integrated  Dual  Broadcom  5708S  Gigabit  Ethernet  controllers 


m     $4989 


Download  FREE 
Symantec  trialware1 


Symantec  Backup  Exec™  System  Recovery  7.0 

•  Captures  a  recovery  point  of  the  entire  live  Windows*  system 

•  Restores  individual  Microsoft/9  Exchange  e-mails,  folders  and  mailboxes 

Full  version  with  1  -year  Essential  Support2  $832.99  CDW  1209952 


IBM  System  Storage"  DS3400  Model,  Dual  Controller 

•  4Gbps  Fibre  Channel  interface  technology 

•  Easy  to  deploy  and  manage  with  the  DS3000  Storage  Manager 

•  Expandable  by  attaching  up  to  three  EXP3000s  for  a  total  storage 
capacity  of  14.4TB 

$9194.99  CDW  1242801 


e're  there  with  the  server  solutions  you  need. 

managing  your  growing  number  of  servers  and  your  growing  storage  needs  getting  to  be  too  much?  At 
)W,  we're  there  with  everything  you  need  to  optimize  your  servers.  From  server  consolidation  to  storage 
anagement,  networking  to  virtualization,  CDW  can  answer  your  questions  and  get  you  the  solutions  you 
ed.  So  call  today.  It's  time  you  ran  your  network,  not  the  other  way  around. 


CDW.com 


800.399.4CDW 


A  Express  savings  reflected  in  advertised  price;  IBM  Express  savings  based  on  a  .comparison' of  the  IBM  Express  price  versus  the  standard  list  price  of  an  identically 
figured  product  if  purchased  separately;  savings  may  vary  based  on  channel  and/or  direct  Standard  pricing.  'Essential  Support  includes  24  x  7  technical  phone  support 
upgrade  insurance;  call  your  CDW  account  manager  for  details.  'Download  free  Symantec  trialware  at  cdw.com/backupexec.  Offer  subject  to  CDW's  standard  terms 
I  conditions  of  sale,  available  at  CDW.com.  ©2007  CDW  Corporation 


The  Right  Technology.  Right  Away. 
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Our  future  power  needs  will  be  met 
by  conservation,  solar  energy,  and 
other  alternatives  to  coal  and  oil 
—not  by  splitting  the  atom." 


-AlMeyerhoJ 
Studio  City,  Ca/ij 


CHRISTINE  WHITMAN'S 
NUCLEAR  OPTION 

BRAVO  FOR  CHRISTINE  Todd  Whitman's 
"The  case  for  nuclear  power"  (Ideas:  Out- 
side Shot,  Sept.  17).  The  timing  couldn't 
be  better.  It  is  critical  that  the  country  de- 
velop alternatives  to  coal,  oil,  and  natural 
gas;  these  fossil  fuels  are  only  going  to  get 
shorter  in  supply  and  much  more  costiy. 
Other  sources  of  power  must  be  devel- 
oped. Nuclear  power  is  well  understood, 
and  if  the  shackles  to  this  technology 
are  removed,  manufacturers  of  reactors 
and  nuclear  power  plant  components  will 
sharpen  their  design  skills  and  lower  the 
costs  even  further. 

I  will  pay  serious  attention  to  any  Presi- 
dential candidate  with  the  guts  to  press  for 
the  nuclear  power  option.  I  think  this,  and 
alternative  energy  in  general,  is  perhaps 
the  most  important  issue  in  the  upcoming 
election.  Here's  hoping  that  some  of  our 
politicians  are  listening  to  Whitman. 

-Chris  Markk 
Pleasanton,  Calif. 

WITH  ALL  RESPECT  to  former  EPA  Ad- 
ministrator Christine  "I  never  said  Ground 
Zero  was  safe"  Whitman,  we  are  not  all 
"addicted  to  electricity,"  living  in  an  "al- 


ways on"  world.  Some  of  us  take  simpl 
steps  to  conserve  power— from  changin 
lightbulbs  to  being  "sometimes  off."  And 
more  of  us  did,  we  could  save  far  more  er 
ergy  than  Whitman's  nuclear  power  coul 
ever  produce.  As  California  Governor  Ai 
nold  Schwarzenegger  has  recognized,  on 
future  power  needs  will  be  met  by  cons© 
vation,  solar  energy,  and  other  alternative 
to  coal  and  oil— not  by  splitting  the  atom. 
Nuclear  power  has  proven  far  too  e; 
pensive  to  build  and  far  too  risky  to  ru 
to  save  the  planet— especially  in  this  pos  - 
September  11  age  when  nuclear  plants  ai 
sitting  ducks.  As  Rachel  Carson  put  it  moi 
than  four  decades  ago:  "We  are  challenge! 
as  mankind  has  never  been  challenge  i 
before  to  prove  our  maturity  and  master  i 
not  of  nature,  but  of  ourselves." 

-AI  Meyerhq 
Studio  City,  Cah 


WHITMAN  SAYS:  "Despite  its  controv© 
sial  reputation,  nuclear  is  efficient  an' 
reliable."  Yet  since  1950  there  have  bee 
20  nuclear  accidents.  One  was  major  (c 
Mar.  28,  1979,  at  the  Three  Mile  Islari 
nuclear  reactor)  and  one  catastrophic  (c 
Apr.  26,  1986,  at  the  Chernobyl  nucle; 
power  plant).  How  can  we  say  a  maj< 
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ReadersReport 


nuclear  accident  will  not  happen  again? 

Here's  the  reality:  Accidents  occur  be- 
cause humans  make  errors.  Those  errors 
can  be  hidden  at  the  design,  maintenance, 
management,  operation,  and  even  the 
regulation  level.  In  addition,  there  are 
conditions  that  increase  the  likelihood  of 
human  error  such  as  fatigue,  stress,  atten- 
tion and  memory  overload.  The  risk  of  an- 
other catastrophic  nuclear  accident  exists. 
While  the  risk  is  low,  the  consequences 
could  be  disastrous. 

You  have  to  ask  yourself:  On  what  do 
you  want  to  bet  your  future? 

-Frang  ois  Aubin 

CEO,  Cognitive  Group  Inc. 

Montreal 

WHITMAN  LEFT  OUT  a  key  point  while 
making  her  case  for  nuclear  power.  She 
should  have  made  clear  that  electricity- 
producing  uranium  has  a  life  of  30  or  so 
years.  After  which,  the  spent  and  still  radio- 
active uranium  would  have  to  be  stored  in 
a  stable  environment  for  about  250  million 
years.  Should  anything  upset  that  stability, 
the  earth's  climate  would  have  to  contend 
with  nuclear  pollution  for  a  long  time. 

-Greg  Habib 
Burbank,  Calif. 


WHITMAN,  SPEAKING  as  a  lobbyist  for  the 
nuclear  energy  industry,  fails  to  make  the 
case  for  nuclear  energy.  On  the  contrary, 
her  article  is  rife  with  error  and  absent  of 
hard  facts.  Among  other  things,  nuclear 
energy  is  not  efficient  when  one  consid- 
ers the  tremendous  amount  of  waste  heat 
dumped  into  nearby  waterways  to  keep 
the  reactor  cool  while  upsetting  the  eco- 
logical balance  of  the  aquatic  environment. 
Nuclear  energy  is  not  clean  or  we  wouldn't 
have  to  pay  $500  million  annually  just  to 
keep  the  controversial  Yucca  Mountain 
(Nev.)  waste  dump  site  available.  Tell  the 
people  of  Chernobyl  that  nuclear  reactors 
don't  produce  any  air  pollutants. 

Whitman  holds  over  our  heads  the 
possible  failure  of  power  grids  and  our 
need  to  build  more  nukes  to  keep  them 
up.  This  is  one  good  reason  to  lessen  our 
dependence  on  the  power  grid  by  build- 
ing more  localized,  renewable  energy  fa- 
cilities and  thus  decentralize  the  system 
and  become  less  vulnerable. 

She  says  nuclear  energy  provides  cost 
stability  with  uranium  prices  comprising 
"just  26%  of  production  costs."  She  fails 
to  tell  us  that  most  uranium  sources  are  in 
politically  unstable  regions,  part  of  a  long 
and  terrorist-vulnerable  supply  chain,  and 


CORRECTIONS  &  CLARIFICATIONS 

The  credit  for  the  image  on  the  cover  dated 
Sept.  24, 2007,  was  inadvertently  omitted. 
The  photograph  was  taken  by  Chris  Buck. 

In  "The  best  places  to  launch  a  career" 
(Cover  Story,  Sept.  24),  reference  to 
BusinessWeek's  partnership  with 
Philadelphia-based  research  firm 
Universum  Communications  on 
the  ranking  was  deleted  in  the  editing 
process. 


that  domestic  nuclear  facilities  are  ti 
doorway  to  nuclear  weapons  productioi 

Furthermore,  why  build  centralizi 
targets  that  terrorists  would  love  to  il 
tack  when  we  can  build  decentralize 
renewable  facilities  whose  sources  ha, 
not  26%  but  0%  production  costs? 

BusinessWeek  should  invite  peop 
from  the  nuclear  and  fossil  fuel  indust 
to  give  us  some  hard  numbers  for  co 
struction  costs,  in  both  dollars  and  tirri 
production  costs,  and  the  long-term  en' 
ronmental  and  health  costs.  In  additie 
readers  should  know  more  about  the » 
feet  of  each  form  of  energy  production » 


balance-of-trade  payments,  domes- 
job  creation,  strength  of  the  dollar, 
1  the  cost  of  maintaining  a  long-term 
bal  security  force  to  protect  energy 
•plies.  Only  then  will  businesspeople 
ible  to  make  informed  decisions. 

-Daniel  W.  Lake 
Litchfield,  Conn. 

L  ESTATE  FLIPPERS: 

JLOT  ON  THE  LANDSCAPE 

>JGRATULATIONS  ON  "If  these  walls 
Id  talk"  (UpFront,  Sept.  17),  expos- 
the  effect  of  flippers  on  the  real  estate 
rket  and  credit  implosion.  Flipping  is 
I  was  endemic  in  Silicon  Valley,  with  an 
mated  37%  of  the  real  estate  sales  at- 
mted  to  speculation.  This  exacerbated 
housing  price  escalation,  hurting  the 
ious  home  buyer.  Also,  the  interest- 
y  and  low  initial  mortgage  costs  ben- 
ed  the  flipper  as  much  if  not  more  than 
homeowner. 

dipping  did  improve  the  housing 
ck,  but  much  of  the  work  was  cos- 
tic  and  some  done  under  the  radar 
hout  permits.  Warranty  problems  are 
icult  to  resolve  with  flippers.  The 
)k  Find  It,  Fix  It,  Flip  It!  by  Michael 
rbert,  Penguin  Press,  2006,  has  done 


much  to  expand  the  flipping  market. 

Those  flippers  who  are  rushing  to  com- 
plete their  remodeling  in  a  rapidly  declin- 
ing market  could  be  in  trouble.  The  last 
real  estate  bubble  bust  in  the  1990s  left 
quite  a  few  people  sleeping  under  bridges. 
-Robert  J.  Hoffman 
Redwood  City,  Calif. 


RIGHT  BRAIN,  SAY  HELLO  TO  YOUR 
NEW  CO-WORKER,  LEFT  BRAIN 

AS  A  DESIGNER  pursuing  an  MBA,  I  have 
a  different  perspective  from  the  statement 
"designers  wouldn't  be  designers  if  they 
had  MBAs"  ("Sure,  you  can  draw.  Can  you 
manage?"  UpFront,  Sept.  17).  Design  is  a 
discipline,  and  design  solutions  should 
be  relevant,  addressing  factors  such  as 
revenue  goals,  the  competitive  environ- 
ment, brand  and  business  strategy,  and 
buyer  behavior.  Integrating  the  needs  of 
both  client  and  consumer  into  a  design 
that  is  interesting,  cost  and  use  appropri- 
ate, and  innovative  is  what  design  should 
strive  for,  and  what  businesses  should 
demand  of  their  designers.  If  such  factors 
aren't  considered,  the  result  isn't  design. 
It's  art,  and  the  business  isn't  a  client  but 
a  patron. 


The  formal  introduction  of  right  brain 
to  left  brain,  be  it  via  creative  exercises 
in  business  school,  business  classes  in 
design  school,  or  even  designers  seeking 
MBAs,  should  be  encouraged,  not  dis- 
missed. When  both  sides  of  the  brain 
operate  in  tandem,  it  increases  the  power 
of  creative  solutions.  You  don't  need  to  be 
a  designer  to  see  how  that  adds  up. 

-Vicki  Kiing 
San  Rafael,  Calif. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


The  Elegant  iPod  Touch 

The  new  iPod  Touch  from  Apple  is  in  a  class  by  itself.  It's  like  an  iPhone, 
only  without  the  phone.  It's  a  music  player,  though  not  the  best  choice  for 
that  role.  It's  a  wonderful  video  player  and  Web  browser,  despite  certain 
limitations.  Most  important,  it's  beautiful,  and  I  bet  it  sells  like  crazy,  even 
at  $299  for  an  8-gigabyte  version  and  $399  for  16  GB. 


The  Touch  screams  out  for  comparison  to  the  iPhone, 
which  costs  the  same  as  the  16-GB  version  but  offers  half  the 
storage.  The  new  iPod  has  the  same  general  appearance,  with 
a  similar  3M>-in.  display,  but  is  shorter,  noticeably  thinner, 
and  features  the  iPod's  trademark  polished  metal  back.  Its 
basic  software  is  the  same  as  the  iPhone's,  though  tweaked  in 
some  interesting  ways.  And  Wi-Fi  is  the  only  wireless  option. 
That  means  no  voice  service,  but  also  no  commitment  to  pay 
AT&T  at  least  $1,400  over  a  two-year  contract. 

Although  it's  called  an  iPod,  the  Touch  isn't 
the  best  choice  if  you  mainly  want  a  music 
player.  The  iPod  Classic,  at  $249  for  80  GB, 
is  much  more  capacious,  and  the  newly 
video-enabled  Nano,  $149  for  4  GB,  is  much 
cheaper.  Besides,  devices  optimized  for  one 
function— playing  music— do  it  better  than  the 
most  elegant  multipurpose  product.  The  lack  of 
dedicated  volume-control  buttons  on  the  Touch 
is  especially  annoying. 


THE  CHIEF  ATTRACTION 

of  the  Touch  is  the  Web 
browser,  which  is  shared 
with  the  iPhone  and  is  by 
far  the  best  on  any  handheld 
device.  None  of  the  others  let 
you  magnify  or  shrink  the 
contents  of  a  large  Web  page 
by  spreading  or  pinching 
your  thumb  and  index 
finger,  or  drag  a  page  just  by 
touching  the  screen.  But  the 
Touch  shares  a  major  defect 
with  the  iPhone:  the  inability 
to  play  Adobe  Flash,  which 
prevents  many  videos  and 
Web  pages  from  displaying 
properly  or  at  all.  This  would 
be  easy  to  fix  if  Apple  would 
just  do  it. 

Wi-Fi  can  also  be  used 
to  download  music,  but  not 


Palm  candy: 
More  than 
an  iPod, 
less  than 
an  iPhone 
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GREAT  VIDEOS 
PLUS  WI-FI 


videos,  direcdy  from  the  iTunes  store.  (The  same  capability  h; 
been  added  to  the  iPhone.)  And  the  Touch  can  view  a  selectio 
of  videos  from  YouTube.  But  the  iPhone's  weather  and  stock- 
price  applications  have  been  left  off  the  new  device.  And 
with  no  phone  service,  there's  no  text  messaging,  other  than 
resorting  to  Web-based  chat  programs. 

E-mail  is  a  much  bigger  omission.  You  can  use  the 
browser  to  reach  Web  services  such  as  Hotmail,  but  they 
are  hard  to  navigate  on  the  small  screen.  The  iPhone's  mai  I 
application,  while  not  great,  is  much  better 
than  this.  Apple  apparently  believes  you  shou  i 
buy  an  iPhone  if  you  want  real  e-mail. 

Don't  even  think  about  using  the  Touch's  Wi 
Fi  for  a  Skype-like  phone  service.  Programmer 
often  figure  out  how  to  add  applications,  as 
they  have  to  the  iPhone.  But  Apple  has  made 
sure  hackers  won't  turn  the  Touch  into  a 
phone.  It  has  neither  an  audio  input  jack  nor 
Bluetooth  wireless,  so  there's  no  way  to  connei 
a  microphone. 

With  the  Touch,  you're  also  getting  about  | 
half  a  personal  digital  assistant.  You  can 
download  your  calendar  from  Microsoft  Outlook,  b 
you  cannot  edit  or  add  appointments,  nor  can  you  £. 
updates  over  Wi-Fi.  Contacts  are  a  different,  happkii 
story:  You  can  add,  delete,  or  edit  those  synced  witl 
Yahoo!  or  Outlook. 

Apple's  marketing  mayens  are  very  clever  folks,  and 
I'm  sure  that  all  of  the  decisions  over  what  to  include  a 
what  to  leave  off  result  from  careful  calculations.  The 
omissions  I've  described  probably  won't  make  a  dent 
in  the  soon-to-be  explosive  sales  of  the  Touch.  Still,  if  s 
a  shame  Apple  has  delivered  such  a  beautiful  and  well- 
conceived  piece  of  hardware  with  locked-down  softwai 
that  makes  it  far  less  useful  than  it  could  be.  ■ 

E-mail:  tech&you@businessweek.c 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  colurr  ' 
go  to  businessweek.com/search/podcasting.htm 
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BY  JON  FINE 


The  Old  Mad  Ave,  Built  Anew? 

Miles  Nadal  juggles  two  BlackBerrys  and  four  cell  phones.  (Plus  two 
backups.)  You  may  forgive  him  since  his  company  is  rather  diffuse.  Nadal's 
business,  which  is  based  in  Toronto  and  has  offices  in  New  York  while  he 
resides  in  the  Bahamas  (got  all  that?),  is  MDC  Partners.  MDC,  founded  in 
1980,  has  amassed  a  crazy-quilt  of  40  companies  that  individually  focus  or 


specific  aspects  of  the  marketing  ecosystem: 
public  relations,  creative  agencies,  design, 
brand  strategies,  and  media  buying.  It 
focuses  on  the  boutique  rather  than  the  big- 
big.  MDC's  calling  card  is  the  star  creative 
shop  Crispin  Porter  +  Bogusky,  a  Miami  ad 
agency  that,  thanks  to  its  renowned  work 
for  Burger  King  and  a  host  of  others,  has, 
despite  occasional  misfires,  remained  hot 
pretty  much  since  the  turn  of  the  century. 
These  days,  Nadal  is  expanding  MDC's 
portfolio  through  a  novel  strategy  that 
he  calls  "lift-outs"— creating  startups  by 
backing  talent  lurking  inside  other  ad 
companies.  He  has  made  four  such  deals 
this  year,  most  recently  in  mid-August 
with  an  as-yet-untitled  New  York  agency 
aimed  at  the  Hispanic  market  that  launched  with  two 
executives  from  Young  &  Rubicam  agency  Bravo  and  one  vet 
of  independent  agency  Vidal  Partnership.  Previously  in  2007 
came  lift-outs  with  a  group  of  Canadian  employees  of  Publicis 
Groupe  who  now  make  up  Push  Interactive,  the  digital  arm  of 
MDC  agency  ACLC,  and  with  refugees  of  Interpublic  Group's 
Futurebrand,  who  now  toil  for  Nadal  at  MDC  strategy-and- 
branding  firm  Ito  Partners.  While  marketing  and  ad  mavens 
fret  and  obsess  over  clicks,  metrics,  and  bang  for  the  buck, 
Nadal  is  selling  creativity  and  cool— or,  more  precisely,  his 
company's  understanding  of  both.  Another  selling  point: 
Those  involved  in  his  lift-outs— and  acquisitions,  for  that 
matter— typically  maintain  significant  equity  stakes  in  their 
companies.  "You  are  either  perceived  to  be  innovative  and 
enterprising  as  an  institution  or  you're  not,"  says  Nadal.  "We 
sort  of  want  to  be  the  Goldman  Sachs  of  marketing  services." 

DEPENDING  ON  WHOM  YOU  TALK  TO,  a  certain  glamour  still 
clings  to  the  world  of  advertising.  But  there's  a  reason  why 
the  AMC  series  Mad  Men  seems  as  elegiac  as  a  sad  song. 
Those  glory  days  are  almost  a  half-century  old,  and  the  ad 
world  long  ago  consolidated  into  massive  conglomerates. 
The  aggregate  revenues  of  WPP  Group,  Publicis,  Interpublic, 
and  Omnicom  Group  last  year  approached  $35  billion.  (As 
with  big  media  companies,  their  track  records  sometimes 


argue  against  the  wisdom  of  chasing  bulk 
for  its  own  sake.)  There  is  also  a  new  wave 
of  renowned  independent  creative  agencies, 
including  Strawberry  Frog,  Taxi,  Droga5,  andi 
Anomaly.  Somewhere  between  these  poles 
lies  MDC,  which  last  year  posted  revenues  of 
around  $425  million.  But  it  has  a  rep  that  still 
makes  it  attractive  to  wild-minded  creatives 
and  entrepreneurial  types  alike.  "I  don't  love 
the  holding-company  thing,"  says  Ito's  DavidJ 
Melan^on.  (MDC  is  by  definition  a  holding 
company,  but  Melanc,on  is  referring  to  the 
giants.)  "With  Miles,  I  get  both  financial 
support  and  a  network  of  like-minded  people] 
to  grow  the  business  with." 

Lift- outs  are  relatively  new  to  MDC,  and  tii 
companies  Nadal  has  started 
this  way  provide  no  more  than 
6%  of  MDC's  revenues.  And 
it's  by  no  means  proven  that 
Nadal's  off-center  strategy  to 
create  a  marketing  colossus 
will  succeed.  MDC's  stock 
has  outperformed  the  big  ad 
conglomerates  in  recent  years. 
But  its  market  valuation, 
^^^^^^^^m  when  expressed  as  a  multiple 

of  annual  company  earnings, 
still  trails  its  sector.  In  an  August  report,  BMO  Markets 
analyst  Jeff  Tkachuk  was  lukewarm  on  MDC,  citing  "good 
momentum"  but  expressing  concerns  that  profits  were 
not  growing  anywhere  near  as  quickly  as  revenues.  Nadal 
has  shown  that  his  strategy  can  attract  talent.  (MDC  also 
made  four  outright  acquisitions,  or  "tuck-unders,"  in  Nada 
parlance,  this  year.)  What  he's  selling— that  talent  matters 
above  all,  that  the  ad  industry  should  still  lead  with  its 
ragged  edges  and  fevered  ideas— is  a  compelling  narrative. 
Now  he  needs  to  demonstrate  it  actually  works.  ■ 


BusinessWeek  .com 


For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia 


Miles  Nadal 
aims  to  buck 
the  corporate 
mindset  in 
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A  Globally  United  Brand  is  Here 


The  AGC  Group  is  a  leading  global  player  in  flat  glass, 
automotive  glass,  display  glass  and  fluorine  chemistry. 
And  now,  our  various  brands  throughout  the  Americas, 
Europe  and  Asia  have  evolved  into  a  single  brand 
worldwide.  United  for  endless  innovation. 
Note:Previous  brands  include  AFG,  Glaverbei  &  Asahi  Glass. 
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Hate  Cuts:  The  Fed 
May  Just  Be  Warming  Up 

he  half-point  reduction  isn't  enough  to  erase  the  risk  of  recession 


3' 

<A 

O 


U.S.  ECONOMY 


Score  one  for  the  Fed.  Facing  both  deteriorating 
nancial  conditions  and  new  risks  to  economic  growth,  the  Federal 
Leserve  stepped  up  to  the  plate  on  Sept.  18  and  hit  more  than  just  a 
olid  single.  This  one  went  for  extra  bases.  The  Fed's  half-point  cut  in 
:s  target  interest  rate,  to  4.75%,  was  well  beyond  the  quarter-point 


duction  most  Wall  Streeters  were  expecting.  And  the 
ilicymakers  left  the  door  cracked  for  further  trimming 
s  needed."  The  question  now:  Will  more  be  necessary? 
Probably.  The  big  cut  lessens,  but  does  not  eliminate, 
e  chance  the  Fed  will  cut  again  at  its  Oct.  30-31 
eeting.  The  Fed  sounded  as  uncertain  about  how  the 
cent  credit  turmoil  will  play  out  as  anyone,  so  much  so 
at  it  avoided  offering  its  usual  assessment  of  whether 
onomic  growth  or  inflation  was  its  primary  concern. 
Nevertheless,  as  long  as  uncertainty  and  fear  continue 
prevent  the  proper  functioning  of  the  credit  markets, 
onomies  in  the  U.S.  and  abroad  will  be  at  risk, 
le  Fed's  action  will  go  a  long  way  toward  restoring 
nfidence  in  businesses'  access  to  the  funding  they  need 
operate,  but  even  a  half-point  decrease  won't  quickly 
aw  out  frozen  markets  or  reverse  the  downdraft  already 
tting  economic  activity. 

The  latest  victim  of  the  credit  debacle  is  the  London- 
ised  mortgage  lender  Northern  Rock.  On  Sept.  17 
e  British  government  had  to  step  in  to  halt  an  old- 
shioned  bank  run.  The  otherwise  healthy  institution 
pended  heavily  on  the  credit  markets  for  funding,  and 
got  caught  in  the  squeeze.  Now  the  government  fears 
e  panic  could  spread  to  other  banks.  Because  credit 
arkets  are  now  global,  the  Fed's  big  move  may  help  to 
abilize  markets  overseas  as  well. 

I  THE  U.S.,  THE  RATE  CUT  was  a  preemptive  move 
med  squarely  at  the  economy,  but  it  will  not  likely  be 
lough  to  remove  the  risk  of  a  recession.  If  s  clear  the 
onomy  is  already  slowing  because  of  the  credit  crisis 
id  will  continue  to  do  so,  perhaps  sharply,  over  the 
:xt  couple  of  quarters.  So  far  the  data  are  not  uniformly 
sgative,  and  economists  generally  expect  the  top-line 
imber  on  third-quarter  growth  to  be  about  3%.  But 
afs  because  the  economy  began  the  quarter  strongly, 
uch  of  the  latest  data  are  much  weaker,  including  a 
'ntinued  slide  in  August  housing  starts,  suggesting 
tie  momentum  heading  into  the  fourth  quarter. 
Several  key  reports  for  August,  the  month  when  the 
verity  of  the  credit  turmoil  first  came  to  light,  took  an 
irupt  turn.  Retail  sales,  outside  of  autos  and  gasoline, 


had  jumped  0.8%  in  July,  but  they  dipped  0.1%  in 
August.  Factory  production,  which  advanced  0.7%  in 
July,  fell  0.3%  in  August,  and  the  downshift  was  broad, 
including  business  equipment,  suggesting  companies 
may  be  having  second  thoughts  about  their  expansion 
plans.  Dimmer  business  expectations  would  be  one 
explanation  for  the  surprise  dip  in  August  payrolls. 

IT'S  ALSO  INCREASINGLY  EVIDENT  that  the  Fed's 

previous  inflation  worries  will  not  stand  in  the  way  of 
rate  cuts.  The  policymakers'  post-meeting  statement 
significantly  downgraded  its  Aug.  7  assessment  of 
inflation  risks,  mentioning  nothing  about  the  danger  of 
"high  resource  utilization."  That's  because  the  economy 
appears  to  be  slowing  to  a  pace  below  the  2.5%  or  so 
where  the  Fed  believes  job  markets  start  to  loosen  up  and 

the  unemployment  rate 

FED  POLICY  HAS  begins  to  rise  If  so  then 

TIGHTENED  THIS  YEAR  ,g "  ,,         ,:  ' 

the  Fed  s  earlier  concern 

that  tight  labor  markets 
could  fuel  inflation  would 
become  moot. 

Broadly  speaking, 
financial  market  shocks, 
such  as  those  in  1998, 
2000,  and  now  2007, 
are  deflationary  events. 
Falling  asset  prices,  this 
time  including  home 
prices,  put  downward 
pressure  on  demand  by  consumers  and  businesses, 
which  eases  any  steam  under  prices. 

In  fact,  the  Fed's  preferred  inflation  gauge,  the  price 
index  for  personal  consumption  expenditures  excluding 
energy  and  food,  is  already  dropping.  The  rate  has 
declined  steadily  all  year,  declining  from  a  peak  of  2.5% 
in  February  to  1.9%  in  July.  Moreover,  the  modest  0.2% 
advance  in  the  August  consumer  price  index  outside  of 
energy  and  food  implies  the  Fed's  closely  watched  price 
measure  will  edge  lower.  The  gauge  is  already  safely 
within  the  l%-to-2%  comfort  zone  of  most  policymakers. 
One  thing  largely  unnoticed,  which  may  also  have 
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Data:  Federal  Reserve.  Bureau  of  Economic 
Analysis,  Global  Insight  Inc. 
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influenced  the  Fed's  big  move,  is  that  the  drop  in  inflation 
has  actually  made  policy  a  lot  tighter  than  it  was  heading 
into  the  credit  crisis.  How  so?  One  measure  of  the 
stringency  of  Fed  policy  is  the  real  target  rate,  which  is 
the  federal  funds  rate  adjusted  for  inflation.  Even  though 
the  Fed  had  left  its  target  rate  steady  until  Sept.  18,  the 
real  policy  rate  had  risen  from  2.8%  in  January  to  3.4%  in 
July  because  of  falling  inflation  (chart,  page  27). 

That  rate  is  well  above  the  historical  average  of  2.4% 
that  serves  as  a  proxy  for  a  neutral  policy— the  point 
where  the  target  rate  neither  boosts  nor  restricts  growth. 
Prior  to  Sept.  18  the  Fed's  5.25%  target  rate  was  already 
in  the  zone  where  policy  was  holding  back  growth,  even 
before  the  drag  from  the  credit  mess  in  August.  Now 
the  Fed  has  acted  to  make  policy  less  restrictive,  but  the 
real  rate  is  still  at  about  3%,  suggesting  that  more  rate 
cuts  may  be  needed  to  ensure  the  economy  has  enough 
financial  fuel  to  avoid  stalling. 

CORPORATE  BOARDROOMS  are  becoming  more 
cautious,  and  that  will  put  a  damper  on  plans  to  expand 
facilities  and  payrolls.  The  Business  Roundtable's 
third-quarter  survey  of  more  than  100  CEOs  around 
the  country  showed  a  steady  erosion  in  optimism.  The 
Roundtable's  CEO  Economic  Outlook  Index,  comprising 
executive  expectations  for  sales,  capital  spending,  and 
hiring,  fell  to  its  lowest  level  in  four  years  (chart). 

The  business  group's  survey,  which  was  completed 
between  Aug.  20  and  Sept.  5,  also  asked  the  CEOs 
whether  recent  credit  woes  would  affect  business 
prospects,  and  40%  said  they  expected  "substantial 


CORPORATE  EXECS  SHOW 
FADING  OPTIMISM 


effects."  Of  that  40%,  more  than  60%  expected  the 
biggest  impact  to  come  from  weaker  economic  growth. 

As  long  as  companies  feel  skittish,  workers  will  be 
vulnerable.  The  household  sector  has  shown  remarkabl 
resilience  in  the  face  of  adversity  in  recent  years,  but 
the  next  few  quarters  will  be  its  most  severe  test  yet. 

Two  factors  have  kept 
consumers  spending: 
strong  income  increase 
generated  by  new 
jobs  and  additions 
to  household  wealth 
coming  from  stock 
market  gains  and  risin; 
home  values.  The 
new  mix  of  a  weaker 
economy,  tighter  credit 
and  falling  home  price; 
puts  those  supports 
at  risk. 


Data:  Business  Roundtable 


The  only  remaining  question  about  the  Sept.  18  rate 
cut  is  whether  the  policymakers  have  moved  too  late  to 
stave  off  a  recession.  Not  even  the  Fed  knows  the  answi 
to  that,  but  several  things  are  certain:  Cutting  rates  no\ 
and  in  a  big  way,  will  boost  housing  affordability  and 
help  some  homeowners  cope  with  higher  adjustable 
rates.  It  will  shore  up  market  and  business  confidence, 
and  it  will  make  the  dollar  even  more  competitive  in 
foreign  markets,  boosting  exports.  But  all  that  doesn't 
add  up  to  a  victory  for  the  Fed.  It  will  most  likely  take 
another  hit  or  two  to  win  the  game.  ■ 


INFLATION 


Price  Pressures  from  Abroad 


DESPITE  THE  more  favorable 
inflation  numbers  of  late,  upward 
risks  still  lurk  in  the  economy.  One 
area  where  price  pressures  will  keep 
building  is  from  abroad  where  a 

ig  dollar  and  above-trend 
global  growth  are  aligned  to  keep 
pushing  up  the  cost  of  imports. 

On  the  surface,  August  import  prices 
looked  pretty  benign,  falling  0.3%  from 
the  prior  month.  But 
the  decline  was  led  by 
a  drop  in  energy  prices, 
which  look  set  to  turn 
higher  with  oil  above 
$80  per  barrel.  Outside 
of  energy,  prices  for 
key  imports  such  as 
consumer  goods, 
vehicles,  and  capital 
equipment  increased 
at  the  fastest  yearly 
rate  since  early  1996 
(chart). 


PAYING  MORE 
FOR  IMPORTS 


PERCENT  CHANGE  FROM  YEAR  AGO 


PRICES  FOR  MOTOR 
VEHICLES.  CONSUMER 
AND  CAPITAL  GOODS 

JAN.  '00  AUG.  '07 

Data:  Bureau  ol  Labor  Statistics,  Global  Insight  Inc 
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The  weaker  dollar  is  a  big  factor. 
If  s  down  21.5%  against  all  other 
currencies  on  a  trade-weighted  basis 
since  2002.  In  particular,  the  stronger 
yuan  is  reversing  the  long-running 
trend  of  declining  prices  for  goods 
from  China.  Through  August,  third- 
quarter  prices  of  Chinese  goods  are 
up  at  an  annualized  rate  of  3.4%. 
Further  dollar  declines  would  push 
up  import  prices. 
While  the  Federal 
Reserve  cut  interest 
rates  by  a  half-point 
on  Sept.  18,  most 
other  central  banks 
are  either  holding 
steady  or  raising 
rates.  The  growing 
difference  between 
U.S.  and  foreign  rates 
will  likely  weaken 
demand  for  the 
greenback. 


A  resilient  global  economy  woul 
maintain  price  pressures  by  keepin 
the  heat  under  commodities.  Even 
if  the  credit  crunch  slows  global 
economic  growth,  the  pace  will  sta 
above  the  long-term  trend  prior  to 
the  recent  boom,  and  demand  for 
commodities  by  China  and  other 
emerging  economies  will  remain 
strong,  says  Michael  Englund,  chk 
economist  at  Action  Economics,  a 
forecasting  firm. 

Higher  import  prices  will  keep 
the  Fed  thinking  about  inflation. 
Indeed,  despite  enough  concerns 
about  the  economy  to  lower  inter 
rates  more  than  expected,  the  Fee  i 
still  believes  there  are  inflation 
risks  out  there.  That  could  cause 
the  central  bank  to  take  back  any 
rate  reductions  once  the  financial  j 
markets  and  the  economy  appear ' 
be  on  sounder  footing.  ■ 

-By James  Mehi  \ 
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SCHOOLBUS 


chool  buses  may  still  be  the  best  way  for  our  children  to  get  to  school 
ich  day.  But  what  if  these  buses  could  be  healthier  for  everyone  on 
ard?  BASF  diesel-emission  control  technologies  provide  proven 
st-effective  ways  to  retrofit  diesel  buses  and  reduce  harmful  exhaust 
ssions.  It's  simply  one  of  the  smartest  things  we  can  do  today  for 
althier  tomorrow.  Learn  more  at  basf.com/stories 

ig  Make  Products  Better® 
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The  Chemical  Company 
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THE  FED  TAKES  DECISIVE  ACTION 

At  least  for  now,  he's  Ben  Bernanke  the  Bold.  Faced  with  numbers  that  suggested  an 
economy  in  deeper  trouble  than  most  experts  figured,  the  Fed  monarch  and  his  knights 
of  the  Federal  Open  Market  Committee  knocked  50  basis  points  off  the  key  rate  at  their  Sept. 
18  meeting,  to  4.75%.  Thaf  s  double  what  many  expected,  sending  a  signal  that  the  Fed 
won't  obsess  about  inflation  while  housing  threatens  to  drag  the  economy  into  recession. 

Wall  Street  shouted  huzzah,  sending  the  Dow  up  335  points  (the  Big  Board  floor, 
photo)  and  76  more  the  next  day.  The  credit  markets  also  responded  positively.  Thaf  s 
partly  because  the  FOMC's  statement,  while  agnostic  on  the  subject  of  future  cuts, 
pointedly  toned  down  references  to  the  inflation  bugbear.  The  August  core  consumer 
price  index  cooperated  by  coming  in  at  a  modest  0.2%  increase.  Bernanke  is  far  from  out 
of  the  woods,  but  he's  wielding  his  swift  sword. 

See  "Rate  cuts:  The  Fed  may  just  be  warming  up,"  page  27,  and  "The  debt  market:  Signs 
oflife,"page36 


Firms  Fess  Up 

Wall  Street  is  finally  coming 
clean  about  some  of  its  exposure 
to  risky  credits.  Merrill  Lynch  got 
the  confessional  season  rolling 
on  Sept.  14  when  it  disclosed 
in  a  regulatory  filing  that  it  had 
marked  down  the  value  of  some 
investments,  though  it  didn't 
name  a  dollar  figure.  Then 
came  E*Trade,  which  slashed 
its  full-year  profit  forecast  on 
Sept.  17  after  reporting  steeper- 
than-expected  losses  in  online 


mortgage  lending.  Lehman 
Brothers  on  Sept.  18  said  it  had 
marked  down  the  value  of  its 
mortgage  holdings  and  risky 
loans  by  a  hefty  $700  million, 
but  allowed  that  third-quarter 
earnings  weren't  as  bad  as 
Street  expectations.  And  Morgan 
Stanley  on  Sept.  19  spread  the 
gloom  by  reporting  a  17% 
profit  slide. 

lililHil*  "Investment  banks' 
kitchen-sink  quarter" 
businessweek.com/go/tbw 


Dejected  in  Redmond 

Microsoft  isn't  used  to  losing 
battles,  but  it  suffered  a 
grievous  reversal  on 
Sept.  17  The  European  Court 
of  First  Instance  ruled  it  has 
to  obey  a  2004  order  by  the 
European  Commission  to  share 
confidential  networking 
protocols  with  rivals  and  offer 
a  version  of  Windows  without 
a  built-in  copy  of  the  audio 
and  video  Media  Player.  The 
court  also  upheld  a  record 


$613  million  fine.  The  verdict 
impact  may  be  enormous, 
because  the  EC  now  has  the 
weapons  in  its  legal  arsenal 
to  press  for  more  changes  in 
the  company's  behavior  and  t 
go  after  other  tech  behemoth 
such  as  Intel.  Microsoft  is 
pondering  an  appeal. 
ES5R&  "Microsoft's  Big 
European  Defeat:  What  Now?  i 
businessweek.com/go/tbw 


Scrambling  in  Britain 

Subprime  contagion  spread 
across  the  pond  in  a  big  way 
as  British  mortgage  lender 
Northern  Rock  suffered  an  old 
fashioned  bank  run  after  its 
lines  of  credit  dried  up.  The 
Bank  of  England  rushed  in  on 
Sept.  18  to  guarantee  deposit  ■ 
See  "Suddenly,  a  bank  run  in 
Britian, "  page  40 


Always  Healthy  Workers; 

Wal-Mart,  continuing  to  comb  i 
criticism  of  the  way  it  treats 
staff,  said  on  Sept.  18  that  it 
will  expand  a  lower-cost  heal 
plan  it  began  offering  last  ye: 
As  of  Jan.  1  workers  will  be 
eligible  for  credits  of  $100  to 
$500  to  defray  expenses  on  t- 
low-premium,  high-deductib 
coverage.  In  addition,  enrolk 
will  be  able  to  buy  more  gene 
prescription  drugs  at  $4. 


Greenspan  Speaks 
Former  Fed  Chairman  Alan 
Greenspan's  memoir,  The 
Age  of  Turbulence,  appeared 
on  Sept.  17,  prompting  a  stoi 
of  comment. 

See  "The  maestro  speaks  his 
mind," page  102,  and  "Ego 
inflation  ?  Under  control, "  pagt 


AOL  Does  the  Big  Apple 

How  do  you  signal  the 
overhaul  of  a  notorious 
underachiever?  Move  it.  Ths 
what  Time  Warner  is  doing  w 
its  long-suffering  AOL  servi< 
which  will  leave  its  Dulles 
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a.)  home  for  Manhattan  to 
ilp  it  tap  into  the  Madison 
renue  advertising  scene, 
inverting  the  subscription 
rvice  to  a  freebie,  Time 
arner  will  make  AOL  the 
nterpiece  of  its  online  ad 
rategy.  It  has  also  been 
apping  up  online  ad  outfits. 


unclear  how  he'll  come  down 
on  business  issues. 


>ugh  Talks  in  Detroit 

iey  worked  all  week,  often 
to  the  wee  hours.  But  as  of 
ess  time  on  Sept.  19,  the 
lited  Auto  Workers  and  General 
itors  hadn't  struck  a  deal  that 
auld  likely  set  a  precedent  for 
rd  and  Chrysler.  GM  wants  to 
fload  its  $50  billion  in  retiree 
:alth-care  liabilities  onto  the 
lion  in  exchange  for  giving 
e  UAW  roughly  $35  billion  in 
sh  and  assets.  The  union  is 
me  but  wants  a  heavier  load 
cash  to  ensure  the  fund's 
tig-term  health. 


Nestle's  Next  Cook 

The  world's  No.  1  food  maker 
will  hand  the  chefs  toque  to 
a  newbie  in  its  kitchen.  Two 
Swiss  newspapers  reported 
on  Sept.  16  that  Chief  Financial 
Officer  Paul  Polman  will  take 
over  from  CEO  Peter  Brabeck 
next  spring.  Unlike  earlier 
CEOs  who  rose  through  the 
ranks,  Polman,  51,  joined 
Nestle  only  two  years  ago 
from  Procter  &  Gamble.  He's  an 
aggressive  cost-chopper. 


jsh's  Justice  Nominee 

esident  George  W.  Bush  on 
pt.  17  named  former  federal 
dge  Michael  Mukasey  as  his 
iminee  for  Attorney  General. 
hile  Mukasey  boasts  solid 
nservative  credentials  on 
.tional  security,  he's  not  a 
ish  crony  and  thus  may  be 
ceptable  to  Democrats.  It's 


Lerach  Cops  a  Plea 
Attorney  William  Lerach,  who 

once  struck  fear  into  American 
business  by  bringing 
shareholder  lawsuits,  agreed  to 
plead  guilty  to  one  conspiracy 
count  on  Sept.  18.  He'll  forfeit 
$7.5  million,  pay  a  $250,000 
fine,  and  do  one  to  two  years 
in  jail.  Another  ex-partner  of 
the  firm  now  called  Milberg 
Weiss  has  pleaded  guilty,  and 
one  other  has  been  charged, 
as  has  the  firm  itself.  The  New 
York  Times  said  on  Sept.  19  that 
prominent  partner  Melvyn  Weiss 
would  be  charged  the  next 
day.  The  feds  say  the  firm  paid 
kickbacks  to  lead  plaintiffs. 


LAWSUIT  OF  THE  WEEK 

iell  hath  no  fury  like  an  anchor  scorned.  Dan  Rather,  who  for 
14  years  chaired  the  CBS  Evening  News,  filed  suit  against  the 
letwork  on  Sept.  19,  charging  that  it  made  him  the  "scapegoat" 
or  a  botched  2004  broadcast  on  President  George  W.  Bush's  Texas 
Mr  National  Guard  service  during  the  Vietnam  War.  He's  also 
iuing  CBS  CEO  Leslie  Moonves,  erstwhile  CBS  parent  Viacom  and 
ts  chief,  Sumner  Redstone,  and  ex-CBS  News  President  Andrew 
ley  ward.  Rather  wants  $70  million  for  violation  of  his  contract 
and  damage  to  his  reputation.  CBS,  he 
says,  gave  him  skimpy  airtime  on  60 
I  Minutes  after  forcing  him  to  quit  as 
news  anchor  in  September,  2005.  At 
the  time  of  his  ouster,  Rather  was 
presiding  over  a  prolonged  plunge 
t0»  in  the  ratings  of  the  Evening  News, 
*0  which  lagged  far  behind  rival 
shows  on  NBC  and  ABC.  He  now 
anchors  a  newsmagazine  on  Mark 
Cuban's  cable  channel,  HDNet.  The 
network  sniffed  at  its  onetime 
star,  saying  in  a  statement:  "These 
complaints  are  old  news,  and  this 
lawsuit  is  without  merit." 

DAN  RATHER 
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News   Insights 


NATIONS 


CHINA'S 

RISING 

LEADERS 


Beijing's  next  cadre  is  market- 
smart,  business-sawy— and 
perhaps  even  open  to  change 

BY  DEXTER  ROBERTS  &  CHI-CHU  TSCHANG 


A  COMMUNIST  PARTY 
Congress  might  seem 
like  a  throwback  to  an 
older,  less  dynamic 
China.  What  the  pub- 
lic sees  of  these  events, 
scheduled  once  every 
five  years,  are  video  clips  of  2,000-plus 
bureaucrats  in  the  Great  Hall  of  the 
People,  a  monumental,  socialist-realist 
edifice  in  the  heart  of  Beijing.  In  a  vast 
auditorium  swathed  in  a  sea  of  red  bun- 
ting, they'll  listen  to  hours  and  hours 
of  turgid  speeches  and  then  cast  near- 
unanimous  votes. 

Yet  when  officials  from  across  the 
country  converge  on  Oct.  15  for  the 
Party's  17th  Congress,  it  won't  just  be  a 
ceremonial  exercise.  True,  the  faces  at 
the  very  top  won't  change— President 
Hu  Jintao  and  Premier  Wen  Jiabao  will 
almost  certainly  rule  for  another  five 
years.  But  below  them,  a  new  genera- 
tion of  leaders  will  likely  be  promoted 
into  key  positions. 

Most  important  for  foreign  business 
and  China's  trading  partners,  this  will 
be  a  new  leadership  that  largely  knows 
and  appreciates  the  rules  of  the  road 


for  a  market-based  economy.  Many  of 
these  up-and-comers  have  fought  in  the 
trenches  of  China's  reform  wars,  have  the 
skills  needed  to  run  complex  economies, 
and  have  shed  earlier  generations'  mis- 
trust of  foreigners.  They  certainly  won't 
turn  China  into  a  replica  of  the  U.S.  sys- 
tem. But  the  dialogue  they  start  with  the 
West  may  be  the  most  sophisticated  yet. 

ENGLISH-SPEAKERS 

IN  THEIR  50S,  this  bunch  came  of  age 
during  the  chaos  and  violence  of  the  Cul- 
tural Revolution,  and  most  began  their 
careers  after  Deng  Xiaoping  introduced 
economic  reforms  in  the  late  1970s.  "The 
prognostication  is  that  they  will  be  more 
progressive,  pragmatic,  and  forward- 
thinking,"  says  Scott  Kronick,  president 
of  Ogilvy  Public  Relations  Worldwide  in 
China.  Hu  and  Wen  spent  their  formative 
years  in  remote  Western  China  where 
they  had  little  contact  with  outsiders.  Yet 
many  in  this  generation  speak  English 
and  have  traveled  widely.  Some  have 
studied  at  Western  universities,  and  most 
have  advanced  degrees  in  social  sciences, 
economics,  and  law. 

Case  in  point:  Zhou  Xiaochuan,  cur- 
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GREAT  HALL  More 

than  2.000  will  be  at 
the  Oct.  15  congress 


rently  head  of  the  People's  Bank  of 
China.  The  former  economics  professor 
and  fluent  English-speaker  is  a  strong 
contender  for  vice-premier  in  charge  of 
finance.  One  of  China's  most  sophisti- 
cated economic  minds,  he  can  hold  his 
own  with  the  likes  of  Alan  Greenspan, 
Ben  S.  Bernanke,  and  other  central 
bankers.  He  has  already  grappled  with 
intransigent  rivals  opposed  to  his  cam- 
paign to  clean  up  China's  notoriously 
shifty  equity  markets:  His  drive  to  crack 
down  on  stock  manipulators  earned 
him  the  nickname  "The  Flayer."  He 
shares  major  responsibility  for  opening 
China's  financial  sector  to  big  Western 
banks  and  brokerages. 

Contrast  Zhou's  record  with  the  cur- 
rent leadership  team,  and  the  differ- 
ences are  striking.  Until  now,  China's 
leaders  have  "had  a  definite  discomfort 


i  he  Torch 

Five  generations  of  leadership 


Revolution  1949-1976 

Mao  consolidated  power  with  the  support 
of  revolutionaries  from  the  civil  war  and  the 
Long  March.  This  group  was  largely 
focused  on  building  the  Party  and  the 
revolution  to  the  detriment  of  economic 
growth  and  pragmatism. 
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in  dealing  with  the  outside,"  says  Kent 
D.  Kedl,  a  China  hand  for  the  past 
two  decades  and  now  general  manager 
of  Technomic  Asia,  a  Shanghai-based 
market  strategy  consulting  firm.  Most 
are  career  bureaucrats  in  their  60s  who 
studied  hard  sciences  or  engineering. 
Few  have  graduate  degrees  and  some 
have  no  higher  education  at  all.  Mao 
Zedong's  comrades-in-arms  are  long 
gone.  But  Hu's  cohort  is  from  the  first 
post-revolutionary  generation  and  has 
not  shed  all  the  remnants  of  the  old 
ideology. 

DEEPER  WESTERN  TIES 

MORE  COMFORT  with  the  outside 
doesn't  necessarily  mean  a  greater  will- 
ingness to  do  what  outsiders  want. 
Commerce  Minister  Bo  Xilai,  for  in- 
stance, may  become  vice-premier  and 


197S-19S9 
Deng  Xiaoping  shared  Mao's  revolutionary 
background  and  endured  several  purges, 
but  ultimately  opened  China  to  economic 
reform  via  his  "socialism  with  Chinese 
characteristics."  His  limited  tolerance  for 
radical  change  was  evident  in  the  bloody 
Tiananmen  Square  crackdown  in  1989. 

1989-2002 
Led  by  Jiang  Zemin  and  Zhu  Rongji.  Both 
were  groomed  in  Chinas  freewheeling 
financial  capital,  Shanghai,  and  had  regular 
contact  with  foreign  businesspeople.  Jiang 
secured  the  place  of  private  enterprise  by 
writinauts  role  into  the  Constitution,  and 
the  ecolomy  started  to  take  off. 


take  over  as  China's  top  trade  offic 
Bo  would  be  at  home  in  Washing 
or  New  York:  "He's  stylistically  v 
un-Chinese,  a  Mayor  Ed  Koch  typ 
says  Sinologist  Kenneth  G.  Liebert 
of  the  University  of  Michigan.  Unafr 
of  debate,  he  holds  a  master's  deg 
in  journalism  from  the  Chinese  Ac 
emy  of  Social  Sciences— he  has  bee 
frequent  critic  of  Washington  on  tra 
"Bo  Xilai  won't  be  so  accommodatin 
says  Cheng  Li,  a  senior  fellow  at 
Brookings  Institution,  a  Washing 
think  tank.  What's  more,  those  v. 
have  seen  Bo  at  work  in  negotiat 
rooms  say  his  rhetoric  is  matched  by 
mastery  of  the  issues. 

Overall,  however,  this  generation 
deepen  China's  engagement  with 
West.  Li  Yuancho,  56,  is  a  conten 
for  Hu's  job.  Trained  in  economics  ; : 


2002-2012 

Some  thought  current  President  Hu  Jintao 
and  Premier  Wen  Jiabao  might  introduce 
political  reform,  but  so  far  they've  cracked 
down  on  dissent  while  working  to  improve 
the  lot  of  Chinas  poorest.  The  economy  has 
come  close  to  overheating  as  local  officials 
pursue  GDP  growth  at  all  costs. 

'  2012-?? 

Unlike  engineers  Hu  and  Wen  and  their 
technocrats,  the  new  leaders  are  trained  in 
law,  economics,  and  social  sciences.  The 
hope  is  they'll  embrace  political  reform  ant 
prove  more  adept  at  managing  China's 
increasingly  complex  economy. 
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n,  he  runs  coastal  Jiangsu  province 
d  has  helped  turn  it  into  a  model 
onomy,  attracting  record  amounts 
foreign  investment  from  the  likes 
Emerson  Electric,  Advanced  Micro 
;vices,  and  Sony.  Even  the  nationalist 
)  took  a  backwater  northeast  town, 
ilian,  and  turned  it  into  an  outsourc- 
g  center  for  Japanese  business.  That 
ade  it  one  of  the  hottest  urban  econo- 
ies  in  China. 

Some  predict  these  new  leaders,  once 
ey  take  over  the  top  positions,  might 
en  start  to  dabble  in  democracy.  Many, 
rticularly  those  who  attended  Peking 
liversity  in  the  late  1970s  and  '80s, 
xticipated  in  elections  on  campus, 
'here's  much  more  appreciation  of 
e  plurality  of  interests  in  the  economy 
d  in  society,"  says  Joseph  Cheng,  a 
ofessor  of  political  science  at  City 
liversity  of  Hong  Kong. 

WEE-WAY  RACE 

1E  NEW  LEADERS  will  begin  to  as- 
rt  themselves  over  the  next  five  years, 
ough  Hu  and  Wen  will  remain  firmly 
control  until  the  following  Party  Con- 
ess  in  2012.  Many  see  a  three-way 
ce  to  succeed  Hu.  Besides  Li  Yuancho, 
ere's  Li  Keqiang,  the  52-year-old  par- 
secretary  of  the  northeastern  prov- 
ce  of  Liaoning,  the  heart  of  China's 
i  industrial  rust  belt.  He  has  a  PhD  in 
onomics  and  a  law  degree  but  details 
his  performance  are  scarce.  Perhaps 
ost  important  when  it  comes  to  suc- 
ssion,  he's  a  veteran  of  the  influential 
unmunist  Youth  League,  Hu's  power 
ise— making  him  the  leading  candi- 
ite.  The  other  apparent  contender  for 
e  top  job  is  Wang  Yang,  52,  who  runs 
lina's  largest  city,  Chongqing. 
As  the  nation's  economy  continues 
surge,  the  emerging  leadership  will 
ce  a  host  of  challenges.  They'll  need 
craft  a  quick  and  firm  response 
this  summer's  tide  of  unsafe  and 
»orly  made  goods  from  China's  fae- 
ries. They'll  face  growing  pressure 
Dm  Washington  over  their  ballooning 
ide  surplus.  And  to  get  a  handle  on 
erything  from  pollution  to  job  safety 
counterfeiting  to  corruption,  they'll 
ted  to  rein  in  local  officials  who  often 
nore  Beijing's  edicts  and  focus  on 
onomic  growth,  no  matter  the  cost. 
le  next  generation  of  leaders  will 
lave  to  be  attuned  to  what's  going  on 
obally,"  says  Yang  Dali,  director  of 
e  East  Asia  Institute  at  the  National 
liversity  of  Singapore,  and  "willing 
adapt,  to  learn,  and  also  take  deci- 
de actions  when  needed."    ■ 


Faces  To  Watch 

Some  likely  leaders  of  Beijing's  next  generation 

■ 

i  \ 

Bo  Xilai 

AGE:  58 

EDUCATION:  BA,  history, 

Peking  Univ.;  MA, 
journalism,  Chinese 
Academy  of  Soc.  Sciences 

EXPERIENCE:  Minister  of 

commerce,  governor  of 
Liaoning  province 

His  father  was  a  party 
elder  and  a  confidant  of 
Deng  Xiaoping.  Bo  is  a  top 
candidate  for  vice-premier 
in  charge  of  foreign  trade. 

Wang  Yang 

AGE:  52 

EDUCATION:  BA, 

management,  University 
of  Science  &  Technology 

EXPERIENCE:  Chongqing 
party  secretary,  vice- 
director  of  the  National 
Development  &  Reform 
Commission 

Spent  early  career  in  the 
Communist  Youth  League. 
Almost  certain  to  win  a 
seat  on  the  Politburo. 

Zhou  Xiaochuan 

AGE:  59 

EDUCATION:  BA,  auto- 
mation, Beijing  Univ.  of 
Chemical  Tech.;  PhD, 
economics,  Tsinghua  Univ. 

EXPERIENCE:  Governor, 
People's  Bank  of  China, 
chair,  China  Securities 
Regulatory  Commission 

His  father  was  machinery 
minister.  The  English- 
speaker  has  won  praise  as 
central  bank  chief. 

k  . 

V                       m 

XiJiriping                    Li  Keqiang                   Li  Yuanchao 

AGE:  54                                 AGE:  52                                 AGE:  56 

EDUCATION:  BS,  chemical      EDUCATION:  BA,  law,             EDUCATION:  BA,  math, 
engineering,  and  PhD,           Peking  Univ.;  PhD,                 Fudan  Univ.;  MA,  econ. 
law,  Tsinghua  Univ.                economics,  Peking  Univ.        mgmt.,  Peking  Univ.;  PhD, 

„ '•  • .       .                law,  Central  Party  School 

EXPERIENCE:  Shanghai          EXPERIENCE:  Liaoning                                    y 

party  secretary,  Zhejiang       province  party  secretary,       EXPERIENCE:  Jiangsu 
province  party  secretary,       governor  of  Henan                 province  party  secretary, 
Fujian  province  governor,      province                                vice-minister  of  culture 

On  his  first  trip  to  China        Like  Hu  Jintao,  Li  climbed     Spent  time  at  Harvard  as  a 
as  U.S.  Treasury  Secretary,    up  through  the  ranks  of        visiting  scholar  in  2002. 
Hank  Paulson  traveled  to      the  Communist  Youth            Considered  a  Hu  protege 
Hangzhou  specifically  to        League.  Believed  to  be           as  both  came  from  the 
meet  with  Xi.                         Hu's  preferred  successor.       Communist  Youth  League. 
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THE  ECONOMY 


THE  DEBT  MARKET:  SIGNS  OF  LIFE 

The  jump  in  stocks  may  have  grabbed  the  headlines,  but  a 
budding  recovery  in  the  credit  market  is  the  real  good  news 


BY  PETER  COY  AND 
MARA  DER  HOVANESIAN 

lOACENTRAL 
banker,  get- 
ting a  quick 
pop  out  of  the 
stock  market 
is  a  cheap  par- 
lor trick.  Just 
cut  interest  rates  more  than 
people  expect  ancL.VROOM! 
Sure  enough,  the  Dow  Jones 
industrial  average  rose  336 
points  on  Sept.  18  after  the 
Federal  Reserve  cut  the  fed- 
eral funds  rate  and  the  dis- 
count rate  by  half  a  percent 
each.  It  was  the  Dov/s  big- 
gest one-day  percentage  gain 
since  2003.  But  the  rally 
probably  didn't  impress  Fed 
rate-setters. 

What  matters  more  for 
the  U.S.  economy  has  been 
happening  elsewhere,  large- 
ly out  of  the  public  eye.  It's 
good  news,  too,  though  a  bit 
more  muted:  There's  grow- 
ing evidence  that  parts  of  the 
debt  markets  that  nearly  shut 
down  in  August  are  coming 
back  to  life. 

The  recovery  started  even 
before  the  Fed  cut  rates  as 
lenders  gradually  began  to 
regain  the  confidence  they  need  to  extend 
credit.  The  damaged  parts  of  the  market 
are  still  fragile,  and  a  large-scale  blowup 
in  the  months  ahead  could  still  spoil 
things.  But  if  the  recovery  continues,  the 
renewed  money  flow  might  be  enough 
to  keep  the  economy  out  of  recession. 
"If  s  too  early  to  say  the  worst  is  over,  but 
I'm  optimistic,"  says  Edward  E.  Yardeni, 
president  of  Yardeni  Research  Inc. 

The  progress  is  measured  in  increased 
issuance  of  out-of-favor  securities,  as  well 
as  falling  interest  rates  for  some  borrowers. 
While  some  of  the  markets  are  obscure, 
improvements  in  their  health  translate 
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Stocks  have  reboundedj 
since  August... 
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.and  the  debt  market 
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directly  into  greater  availability  of  finan- 
cial products  like  home-mortgage  loans. 
Across  the  credit  markets,  enthusiasm  was 
palpable  on  Sept.  19,  a  day  after  the  Fed 
cut  rates  for  the  first  time  since  2003.  "The 
market  is  celebrating,"  said  Lena  Komil- 
eva,  an  economist  at  Tullett  Prebon  Group 
Ltd.,  a  leading  institutional  broker. 

The  rapidity  of  the  recovery  in  some 
hard-hit  sectors  is  impressive.  Take  as- 
set-backed commercial  paper,  which  com- 
panies such  as  mortgage  lenders  issue  to 
raise  short-term  funds.  The  market  nearly 
melted  down  in  August  when  buyers  start- 
ed worrying  about  the  quality  of  the  assets 


backing  .the  debt,  which  can  include  ; 
prime  mortgages.  Buyers  refused  to  ac 
paper  that  matured  in  more  than  one 
Now  companies  are  able  to  issue  p; 
with  maturities  of  up  to  six  months, 
the  interest  rates  they  pay  are  falling.  F 
a  high  of  6.20%  on  Sept.  4,  the  yield  or 
top-rated  paper  with  a  one-day  term 
to  5.27%  on  Sept.  19,  a  drop  much  gre 
than  the  decline  in  the  federal  funds  r; 
The  recovery  has  been  less  dramatic 
still  significant,  in  the  interbank  lem 
market.  At  the  height  of  the  liquidity  c 
in  mid-August,  even  the  biggest  bi 
had  to  pay  more  for  loans  from  each  c 


cause  lenders  couldn't  gauge  the  risk 
default.  Meanwhile,  investors  fled  to 
Ta-safe  U.S.  Treasury  bills.  That  opened 
;ap  of  as  much  as  2.4  percentage  points 
tween  the  three-month  interest  rate 
own  as  the  London  Interbank  Offered 
te,  or  LIBOR,  and  the  lower  yield  on 
:ee-month  T-bills.  The  gap,  far  wider 
in  the  typical  half  a  percentage  point, 
is  a  stark  indicator  of  fear  and  doubt. 
it  by  Sept.  19,  that  yield  spread  had  nar- 
ived  to  1.3  percentage  points. 

LITTLE  MORE  CLARITY' 

DDERS  ARE  ALSO  gradually  emerging 
the  obscure  market  for  top-rated  securi- 
s  backed  by  credit-card  receivables,  with 
reads  vs.  LIBOR  narrowing  to  around 
basis  points  vs.  a  crisis  high  of  50  and 
;ood-times  low  of  nearly  zero,  according 
Jane  L.  Caron,  chief  economic  strategist 
Dwight  Asset  Management  in  Burl- 
jton,  Vt.  Investors  are  still  shying  away 
im  the  lower-rated  parts  of  the  market. 
One  clear  indicator  of  recovery  is 
it  investors  are  making  sharper  dis- 
ictions  between  risky  and  less  risky 
:urities  instead  of  trashing  them  all 
ually.  "There's  just  a  little  more  clarity 
t  there  now  rather  than  people  [act- 
l]  like  deer  in  the  headlights,"  says 
ank  Pallotta,  a  managing  director  in 
jrgan  Stanley's  fixed  income  division. 
And  while  the  damaged  parts  of  the 
irket  are  showing  improvement,  other 
:tors  have  never  faltered.  According 
data  collected  by  Thomson  Financial, 
uance  of  investment-grade  corporate 
bt  in  August  and  the  first  half  of  Sep- 
nber  has  continued  at  the  same  level 
before  the  market  crisis  began— in  the 
ige  of  $80  billion  a  month. 
Is  the  trouble  over?  Hardly.  Mort- 
ge  defaults,  the  main  driver  of  the 
:dit-market  crisis,  are  almost  guar- 
teed  to  keep  rising  because  of  falling 
me  prices  and  resetting  adjustable- 
:e  mortgages.  "The  mortgage  financ- 
;  market...is  still  fairly  dysfunctional," 
fs  Larry  Goldstone,  president  and  chief 
erating  officer  of  Thornburg  Mortgage 
:.  The  difference  now,  says  Joshua 
inman,  chief  economist  of  Deutsche 
set  Management,  is  that  in  August  the 
d  was  fighting  against  the  direction  of 
>earish  debt  market.  Now,  he  says,  the 
d  is  pushing  the  market  a  little  more  in 
:  direction  it's  already  heading.  ■ 
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LEVISION:  For  more  on  what  the  Fed  rate  cut 
ans  for  investors  and  consumers,  watch  our 
skly  TV  show.  BusinessWeek  Weekend.  To  see 
eo  clips  or  find  your  local  station  and  airtime  by 
Code  go  to  businessweekweekend.com. 


ELECTION  2008 


IT'S  THE  ECONOMY 
STUPID  2.0 

With  a  possible  slowdown  looming,  the 
issue  will  be  front  and  center 


BY  JANE  SASSEEN 

WHEN  THE  FED- 
eral  Reserve  cut 
rates  by  half  a 
percentage  point 
on  Sept.  18,  it  was 
only  the  latest  in 
a  flurry  of  signs 
that  the  U.S.  economy  may  be  weaken- 
ing. A  slowdown  could  mean  that,  for 
the  first  time  since  1992,  the  economy 
will  emerge  as  a  major  issue  in  the  cam- 
paign. Says  Austan  D.  Goolsbee,  the 
lead  economic  adviser  to  candidate 
Senator  Barack  Obama 
(D-Ill.)  and  a  professor 
at  the  University  of  Chi- 
cago's Graduate  School  of 
Business:  "As  unease  in 
the  markets  and  the  wider 
economy  has  grown,  peo- 
ple want  to  know:  What 
does  it  mean,  and  what 
are  we  going  to  do?" 

The  shifting  winds  seem 
to  be  most  advantageous 
to  the  Democrats— particu- 


The  Dems 
are  doing  a 
delicate 
dance  to 
differentiate 
themselves 


larly  front-runners  Senator  Hillary  Clin- 
ton (D-N.Y.),  Obama,  and  former  North 
Carolina  Senator  John  Edwards.  That's 
because,  rightly  or  wrongly,  voters  tend 
to  blame  the  Administration  in  office 
when  the  economy  sours.  "Now,  on  top 
of  the  other  problems  Republicans  face, 
the  economy  is  shaping  up  in  a  way  that 
doesn't  play  well  for  them,"  says  Kim 
N.  Wallace,  head  of  the  Washington  re- 
search unit  at  investment  bank  Lehman 
Brothers  Inc.  Says  independent  pollster 
John  Zogby:  "The  situation  should  help 
any  of  the  leading  Democrats." 

Each  has  put  forth  simi- 
lar proposals.  "Basic  uni- 
versal health  care,  middle- 
class  tax  cuts,  increasing 
taxes  on  the  wealthy,  and 
better  enforcement  of  trade 
agreements— that's  their 
economic  message,"  says 
Daniel  Clifton,  Washing- 
ton analyst  for  investment 
firm  Strategas  Research 
Partners.  But  the  packag- 
ing of  those  proposals  is 
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starkly  different,  with  each  trying  to  play 
up  his  or  her  strengths.  "With  Hillary  it's 
leadership,  Obama  it's  hope,  and  Edwards 
if  s  gut  populism,"  says  Zogby 

The  housing  crisis  is  a  case  in  point. 
As  the  news  worsened  in  August,  Clin- 
ton proposed  a  $1  billion  fund  to  help 
homeowners  facing  foreclosure,  follow- 
ing a  host  of  earlier  measures.  The  move 
signaled  that  she  stood  ready  to  use 
the  power  of  the  government  to  solve 
economic  crises.  Political  analysts  say 
if  s  no  coincidence  that  she  has  increas- 
ingly tried  to  tap  into  nostalgia  for  the 
Bill  Clinton  era— or  at  least  its  economic 
record.  In  speeches,  she  frequendy  cites 
the  strong  economy  of  the  1990s,  arguing 
that  if  elected  she  would  fix  the  economic 
problems  created  since  then. 

Edwards,  by  contrast,  has  ramped 


as  Edwards'  top  economic 
adviser.  Their  problems 
will  worsen  as  more  ad- 
justable-rate mortgages 
reset  at  higher  monthly 
payments,  Hindery  ar- 
gues—and those  people 
form  a  natural  part  of  Ed- 
wards' constituency. 

Obama  has  also  sounded 
the  theme  of  a  more  equita- 
ble economy,  but  with  far  less 
confrontational  rhetoric.  In  a 
Sept.  17  speech  before  a  Wall  Street 
crowd,  he  denounced  the  "whaf  s  good 
for  me  is  good  enough"  attitude  he  says 
characterizes  some  in  Washington  and 
the  business  community  and  called  for 
a  series  of  measures  to  crack  down  on 
mortgage  fraud.  The  next  day,  he  pro- 


Obama's 
message  is 
one  of 
"tough  love" 
sayshis 
adviser 


ROMNEY  wants  to  drop  up  the  explicitly 
capital  gains  taxes  for  populist  mes- 
those  who  earn  less  sage  at  the  core 
han  $200,000  of  his  campaign, 

denouncing  the 
corporate  greed 
and  outsize  CEO  pay  he  says  are  part  of 
a  fundamental  unfairness  that's  cleav- 
ing America  in  two.  It's  a  message  that 
campaign  advisers  believe  will  have 
even  more  resonance  if  the  housing  cri- 
sis takes  a  bigger  toll  on  the  economy. 
"There  are  10  million  families  over 
the  poverty  line  who  are  struggling  to 
pay  their  bills,"  says  Leo  Hindery,  the 
longtime  media  executive  who  serves 
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posed  an  $80  billion  plan  to  trim  income 
taxes  and  raise  mortgage  interest  deduc- 
tions for  lower-  and  middle-income  fami- 
lies, moves  he'd  pay  for  with  heftier  taxes 
on  corporations  and  the  wealthy.  But 
he  also  made  clear  his  support  for  open 
markets,  arguing  that  restoring  public 
trust  by  cleaning  up  abuses  and  creating 
what  he  sees  as  a  more  balanced  tax  sys- 
tem is  in  Wall  Streef  s  interest  as  much  as 
the  public's.  The  message,  says  adviser 
Goolsbee,  was  one  of  "tough  love." 

If  the  Democrats  are  doing  a  delicate 
dance  to  differentiate  themselves,  the  Re- 
publicans face  an  even  bigger  challenge. 
"They  are  trying  to  figure  out  their  foot- 


ing," says  Lehman's  W 
lace.  "The  Democrats  a 
keep  harping  on  [the  ec< 
omy],  so  [the  Republica 
all  know  they  will  need 
have  an  answer  ready." 

The  top  Republican  c< 
tenders  are  running  as 
cal  conservatives  who  "\ 
get  spending  under  cont 
and  keep  governmenf  s  r 
in  the  economy  to  a  mi 
mum.  In  the  short  tei 
that  means  little  support  for  more 
tion  to  help  struggling  mortgage  b 
rowers  beyond  the  proposal  Presid 
George  W.  Bush  has  made  to  exp? 
FHA  mortgage  insurance.  "The  key  a 
be  private-sector  workouts,"  says  Ls 
rence  B.  Lindsey,  the  former  head 
Bush's  National  Econc 
ic  Council  who  is  now 
vising  former  Tennes 
Senator  Fred  Thompsc 
campaign.  "One  thing 
don't  want  to  see  is 
lenders  to  get  bailed  oi 
But  as  for  longer-te 
economic  policy,  most 
publican  contenders  h 
said  little  beyond  pledg 
to  renew  the  Bush  tax  c 
The  possible  problem  v 
that  tack:  If  the  econc 
weakens,  it'll  be  incre 
ingly  difficult  to  argue  t 
merely  extending  exist 
tax  levels  will  be  enoi 
to  help. 

Mitt  Romney  has  b 
the  only  Republican  c 
didate  to  begin  to  step 
of  the  mold,  albeit  c< 
fully.  In  early  Septem 
he  proposed  eliminat 
all  taxes  on  capital  ga 
dividends,    and    inte 
for  those  earning  unl 
$200,000.  It's  an  idea  sure  to  gain  fie  I 
among  voters  who  believe  tax  cuts  I 
the  key  to  economic  growth— one  rea  J 
analysts  expect  to  see  similar  propo  I 
from  Romney's  rivals  on  the  right  as  I 
campaign  heats  up. 

Dismissing  moves  by  the  Democr  1 
contenders  to  shift  the  tax  burden  n  I 
toward  high-income  earners,  James  E I 
net,  deputy  policy  director  for  the  Ri  I 
ney  campaign,  says:  "They  want  to  r  I 
taxes.  There  are  two  very  different  visi  I 
of  how  to  deal  with  an  economy  i 


many  think  is  weakening."  The  ke 
how  to  position  those  competing  visi 
to  voters.  II 


They  can't  find  a  better  way  to  beat  the  competition. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 

www.sas.com/rams 


p                                               1 

I  1 

*  1                         pj 

/T^OOO       THE 

W  SH  ^         POWER 
*1  VJdO         TO  KNOW 

ifef                                    ,.   'VH 

T^^iW^ 

News   Insights 


SUBPRIME  TREMORS 


SUDDENLY,  A  BANK 
RUN  IN  BRITAIN 

How  brash  Northern  Rock  fell 
victim  to  a  credit  crunch 


BY  STANLEY  REED 

CARY  LESSON  OF  THE 
week:  No  corner  of  the 
global  financial  system 
is  immune  to  the  turbu- 
)  lence  in  the  markets.  Un- 
til last  week,  Northern 
Rock  PLC  was  the  pride 
of  Britain's  reviving  northeast  region 
and  a  fast-growing  star  in  the  English 
business  firmament.  The  Newcastle- 
based  mortgage  specialist  had  grown 
rapidly  under  its  brash  chief  execu- 
tive, 45-year-old  Adam  J.  Applegarth. 
By  mid-2007  it  had  become  Britain's 
fifth-largest  housing  lender,  making 
nearly  19%  of  new  loans.  At  its  peak  in 
February,  the  bank's  market  capitaliza- 
tion exceeded  $10  billion.  "It  was  best 
in  class,"  says  Gordon  Scott,  an  analyst 
with  Fitch  Ratings  in  London. 

BAILOUT  TIME 

THEN  THE  GOOD  times  for  Northern 
Rock  and  its  investors  crashed  to  a  halt. 
On  Sept.  13  word  leaked  out  that  the 
bank,  squeezed  by  the  credit  crunch  that 
followed  the  subprime-lending  crisis  in 
the  U.S.,  had  asked  the  Bank  of  England 
for  an  emergency  bailout.  The  news  set 
off  a  1920s-style  bank  run  by  depositors, 
who  lined  up  around  the  block  in  front 
of  its  75  branches,  ul-  ^ m^^^^^ 
timately  pulling  out 
$4  billion  by  some 
estimates.  That,  in 
turn,  sent  Northern's 
shares  into  a  tail- 
spin;  they  dropped 
by  60%  in  two  days. 
Unless  the  markets 
turn  around  quickly, 
the  bank  is  likely  to 
be  sold  to  a  bigger 
player.  Investment 
bank   Merrill    Lynch 


SINKING  LIKE  A  STONE 
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is  advising  North- 
ern on  just  such  an 
eventuality. 

With  the  govern- 
ment's Sept.  13  de- 
cision to  intervene, 
Northern's  meltdown 
doesn't  appear  likely 
to  spread,  at  least  for 
now.  Yet  in  the  blink 
of  an  eye,  investors 
and  potential  lenders 
soured  on  what  had 
previously  been  the 
key  to  the  bank's  suc- 
cess: an  innovative 
funding  strategy  to 
fuel  growth.  Northern 
got  more  than  three 
quarters  of  the  mon- 
ey it  loaned  to  home 
buyers  from  interna- 
tional markets,  sell- 
ing mortgage-backed 
securities  and  other 
financial  instruments.  ^ m^^^m 
Suddenly,  no  bank  or 
investor  wanted  any  of  this  stuff.  "Frank- 
ly, life  changed  on  Aug.  9,  virtually  like 
snapping  your  fingers,"  Applegarth  said 
on  a  Sept.  14  call  to  investors. 

The  bank  realized  it  was  in  deep 
^ ^^  trouble  in  early  Sep- 
tember when  it  tried 
to  raise  several  bil- 
lion dollars  with  a 
new  mortgage  secu- 
ritization but  found 
few  takers.  While  not 
in  danger  of  imme- 
diately going  under, 
it  would  have  had  to 
issue  a  profit  warn- 
ing quickly.  It  looked 
for  help,  and  even 
sought  out  a  buyer 


WITHDRAWALS  Queueing  up 
at  a  Northern  Rock  branch 
in  Kingston,  England 


SEPT.  18 


for  the  entire  operation. 

Northern  Rockapproache 
the  Bank  of  England  early  i 
the  week  of  Sept.  10.  Lloyc 
TSB,  a  major  British  Ban 
was  interested  in  buying  Northen 
though  no  firm  price  was  agreed  upoi 
But  Lloyds  wanted  the  Bank  of  Englan 
to  provide  guarantees  in  the  event  of 
meltdown  at  Northern,  something  tr 
central  bank  declined  to  do,  fearing  th; 
the  European  Union  might  consid* 
that  an  unauthorized  subsidy,  industi 
insiders  say.  And  Northern  Rock  als 
couldn't  get  its  hands  on  funds  that  tr 
BOE  routinely  makes  available  to  banl 
that  find  themselves  caught  short.  At  ti 
time,  central  bank  rules  barred  it  fro: 
accepting  mortgages  as  collateral,  ev« 
though  Northern's  loan  book  was  of  f; 
better  quality  than  the  British  averag 
The  BOE  relaxed  those  rules  on  Sep 
19,  but  it  was  too  late  for  Northern. ' 
they  had  been  able  [to  get  access 
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those  funds],  they  would  have  had  a  lot 
more  flexibility,"  says  Richard  Barnes, 
an  analyst  at  rating  agency  Standard  & 
Poor's  in  London. 

CREEPING  UNEASE? 

eventually  THE  government  agreed 
to  guarantee  deposits,  but  that  hasn't 
completely  calmed  jittery  depositors. 
On  Sept.  18  worried  customers  still 
lined  up  outside  a  central  London 
branch  of  the  troubled  mortgage  lend- 
er, waiting  to  withdraw  their  money. 
Attorney  Rachael  Whalley,  for  instance, 
said  she  planned  to  take  out  her  entire 
$18,000  from  an  institution  she  consid- 
ered "tainted." 

Now  the  risk  is  that  the  damage 
could  creep  though  the  economy.  Like 
the  U.S.,  Britain  has 
seen  a  residential 
real  estate  boom 
that  has  played  a 
big  role  in  bolster- 
ing consumer  confi- 
dence. But  housing 
prices  are  showing 
signs  of  leveling 
off.  If  banks  stop 
lending,  economic 
growth  could  grind 
to  a  halt. 

Britain's  credit 
jitters  are  putting 
pressure  on  Mervyn  King,  the  hawk- 
ish Bank  of  England  Governor  who 
has  received  much  of  the  credit  for 
the  country's  recent  stellar  economic 
performance.  Unlike  his  counterparts 
at  the  U.S.  Federal  Reserve  and  the  Eu- 
ropean Central  Bank,  King  initially  re- 
sisted helping  out  the  banking  system 
because  he  worried  it  would  reward 
excessive  risk-taking. 

It  is  likely  that  the  threat  of  a 
broader  financial  crisis,  coupled  with 
pressure  from  the  government,  forced 
King's  abrupt  turnaround.  On  Sept. 
18  the  BOE  made  nearly  $9  billion 
available  to  the  markets  in  an  effort 
to  bring  overnight  rates,  which  had 
spiked  to  almost  6.47%,  closer  to  the 
bank's  5.75%  benchmark.  By  Sept.  19 
they  had  fallen  to  5.89%  as  the  BOE 
promised  a  further  $20  billion.  And 
just  about  every  economist  is  betting 
that  King,  who  has  pushed  through 
three  rate  increases  this  year,  will  now 
have  to  begin  easing.  "We  do  expect 
the  Bank  of  England  to  cut  its  rates 
in  the  next  few  months,"  says  David 
Miles,  Morgan  Stanley's  top  economist 
in  London.  But  for  Northern  Rock,  the 
damage  is  already  done.  ■ 


After  three 
rate  hikes, 
most  think 
that  easing 
is  now  in 
the  cards 


ENERGY 


BIG  OIL'S  BIG  STALL 
ON  ETHANOL 

Even  as  it  pockets  billions  in  subsidies,  if: 
trying  to  keep  E85  out  of  drivers5  tanks 


BY  DAVID  KILEY 

OR  SOME  INDUSTRIES,  THE 
prospect  of  $3-5  billion  in 
federal  subsidies  now,  and 
double  that  in  three  years, 
might  be  a  powerful  incen- 
tive. But  not,  apparendy,  for 
the  oil  industry,  which  is 
seeing  crude  oil  prices  soar  to  record 
highs.  Despite  collecting  billions  for 
blending  small  amounts  of  ethanol  with 
gas,  oil  companies  seem  determined  to 
fight  the  spread  of  E85,  a  fuel  that  is  85% 
ethanol  and  15%  gas.  Congress  has  set  a 
target  of  displacing  15%  of  projected  an- 
nual gasoline  use  with  alternative  fuels 
by  2017.  Right  now,  wider  availability  of 
E85  is  the  likeliest  way  to  get  there. 

At  the  same  time  the  industry  is 
collecting  a  51<f-per-gallon  federal  sub- 


sidy for  each  gallon  of  ethanol  it  mix< 
with  gas  and  sells  as  E10  (10%  ethan  i 
and  90%  gas),  it's  working  against  tri 
E85  blend  with  tactics  both  overt  an 
stealthy.  Efforts  range  from  fundin 
studies  tliat  bash  the  spread  of  ethan 
for  driving  up  the  price  of  corn,  am 
therefore  some  food,  to  not  supportirj 
E85  pumps  at  gas  stations.  The  tactii . 
infuriate  a  growing  chorus  of  critic 
from  the  usual  suspects— pro-ethan< 
consumer  groups— to  the  unexpectei 
the  oil  industry's  oft-time  ally,  the  aui 
industry. 

Those  who  criticize  the  industry 
stance  see  it  as  reminiscent  of  its  attemp 
to  discredit  the  theory  that  human  use  ■ 
fossil  fuels  has  caused  global  warmin 
Mark  N.  Cooper,  research  director  at  ti 
Consumer  Federation  of  America,  ai 
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lored  a  recent  paper  characterizing  the 
ituation  as  "Big  Oil's  war  on  ethanol." 
he  industry,  he  writes,  "reacted  aggres- 
ively  against  the  expansion  of  ethanol 
reduction,  suggesting  that  it  perceives 
le  growth  of  biofuels  as  an  independent, 
ompetitive  threat  to  its  market  power  in 
ifining  and  gasoline  marketing." 

The  industry  collects  the  subsidies,  but 
idn't  lobby  for  them— Congress  created 
iem  to  encourage  a  larger  ethanol  mar- 
et.  While  oil  reps  say  they  aren't  anti- 
thanol,  they  are  candid  about  disliking 
,85.  Says  Al  Mannato  of  the  American 
'etroleum  Institute  (API),  the  chief  trade 
roup  for  oil  and  natural-gas  companies: 
We  think  [ethanol]  makes  an  effective 
dditive  to  gasoline  but  that  it  doesn't 
/ork  well  as  an  alternative  fuel.  And  we 
on't  think  the  marketplace  wants  E85." 

One  prong  in  the  oil  industry's  strat- 
gy  is  an  anti-ethanol  information  cam- 
aign.  In  June  the  API  released  a  study  it 
ommissioned  from  research  firm  Global 
tisight  Inc.  The  report  concludes  that 
onsumers  will  be  "losers"  in  the  runup 
3  Congress'  target  of  35  billion  gallons 
f  biofuel  by  2017  because,  it  forecasts, 
tieyil  pay  $12  billion-plus  a  year  more 
3r  food  as  corn  prices  rise  to  meet  etha- 
ol  demand.  The  conclusions  are  far  from 
niversally  accepted,  but  they  have  been 
icked  up  and  promoted  by  anti-ethanol 
roups  like  the  Coalition  for  Balanced 
bod  &  Fuel  Policy,  made  up  of  the  major 
eef,  dairy,  and  poultry  lobbies.  Global 


Insight  spokesman  Jim  Dorsey  says  the 
funding  didn't  influence  the  findings: 
"We  don't  have  a  dog  in  this  hunt." 

Academia  plays  a  role  as  well.  There  is 
perhaps  no  one  more  hostile  to  ethanol 
than  Tad  W  Patzek,  a  geo-engineering 
professor  at  the  University  of  California 
at  Berkeley.  A  former  Shell  petroleum 
engineer,  Patzek  co-founded  the  UC  Oil 
Consortium,  which  studies  engineering 
methods  for  getting  oil  out  of  the  ground. 
It  counts  BP,  Chevron  USA,  Mobil  USA, 
and  Shell  among  its  hinders.  A  widely 
cited  2005  paper  by  Patzek  and  Cornell 
University  professor  David  Pimentel  con- 
cluded that  ethanol  takes  29%  more  en- 
ergy to  produce  than  it  supplies— the  most 
severe  indictment  of  the  biofuel.  Michael 
Wang,  vehicle  and  fuel-systems  analyst 
at  the  Energy  Dept's  Argonne  National 
Laboratory,  says  among  several  flaws  in 
the  study  is  the  use  of  old  data  and  the 
overestimation  of  corn  farm  energy  use 
by  34%.  Pimentel  defends  the  study.  In  a 
recent  update,  he  and  Patzek  hiked  the  es- 
timate of  ethanol's  energy  deficit  to  43%. 

A  more  moderate  conclusion  comes 
from  a  recent  study  by  the  University  of 
California  at  Davis,  which  last  year  re- 
ceived a  $25  million  grant  from  Chevron 
to  study  biofuels.  It  said  the  energy  used  to 
produce  ethanol  is  about  even  with  what 
it  generates  and  that  cleaner  emissions 
would  be  offset  by  the  loss  of  pasture  and 
rainforest  to  corn-growing. 
Only  a  small  part  of  the  re- 
search backed  by  the  grant 
will  involve  ethanol,  says 
Billy  Sanders,  UC  Davis'  re- 
search director.  The  prima- 
ry focus  will  be  developing 
alternative  processes  and 
feedstocks  for  biofuel  that 
is  not  ethanol. 

Infrastructure  problems 
are  behind  much  of  the  oil 
companies'  resistance  to 
E85.  It  adds  "too  much 
complexity  and  cost,"  says 
Shell  spokesperson  Anne 
Bryan  Peebles,  since  it 
requires  separate  pumps, 
trucks,  and  storage  tanks. 
Any  mix  with  more  than 
10%  ethanol  may  cause 
corrosion  and  other  prob- 
lems in  existing  pipelines. 

That  inconvenient  truth 
is  one  reason  oil  companies 
aren't  rushing  to  install 
E85  pumps.  Of  the  179,000 
pumps  at  U.S.  gas  stations, 
only  about  1,000  pump 
E85.  Almost  none  are  at 


THE  STAT 


$3.5 


BILLION 


Federal  subsidies 
that  go  to  oil  refiners 
for  mixing  ethanol 
into  gas— a  number 
that  should  double 
by  2010 


Data:  BusinessWeek 


oil-company-owned  stations.  And  if  an 
independent  station  that  operates  under, 
say,  the  Exxon  or  Shell  brand  wants  one, 
it  can  cost  around  $200,000  to  install  a 
separate  pump  when  all  the  gas  suppliers' 
restrictions  are  met.  Exxon  Mobil  Corp. 
bars  branded  independents  from  buying 
fuel  from  anyone  but  Exxon,  though  it  let 
a  handful  install  E85  pumps  for  test  mar- 
keting—as separate  machines  on  separate 
islands  nowhere  near  Exxon  or  Mobil 
signs.  ConocoPhillips  has  a  similar  policy. 
But  switching  existing  tanks  and  pumps 
to  E85  is  the  cheapest  way  to  offer  it,  with 
more  than  50%  of  costs  often  offset  by 
various  subsidies.  Mannato  says  com- 
panies want  to  prevent  consumers  who 
don't  have  flex-fuel  vehicles,  which  run 
on  either  gas  or  E85,  from  gassing  up  with 
E85.  Also,  they  "don't  want  their  brand 
associated  with  someone  else's  product." 

A  FACE-OFF  WITH  DETROIT 

THE  INDUSTRY'S  stance  angers  carmak- 
ers, which  have  more  than  5  million  flex- 
fuel  vehicles  on  the  road.  General  Motors, 
Ford,  and  Chrysler  all  pledge  that  half  of 
new-vehicle  sales  should  be  flex  fuel  by 
2012  but  are  waiting  for  bigger  commit- 
ments to  E85  pumps.  "Big  Oil  is  at  the 
top  of  the  list  for  blocking  the  spread  of 
ethanol  acceptance  by  consumers  and 
the  marketplace,"  says  Loren  Beard,  se- 
nior manager  for  energy  planning  and 
policy  at  Chrysler,  refer- 
ring to  the  struggle  to  get 
E85  pumps  installed. 

The  API  says  its  pilot 
programs  show  that  many 
consumers  fill  up  once, 
and  not  again,  after  they 
experience  the  25%  loss  in 
fuel  economy  that  comes 
with  E85.  Some  states 
near  ethanol  plants,  like 
Indiana,  sell  E85  as  much 
as  33%  cheaper  than  gas; 
in  others,  like  New  York, 
E85  costs  more  than  gas. 

As  tension  grows  be- 
tween Big  Oil  and  its  crit- 
ics, ethanol  production 
will  keep  rising.  That  may 
pressure  oil  companies  to 
accept  E85.  The  industry 
can  absorb  almost  all  the 
15  billion  gallons  project- 
ed for  production  by  2012 
in  the  form  of  E10.  After 
that,  without  more  E85 
pumps,  there'll  be  a  lot 
more  ethanol  on  the  mar- 
ket than  drivers  can  find  to 
put  in  their  tanks.  II 
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RUSSIA'S  STEEL 
WHEELS  ROLL 
INTO  AMERICA 

Its  big  producers  are  investing 
billions  in  U.S.  mills 


BY  JASON  BUSH 

HE  RUSSIANS  ARE  COM- 
ing.  And  they're  bringing 
I-beams.  Russian  steel- 
makers are  in  the  midst 
of  an  assault  on  the  U.S. 
market.  The  latest  for- 
ay: Magnitogorsk  Iron  & 
Steelworks  (MMK)  is  in  talks  to  build 
a  $1  billion  mill  in  southern  Ohio.  On 
Sept.  17,  MMK  Chief  Executive  Viktor 
Rashnikov  met  with  Ohio  Governor  Ted 
Strickland  to  negotiate  a  possible  deal 
to  erect  a  plant  with  an  annual  capacity 
of  1.5  million  tons.  Strickland  called  the 
visit  "cause  for  optimism,"  adding,  "We 
will  do  everything  that  can  possibly  be 
done  to  help  this  great  company  make  a 
decision  to  come  our  way." 

All  told,  Russia's  big  producers  have 
invested  more  than  $3  billion  in  U.S. 
operations  in  the  past  three  years.  Last 
November,  Evraz  Holding,  Russia's  larg- 
est steelmaker,  acquired  U.S.  rail  and 
plate  producer  Oregon  Steel  for  $2.3 
billion.  In  2004,  SeverStal,  Russia's  No.  2 
player,  plunked  down  $285  million  for 
Rouge  Industries  Inc.,  a  bankrupt  pro- 
ducer in  Dearborn,  Mich.  SeverStal  is 
also  an  80%  shareholder  in  SeverCorr, 
an  $800  million  mill  that's 
rising  out  of  farm  fields  in 
Columbus,  Miss.,  and  is  due 
to  open  this  fall.  When  that 
plant  is  fully  operational, 
SeverStal's  American  pro- 
duction will  nearly  double, 
to  5.8  million  tons  annually, 
making  the  company  one  of    Clirynl \n T"| p" 
the  top  five  integrated  steel  rir  J        o 

producers  in  the  U.S.  "We're     aUtOmakerS 
confident  that  we  can  grow 


Much  of  the 
Russians' 
effort  is 
aimed  at 


our  business  in  the 
U.S.  and  are  putting 
money  behind  this 
belief,"  says  Gregory 
Mason,  chief  operat- 
ing officer  of  Sever- 
Stal North  America  Inc.,  which  plans  a 
further  $1  billion  in  investments  over  the 
next  four  years. 

Why  the  interest?  Russian  companies 
have  tons  of  money  to  pursue  deals. 
They're  helped  by  a  fast-growing  domes- 
tic market  and  low  labor  costs  at  home, 
as  well  as  high  prices  for  metals  globally. 
Their  profit  margins  are  almost  double 
the  average  for  U.S.  steel  producers,  says 
Alexander  Pukhaeyev,  metals  analyst 
at  Deutsche  Bank  in  Moscow.  He  calls 
Russia's  steel  sector  "the  strongest  in  the 
world,  financially." 

The  U.S.  market,  meanwhile,  looks 
attractive.  After  years  of  retrenching, 
American  steelmakers  can't  keep  up  with 
demand.  American  industry  is  importing 
some  30  million  tons  a  year,  or  more  than 
a  quarter  of  all  the  steel  consumed  in  the 
U.S.,  Goldman,  Sachs  &  Co.  estimates. 
While  some  of  that  comes  from  Russia,  it 
costs  about  $100  a  ton  to  ship  metal  that 
sells  for  $600  to  $800  a  ton  in  the  U.S. 
"All  the  obsolete  plants  have 
been  carried  into  Chapter 
11,"    says    Rob    Edwards, 
metals  analyst  at  Renais- 
sance Capital  in  Moscow. 
"That  leaves  a  market  that 
is    undersupplied,    which 
creates  an  opportunity  for 
the  Russians." 

Much  of  their  effort  is 
aimed  at  supplying  car 
manufacturers,  a  strategy 


that's  similar  to  that  of  other  glob 
producers.  Luxembourg-based  Arcel 
Mittal  has  become  a  top  player  in  tt 
North  American  automotive  steel  nu 
ket.  In  June,  Germany's  ThyssenKruji 
announced  plans  to  construct  a  $; 
billion  steel  mill  in  Alabama.  And 
August,  U.S.  Steel  spent  $1.1  billion 
acquire  Canada's  Stelco  Inc.,  a  maj 
supplier  to  the  auto  industry. 

It  will  be  tough  to  compete  wi 
these  giants,  but  the  Russians  are  <i 
perts  at  revitalizing  run-down  plar; 
like  the  Rouge  and  Oregon  mills.  Ji 
look  at  MMK's  operations  in  the  city 
Magnitogorsk  on  the  slopes  of  the  U 
Mountains:  Once  the  archetypal  Sov 
dinosaur,  MMK  over  the  past  decade  r. 
spent  $2.6  billion  to  replace  its  ancie 
polluting  blast  furnaces  with  state-' 
the-art  smelting  equipment. 

The  Russians  have  other  stro 
cards.  SeverStal's  Rouge  plant  is  on  t 
site  of  Ford  Motor  Co.'s  River  Rou 
truck  factory,  which  it  has  supplied  : 
decades.  Its  SeverCorr  facility  will 
the  first  to  use  an  electric  furnace 
automotive  steel,  a  less  labor-intt 
sive— and  more  cost-effective— techn 
ogy.  And  it  has  location  working  for 
Likely  customers  include  Toyota  Mo 
Corp.  plants  in  Kentucky  and  Texas  a 
the  operations  of  other  European  a 
Japanese  automakers  now  moving  it 
the  American  South.  ■ 

-  With  Sonal  Rupani  in  New  Yo 
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Sustainability  is  our  standard  for  measuring  CO2  reduction. 


The  Blue  Hole  in  the  Belize  Barrier  Reef,  a  World  Heritage  in  the  western  Caribbean  Sea. 


Dne  Canon  energy-saving  technology  has  reduced  CO2  emissions  by  nearly  7  million  tons, 
:he  amount  assimilated  by  the  seas  surrounding  the  earth's  coral  reefs  each  year.* 


Extending  for  nearly  185  miles,  the  Belize  Barrier  Reef  is  home  to  one  of  the  most  diverse 
jcosystems  on  earth.  At  Canon,  we  believe  corporations  have  a  responsibility  to  undertake 
sustainable  practices  that  help  preserve  such  World  Natural  Heritages.  In  1998,  we  embarked 
)n  a  program  to  reduce  CO2  emissions  throughout  the  lifecycle  of  our  products. 
:or  example,  we  developed  energy-saving  on-demand  fixing  technology  for  our  office 
jquipment  and  home  printers.   Over  8  years,  the  reduction  in  CO2  emissions  attributable 
:o  our  office  equipment  totaled  some  6.99  million  tons.  That's  approximately  the  amount  of 
302  assimilated  in  a  year  by  350,000  km?  of  seawater  — more  than  the  surface  size  of  the 
:oral  reefs  in  all  the  oceans.  Canon's  many  programs  to  reduce  CO2  emissions  are  all  part 
3f  one  corporate  goal:  sustaining  the  natural  environment  for  future  generations. 


I  Cumulative  reduction  of  CO2  from 
on-demand  fixing 

700  110,000  tons) 


1999  2000  2001  2002  2003  2004  2005  2006 


'There  are  approx.  280,000km2  of  coral  reef.  1km2  of  seawater 
assimilates  approx.  20  tons  of  CO2  per  year.  Between  1999 
and  2006,  the  CO2  reduction  attributable  to  Canon  office 
equipment  was  7  million  tons,  which  is  approx.  20%  more  than 
the  seawater  around  the  earth's  coral  reefs  assimilates  in  a  year. 


Produce.  Use.  Recycle.  C02-emission  reduction  throughout  the  product  lifecycle. 
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SKODA  MEANS 
QUALITY.  REALLY 

The  Czech  carmaker  has  shed  its  shoddy 
image,  gone  global,  and  is  raking  it  in 


BY  GAIL  EDMONDSON 

I  O  PUT  IT  KINDLY,  CZECH 
carmaker  Skoda  Auto  hasn't 
always  been  a  leader  in  qual- 
ity. During  the  Communist 
era,  drivers  learned  to  carry 
a  full  tool  kit  for  roadside  re- 
pairs, and  Skoda's  tinny  se- 
dans were  the  butt  of  countless  jokes  (What 
do  you  call  a  Skoda  with  a  sunroof?  A 
Dumpster.  Why  do  you  need  a  rear-window 
defroster  on  a  Skoda?  To  keep  your  hands 
warm  when  you're  pushing  it) 

Now  the  joke  may  be  on  Skoda's  West- 
ern European  competitors.  After  16  years 
of  cooperation  with  Germany's  Volks- 
wagen—and some  $14  billion  in  invest- 
ment—Skoda's  cars  are  better  than  ever, 
and  what  was  once  a  smallish  regional 
brand  is  becoming  a  global  player.  While 
the  company  initially  focused  on  Europe, 
now  "the  major  potential  is  in  Asia— and 
it's  a  huge  potential,"  says  Skoda  Chief 
Executive  Dedef  Wittig,  a  VW  veteran. 
A  decade  ago,  "we  had  no  idea  we  could 
go  global." 
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All  told,  Skoda's  cars  are  sold  in  100 
countries.  Though  they're  not  available 
in  the  U.S.,  and  the  company  has  no  plans 
to  enter  that  market,  Skoda  is  already  a 
leader  in  Eastern  Europe,  a  strong  player 
in  Western  Europe,  and  has  an  increas- 
ing presence  in  Asia.  Skoda  assembles 
vehicles  in  China,  India,  Ukraine,  Bos- 
nia, and  Kazakhstan,  and  in  October,  a 
new  Russian  factory  will  start  producing 
Skodas  and  Volkswagens. 

IMAGE  REPAIR 

SKODA'S  GLOBAL  presence  has  been 
propelled  by  an  unrelenting  focus  on 
building  better  cars  that  can  be  sold  at 
bargain-basement  prices.  The  brand  has 
been  a  leader  in  quality  surveys  across 
Europe  in  recent  years,  and  ranked  No.  2 
in  Britain  (tied  with  Honda,  and  just  a 
hair  below  Lexus)  in  the  2007  consumer 
satisfaction  and  quality  studies  by  mar- 
ket researcher  J.D.  Power  &  Associates 
Inc.  "To  fix  [Skoda's]  brand  image  we 
needed  to  go  for  top  quality,"  says  Wit- 
tig.  "We  can't  allow  failure,  or  the  old 


REVVED  UP 

Celebrating  the 
Skoda  Fabia  at  a  car 
show  in  Geneva 


image  might  come  bacl 
The  quality  push  a: 
global  expansion  are  spi 
ring  record  results  at  Skoc 
Last  year,  sales  jumped  9./ 
in  a  stagnant  European  m; 
ket,  outperforming  even  Tc 
ota  as  one  of  the  Continen 
fastest  growing  brands.  Tl 
year,  Skoda  expects  to  sj 
630,000  cars  worldwk 
and  it's  aiming  for  sales 
1  million  by  2010.  Revent 
reached  $5.6  billion  for  t 
first  half  of  2007,  while  pr< 
its  jumped  22%,  to  $492  n 
lion.  Skoda  is  growing  in  i: 
portance  for  VW,  which  bought  30%  oft 
company  in  1991  and  by  2000  had  tak 
over  the  whole  thing.  The  Czech  compa 
in  the  first  half  accounted  for  8.3%  of  Wi 
automotive  revenues  but  15.4%  of  its  c 
erating  profit. 

The  fast-moving  Czech  automaker: 
also  getting  high  marks  for  design.  Tl 
Roomster,  a  boxy-looking  cross  between 
station  wagon  and  a  van,  earned  the  pnr! 
tigious  European  Red  Dot  award  this  yeJ 
and  the  Octavia  wagon  won  that  hor  I 
in  2006.  In  Germany— the  heartland 
European  auto  fanaticism— Skoda's  5 
perb,  a  midsize  sedan  that  starts  at  ab( 
$30,000,  ranked  No. 2  in  its  class  til 
year  in  the  J.D.  Power  survey,  trailing  oi  j 
Honda's  Accord,  and  outclassing  Toyoti 
Avensis  and  the  Mazda  6. 

Some  analysts  say  Skoda  has  the  j] 
tential  to  match  VW  in  global  sales.  Th 
suggest  that  management  consider 
panding  the  Czech  operation  beyond 
current  range  of  four  model  lines  to  m 
booming  demand  for  cheaper  cars  wr 
targeting  Volkswagens  to  more  affhu 
buyers.  Skodas  are  already  priced  v\ 
below  VW's  offerings,  though  they  sh; 
engines,  transmissions,  and  many  otl 
parts  and  technology  with  their  Germ 
counterparts.  A  VW  Golf  compact, 
instance,  starts  at  about  $22,000  in  G 
many,  while  the  roomier  Skoda  Octavi; 
nearly  $2,000  cheaper.  VW  won't  detail 
plans  for  Skoda,  but  Wittig  says  he's  c< 
sidering  an  ultralow-cost  car  that  coi 
go  head-to-head  with  Renault's  no-fr 
Logan,  a  $7,000  sedan  that  was  develop 
in  Romania  and  has  become  a  global  1 
Says  Commerzbank  auto  analyst  Albrei 
Denninghoff:  "Skoda  has  become  the  rj 
Volkswagen,'  or  'people's  car.' "  ■ 
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COMPUTERS 


PC  MAKERS  ARE 
RACING  TO  INDIA 

Their  sights  are  on  the  subcontinent 
as  Chinese  sales  begin  to  slow 


BY  BRUCE  EINHORN 
AND  NANDINI  LAKSHMAN 

OR  YEARS,  WHEN  COMPUT- 
er  manufacturers  thought 
about  selling  PCs  in  Asia, 
that  largely  meant  China. 
But  lately  China's  sales  have 
started  to  slow,  and  PC  mak- 
ers are  taking  a  closer  look 
at  the  region's  other  giant  market,  India. 
This  year,  Hewlett-Packard,  Dell,  Leno- 
vo,  and  Acer  have  all  announced  major 
initiatives  to  boost  sales  there,  making 
India  one  of  their  key  battlegrounds. 
The  demand  is  coming  not  just  from 
big  companies  but  also  from  consum- 
ers and  small  businesses.  "All  three  seg- 
ments of  the  market  will  grow  at  25%  to 
30%,"  says  Rajan  Anandan,  Dell's  gen- 
eral manager  for  India.  "That's  a  pretty 
healthy  outlook." 

Why  the  change?  For  starters,  India's 
economy  is  booming,  with  annual  growth 
running  at  more  than  9%.  Moreover,  the 
government  has  eased  high  tariffs  on 
imported  machines  and  parts,  which  had 
helped  keep  prices  high.  Over  the  past 
three  years  the  average  cost  of  a  Win- 
dows PC  has  fallen  from  $500  to  $350, 
Microsoft  Corp.  estimates.  So  PC  sales 
in  India  will  likely  climb 
at  20%-plus  rates  annu- 
ally through  2011,  accord- 
ing to  researcher  Gartner 
Inc.,  compared  with  yearly 
growth  in  China  of  about 
14%.  (China,  though,  has 
some  110  million  comput- 
ers installed,  vs.  22  mil- 
lion in  India,  and  con- 
sumers there  are  likely  to 
buy  33-5  million  machines 
this  year,  compared  with 
8.8  million  in  India.) 

India    is    proving    an 
easier  sell  for  the  foreign- 
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8.8 

Millions  of  PCs  likely 
to  be  sold  in  India 
this  year,  up  16% 
from  2006,  but  far 
below  China's  33.5 
million 

Data:    i  imates) 


ers  than  China  has  been.  The  People's 
Republic  is  dominated  by  Lenovo  Group 
Inc.,  but  HP  has  overtaken  local  favorite 
HCL  Infosystems  Ltd.  in  India.  After  a 
push  into  smaller  cities,  the  American 
company  now  controls  more  than  21% 
of  the  market,  vs.  13.5%  for  HCL,  the 
No.  2  player,  estimates  re- 
searcher IDC.  In  March, 
HP  opened  a  new  factory 
near  Delhi,  its  second 
plant  making  machines 
for  the  local  market.  "We 
have  a  lot  of  positive  mo- 
mentum," says  Adrian 
Koch,  HP's  senior  vice- 
president  for  Asia  Pacific. 
HP's  rivals  are  doing 
their  best  to  boost  their 
own  momentum.  In  Au- 
gust, Dell  Inc.  opened  a 
factory  in  the  southern  city 
of  Chennai,  its  first  in  the 


country.  The  company  expects  sales 
$500  million  this  year,  up  sharply  frc 
2006.  And  this  fall,  Dell  will  likely  i 
troduce  a  new  machine  tailored  for  loc 
customers,  with  a  big  push  in  portal 
computers.  But  Dell  expects  to  depj 
from  its  traditional  direct-sales  moc 
since  Indians  prefer  to  try  out  produc 
before  buying. 

SETTING  UP  SHOP 

INDIA  IS  ONE  OF  the  best  overseas  m; 
kets  for  Lenovo,  which  inherited  a  fs, 
tory  in  the  southern  city  of  Pondichei 
after  buying  IBM's  PC  division  in  20( 
Lenovo  announced  in  July  that  it  v\ 
spend  $11  million  on  a  second  Indi 
facility,  in  the  northern  c 
of  Baddi,  which  will  have 
annual  capacity  of  2  milli 
computers— twice  that  of  t 
Pondicherry  plant.  And  in  A 
gust  the  company  hooked 
with  Walt  Disney  Co.  to  inti 
duce  a  desktop  machine  aim 
at  children.  Taiwan's  Acer  Ir 
meanwhile,  is  forming  partn 
ships  with  Indian  electron 
chains.  And  Sony  is  advertisi 
its  pint-size  Vaio  notebooks 
prime-time  television. 

The    big    loser    seems 
be  HCL.  One  problem:  11 
Mumbai-listed  company,  or 
the  strongest  player  in  Inc 
was  late  to  the  game  w 
notebooks,  introducing  th< 
just  two  years  ago.  HCL  a 
skimped    on    brand-buildi 
for  more  than  a  decade,  but 
moving  to  regain  its  edge  w  f 
a  new  ad  campaign  showing  users  rai  | 
ing  from  villagers  to  investment  bank ' 
with  HCL  machines.  And  it  is  partner! 
with  Intel  Corp.  to  produce  a  low-c  I 
notebook  called  the  Classmate  PC. 

Among  the  biggest  beneficiaries  I 
the  boom  is  Microsoft,  and  the  S(  j 
ware  giant  is  doing  what  it  can  to  k<  1 
sales  in  India  growing.  One  stumbl  } 
block,  says  Microsoft  India  Chairn  l 
Ravi  Venkatesan,  is  that  only  about  \  \ 
of  India's  wealthiest  households  h;  1 
computers.  "Why  is  it  that  in  Ch  i 
every  parent  believes  that  unless  tr  i 
kid  grows  up  with  a  PC,  the  kid  wc  I 
be  successful,  but  not  in  India?" 
asks.  "It's  the  lack  of  content."  So  ]  \ 
crosoft  has  developed  educational  s<  I 
ware  with  local  partners,  who  will  st  k 
selling  PCs  loaded  with  the  progra  f 
this  fall.  "Our  No.l  challenge,"  sf 
Venkatesan,  "is  to  make  the  PC  m 
compelling  and  relevant."  ■ 


48  I  BusinessWeek  I  October  1,  2007 


Quality  -  Guaranteed 


It  takes  proven 
quality  to  win 
a  major  golf 
tournament 


n* 


1$0**       ^*Vjf 


■^^SPV. 


U4EA  Technologies  is  proud  to  have  a  long  association  with  Padraig  Harrington, 
the  winner  of  the  2007  British  Open  Championship. 

Only  IAEA's  Multi-Service  Business  Gateways  featuring  its  revolutionary  QoS 
technology,  delivers  converged  VoIP,  video  and  data  with  guaranteed  service 
quality  for  SME  customers. 


Only  IAEA's  patented  QoS  technology  delivers  service  quality 
in  converged  IP  networks  -  guaranteed. 
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WAGE 
WARS 

WORKERS  — FROM  TRUCK  DRIVERS  TO  STOCKBROKERS— ARE 
WINDING  HUGE  OVERTIME  LAWSUITS.  BY  MICHAEL  OREY 


/ 


( 


THERE'S  A  PLACE  IN  RENO,  NEV.,  that  practically  mints 
money.  It's  not  one  of  the  many  casinos  in  town.  Nor  is 
it  one  of  the  legal  brothels  that  operate  in  the  area.  It  is 
a  law  firm,  located  in  a  wing  of  a  private  home  nestled 
in  the  foothills  of  the  Sierra  Nevadas.  From  a  utilitarian 
office,  with  a  view  of  horses  grazing  in  a  neighbor's  pad- 
dock across  the  road,  attorney  Mark  R.  Thierman  pur- 


ILLUSTRATIONS  BY  TOMER  HANUKA 


sues  a  practice  that  in  recent  years  has  won  his  clients 
hundreds  of  millions  of  dollars  from  some  of  the  biggest 
names  in  Corporate  America— and  produced  tens  of 
millions  for  himself. 

A  Harvard  Law  School  grad,  Thierman,  56,  spent 
the  first  20  years  of  his  career  as  a  management-side 
labor  attorney  and  self-described  union  buster.  He  has 
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been  pelted  with  eggs  by  construction  workers  and  his  tires 
have  been  slashed  by  longshoremen.  But  in  the  mid-1990s  he 
brought  a  series  of  cases  on  behalf  of  workers  in  California  and 
established  himself  as  a  trailblazer  in  what  had  long  been  a 
sleepy,  neglected  area  of  the  law.  Thierman  sues  companies  for 
violating  "wage  and  hour"  rules,  typically  claiming  they  have 
failed  to  pay  overtime  to  workers  who  deserve  it.  Since  the  be- 
ginning of  this  decade,  this  litigation  has  exploded  nationwide. 
Because  wage  and  hour  laws  have  been  so  widely  violated,  un- 
detonated  legal  mines  remain  buried  in  countless  companies, 
according  to  defense  and  plaintiffs'  lawyers  alike. 

No  one  tracks  precise  figures,  but 
lawyers  on  both  sides  estimate  that 
over  the  last  few  years  companies  have 
collectively  paid  out  more  than  $1  bil- 
lion annually  to  resolve  these  claims, 
which  are  usually  brought  on  behalf 
of  large  groups  of  employees.  What's 
more,  companies  can  get  hit  again  and 
again  with  suits  on  behalf  of  different 
groups  of  workers  or  for  alleged  viola- 
tions of  different  provisions  of  a  com- 
plex tapestry  of  laws.  Framed  on  the 
wall  of  Thierman's  office,  for  example, 
is  a  copy  of  a  check  from  a  case  he 
settled  for  $18  million  in  2003  on  be- 
half of  Starbucks  store  managers  in  California.  But  the  coffee 
chain  is  currently  defending  overtime  lawsuits,  filed  by  other 
attorneys,  in  Florida  and  Texas.  Wal-Mart  Stores  is  swamped 
with  about  80  wage  and  hour  suits,  and  in  the  past  two  years 
has  seen  juries  award  $172  million  to  workers  in  California 
and  $78.5  million  in  Pennsylvania. 


NO  INDUSTRY  IS  IMMUNE 

HERE'S  A  SAMPLE  OF  OVERTIME  LAWSUITS  THAT  HAVE 
RECENTLY  BEEN  SETTLED . . . 

Citigroup/Salomon 

Smith  Barney  $98  million  to  20,000  current  and  former  stockbrokers  (June,  2006) 


UPS 

IBM 


Sony  Computer 

Entertainment  America    $8.5  million  to  employees  in  the  video-game  division  (June,  2007) 

Carnival  Cruise  Lines       $6.25  million  to  15,000  crew  members  (May,  2006) 


.  AND  SOME  THAT  ARE  PENDING 


14,000  drivers  in  FedEx's  Ground  Div.  claim  to  have  been  improperly 
FedEx  classified  as  independent  contractors 

Computer  engineers  and  programmers  claim  that  they  should  not 
Inlsl  have  been  treated  as  exempt  from  overtime 

eat  Atlantic  &        Suit  alleges  that  more  than  5,000  employees  accrued  unpaid  overtime 
Pacir   Tea  Co.  because  they  were  required  to  work  off  the  clock 


Sprint  N?xtel 


Unite  Here  The  labor  union  is  facing  claims  it  failed  to  pay  its  organizers  overtime 

:  the  companies  do  not  admit  liability,  in  pending  lawsuits  each  defendant  has  denied  the  alleged  violations 


"This  is  the  biggest  problem  for  companies  out  there  in  tr 
employment  area  by  far,"  says  J.  Nelson  Thomas,  a  Rochesti 
(N.Y.)  attorney,  who,  like  Thierman,  switched  from  defense  t 
plaintiffs'  work.  "I  can  hit  a  company  with  a  hundred  sexu 
harassment  lawsuits,  and  it  will  not  inflict  anywhere  near  ti 
damage  that  [a  wage  and  hour  suit]  will."  Steven  B.  Hantle 
an  assistant  general  counsel  at  Chrysler,  says  plaintiffs'  la\ 
yers  are  "trying  to  make  all  employees  subject  to  overtime.  It 
subverting  the  free  enterprise  system." 

In  overtime  cases,  Depression-era  laws  aimed  at  factorii 
and  textile  mills  are  being  applied  in  a  21st  century  econom 


YOU  DON'T  HAVE  TO  BE  STUPID  TO  (I 

._ . . 


SAYS  THIERMAN  ON  THE  SUBJECT  Gi 


"IN  FACT,  YOU  HAVE  TO  BE  STUPID  N« 


raising  fundamental  questions  about  the  rules  of  the  modei 
workplace.  As  the  country  has  shifted  from  manufacturing 
services,  for  example,  which  employees  deserve  the  protectioi 
these  laws  offer?  Generally,  workers  with  jobs  that  requi 
independent  judgment  have  not  been  entitled  to  overtin 
pay.  But  with  businesses  embracing  efficiency  and  qualit 

control  initiatives,  more  and  mo 
tasks,  even  in  offices,  are  becomii 
standardized,  tightly  choreograph) 
routines.  That's  just  one  of  seve 
al  factors  blurring  the  tradition 
blue-collar/white-collar  divide.  Thi 
there's  technology:  In  an  always-o 
telecommuting  world,  when  does  t 
workday  begin  and  end?  The  ami 
guity  now  surrounding  these  que 
tions  is  tripping  up  companies  ai 
enriching  lawyers  like  Thierman. 

About  115  million  employees— 86 
of  the  workforce— are  covered  by  fe 
eral  overtime  rules,  according  to  t 
U.S.  Labor  Dept.  The  rules  apply 
salaried  and  hourly  workers  alii 
Plenty  of  wage  and  hour  lawsuits  a 
filed  on  behalf  of  the  traditional  woi 
ing  class,  be  they  truckers,  constn 
tion  laborers,  poultry  processors, 
restaurant  workers.  But  no  one  h 
been  more  successful  than  Thierm 
in  collecting  overtime  for  employe 
who  are  far  from  the  factory  floor 
fast-food  kitchen.  His  biggest  sett 
ments  over  the  last  two  years  ha 
been  on  behalf  of  stockbrokers,  ma 
of  whom  earn  well  into  the  six  figur 
Thierman  has  teamed  up  with  otr 
lawyers  to  extract  settlements  tot 
ing  about  a  half-billion  dollars  frc 


$87  million  to  23,000  drivers  (October,  2006) 

$65  million  to  32,000  technical  and  support  workers  (November,  2006) 


Off-the-clock  claims  for  call-center  workers  alleging  they  weren't  paid  for 
tasks  such  as  logging  onto  computers  or  reading  company  memos 
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brokerage  firms,  including  $98  million  from  Citigroup's  Smith 
Barney  and  $87  million  from  UBS  Financial  Services  Inc.  (As 
is  typical  in  settlements,  the  companies  do  not  admit  liability.) 
With  those  cases  drawing  to  a  close,  he  and  other  attorneys  al- 
ready are  pursuing  new  claims  on  behalf  of  computer  workers, 
pharmaceutical  sales  reps,  and  accounting  firm  staff. 

As  Thierman  sees  it,  these  are  the  rank  and  file  of  a  white- 
collar  proletariat.  "In  the  1940s  and  1950s,"  he  writes  in  an  e- 
mail,  "a  large  portion  of  American  workers  who  were  protected 
by  overtime  laws  seem  to 
have  been  forgotten  as  infla- 
tion drove  up  the  absolute 
(not  the  relative)  amount  of 
compensation,  and  the  bulk 
of  workers  began  wearing 
sports  coats  and  processing 
information  instead  of  wear- 
ing coveralls  and  processing 
widgets."  In  a  subsequent 
interview  he  says:  "I'm  in- 
terested in  the  middle  class— 
those  are  my  folks." 

The  core  wage  and  hour 
law,  the  federal  Fair  Labor 
Standards  Act  (flsa),  has 
been  on  the  books  since 
1938.  The  New  Deal  stat- 
ute, which  mandated  that 
a  broad  swath  of  the  work- 
force receive  90  minutes' 
pay  for  every  hour  worked 
beyond  40  in  a  week,  had 
two  goals.  One  was  to  re- 
ward laborers  who  put  in 
long  hours.  But  another  was 
to  expand  employment  by 

making  it  cheaper  for  companies  to  hire  additional  workers 
than  pay  existing  ones  time  and  a  half.  This  penalty,  Thierman 
argues,  is  ineffective  today,  given  the  enormous  costs  of  health 
care  and  other  benefits  for  each  employee.  The  result,  he  says, 
is  that  businesses  prefer  to  require  long  hours,  and  they  either 
pay  overtime  or  not— and  hope  they  don't  get  caught. 

Of  course,  not  everyone  is  entitled  to  overtime.  Under 
"white-collar  exemptions"  to  the  law,  employers  don't  have 
to  pay  extra  to  various  executives  and  professionals.  These 
exemptions,  labor  historians  say,  are  rooted  in  decades-old 
thinking  about  a  workforce  that  bears  little  resemblance  to 
today's.  A  clear  distinction  between  professional  and  produc- 
tion classes  used  to  be  assumed.  Nowadays  mortgage  brokers, 
for  instance,  crank  out  loan  applications  in  assembly  line  op- 
erations and  are  paid  based  on  how  much  they  produce.  Lend- 


ers around  the  country  have  battled,  largely  unsuccessfully,  i 
defeat  overtime  claims  by  these  employees. 

Then  there's  the  notion  that  white-collar  jobs  are  cushie 
and  pay  more.  "Bankers  used  to  work  bankers'  hours,"  note 
Jerry  A.  Jacobs,  a  sociologist  at  the  University  of  Pennsylvank 
But,  he  notes,  the  tendency  of  working-class  employees  to  pu 
in  longer  hours  than  professionals  flipped  by  the  1960s.  Con 
sider  pharmaceutical  sales  reps.  While  they  make  an  averag 
of  $79,000  a  year,  their  jobs  require  them  to  work  about  6. 

hours  a  week,  says  Charle 
Joseph,  a  New  York  attorne 
who,  along  with  others,  ha 
filed  overtime  cases  agains 
every  major  drugmaker.  1 
order  to  earn  a  middle-clas 
income,  he  observes,  the 
essentially  "have  to  wor 
two  jobs." 

Beth    Amendola    wouL 
agree  with  that.  She  is  suin 
Bristol-Myers    Squibb    Co 
where  she  worked  as  a  sale; 
rep  in  South  Florida  fror 
1998  to  2006.  Often  calleu 
on  to  attend  evening  pre 
grams  and  medical  meeting! 
Amendola  and  her  colleague 
would    say,    "Oh,    another 
hour,  another  25<t— that  wa j 
the  standard  joke."  A  Bristc ; 
spokesman  says  the  compe 
ny  believes  it  complies  witr( 
the  FLSA,  and  won't  cord 
ment  on  pending  litigation. 
While  the  Bush  Adminit 
tration  updated  regulation 
governing  white-collar  exemptions  in  2004,  attorneys  say  tb 
changes  were  incremental  and  left  plenty  of  room  for  lawsuit: 
There  are  two  basic  categories  of  overtime  claims.  One  arise 
because  a  company  has  misclassified  employees  as  exemr. 
from  the  wage  and  hour  laws,  and  thus  improperly  failed  t 
pay  overtime.  In  some  of  these  cases  the  workers  have  bee 
classified  as  independent  contractors,  meaning  the  compan 
doesn't  pay  them  benefits,  either.  The  second  is  a  so-called  of 
the-clock  claim,  in  which  employees  allege  that  some  of  th 
work  they  do  is  not  recorded  by  the  company,  sometimes  as  a 
intentional  way  to  keep  them  from  accruing  overtime. 

Even  defense  attorneys  acknowledge  that  vast  numbers  c 
companies  are  violating  the  law.  "Industries  long  steeped  i 
tradition  as  to  who  is  exempt  and  who  is  not  exempt . . .  ai 
not  necessarily  compliant  with  the  letter  of  the  regulations. 


OVERTIME  LAWS  WERE  MEANT  TO  GIVE  COMPANIES  AN 


INCENTIVE  TO  HIRE  MORE  WORKERS.  RISING  BENEFIT 


AND  TRAINING  COSTS  HAVE  CHANGED  THE  EQUATION 
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says  Kirby  C.  Wilcox,  a  partner  at  Paul,  Hastings,  Janofsky 
&  Walker  in  San  Francisco.  Indeed  Thomas,  the  former  de- 
fense attorney,  says  he  switched  sides  after  representing  an 
employer  in  a  wage  and  hour  case.  "I  was  amazed  at  how 
prevalent  the  violations  were  and  the  size  of  the  settlement," 
says  Thomas,  who  co-founded  his  own  firm,  Dolin,  Thomas 
&  Solomon,  in  2000.  "I  said  to  myself,  'Boy,  I'm  really  on  the 
wrong  side  here.' " 

The  proliferation  of  cases— more  than  doubling  in  the  fed- 
eral courts  from  2001  to  2006— at  first  drew  litde  notice  in  the 
business  community,  but  that's  changing.  "Everybody's  talk- 
ing about  it,"  says  Robin  S.  Conrad,  head  of  the  litigation  arm 
of  the  U.S.  Chamber  of  Commerce,  which  recendy  began  filing 
briefs  in  cases  in  support  of  companies. 


POWER  OF  SUGGESTION 

WHILE  VIOLATIONS  APPEAR  WIDESPREAD,  employees  them- 
selves rarely  think  to  make  wage  and  hour  claims.  Instead,  they 
usually  have  it  suggested  to  them  by  lawyers.  "Ninety- five  per- 
cent of  our  wage  and  hour  cases  are  a  result  of  someone  com- 
ing to  us  complaining  about  something  else,"  says  Thomas.  "I 
can't  tell  you  how  many  people  have  come  into  our  office  with 
employment  disputes  that  are  meritless  and  would  be  thrown 
out  of  court  and  walk  out  with  an  FLSA  claim." 

So  deeply  rooted  are  archaic  workplace  stereotypes  that 
many  college-educated,  white-collar  workers  are  resistant  to 
the  idea  that  they  are  entided  to  overtime.  They  associate  it 
with  a  labor  pool  that  is  valued  for  brawn  rather  than  brains. 


The  notion  of  keeping  track  of  their  hours  so  they  can  get  paid 
for  long  weeks  strikes  them  as  declasse. 

Scores  of  plaintiffs'  firms  are  now  aggressively  pursuing  over 
time  cases,  but  it  is  Thierman  whom  defense  lawyers  consis 
tendy  cite  as  the  most  successful  and  innovative  in  the  business  I 
"He  seeds  the  clouds,"  and  others  collect  the  rain,  says  defensi] 
attorney  Wilcox.  Thierman  has  particularly  made  his  mark  ii  j 
pursuit  of  claims  on  behalf  of  relatively  well-paid  workers. 

Tall  with  wavy  gray  hair,  Thierman  is  a  bit  of  an  iconoclas 
and  calls  himself  a  libertarian.  He  works  with  just  a  couple  o 
assistants.  A  dog  (Yoda)  and  a  cat  (Obi  Wan)  wander  in  occa 
sionally  for  attention.  At  one  point  in  the  late  1980s,  Thiermai 
thought  about  quitting  the  law  altogether,  and,  as  documentec 
by  a  framed  certificate  in  his  office,  became  a  registered  hypno 
therapist.  He  owns  a  vacation  home  in  Venezuela.  He  and  hi 
wife,  who  have  three  grown  children,  moved  from  San  Francis 
co  to  Reno  six  years  ago,  and  he  contemplated  semiretirement 
Then  his  wage  and  hour  practice  took  off. 

The  bulk  of  Thierman's  cases  involve  claims  of  misclassifica 
tion.  In  the  case  he  settled  against  Starbucks  in  2003,  Thiermai 
contended  that  merely  giving  employees  the  title  of  store  man:: 
ager  or  assistant  manager  doesn't  make  them  "executives,"  wh<- 
are  exempt  from  overtime.  A  majority  of  their  work,  he  argued 
was  making  lattes  and  Frappuccinos,  just  like  the  lower-rank 
ing,  and  overtime- eligible,  baristas.  (A  Starbucks  spokeswoman! 
says  it  is  the  company's  policy  to  comply  with  overtime  laws.- 
This  is  the  same  approach  he  is  now  pressing  against  a  widi 
range  of  other  companies  on  behalf  of  employees  who  would* 
widely  be  viewed  as  white-collar.  His  focus  is  on  what  they  actuu 
ally  do,  not  on  their  job  tides,  income,  or  academic  degrees.  "Yoi> 


1 8-wheel  air  freshener 


'NINETY-FIVE  PERCENT  OF  OUR  WAGE  AND  HOUR  CASES 


\RE  A  RESULT  OF  SOMEONE  COMING  TO  US  COMPLAINING 


\BOUT  SOMETHING  ELSE,"  SAYS  J.  NELSON  THOMAS 


n't  have  to  be  stupid  to  get  overtime,"  Thierman  says.  "In  fact 
u're  stupid  if  you  don't  get  overtime." 
Computer  workers  of  various  stripes,  for  example,  have 
mmonly  not  been  paid  for  their  extra  hours.  In  a  sop  to  the 
industry,  lawmakers  exempted  such  employees,  who  tend  to 
well-educated,  well-paid,  and  have  a  culture  of  working  vir- 
ally  round  the  clock.  The  companies  argued  that  they  would 
tierwise  not  be  able  to  remain  competitive  with  foreign 
rals.  But  under  California  law,  the  exemption  applies  only 
r  workers  whose  primary  function  involves  "the  exercise  of 
scretion  and  independent  judgment."  In  numerous  lawsuits, 
lierman  and  other  plaintiffs'  attorneys  have  alleged  that  le- 
ans of  systems  engineers,  help  desk  staff,  and  customer  ser- 
;e  personnel  do  no  such  thing.  Of  programmers,  Thierman 
ys,  "Yes,  they  get  to  pick  whatever  code  they  want  to  write, 
t  they  don't  tell  you  what  the  program  does....  All  they  do  is 
iplement  someone  else's  desires." 


Already  the  settlements  are  rolling  in.  Siebel  Systems  has 
agreed  to  pay  $27.5  million  to  about  800  software  engineers, 
and  IBM  is  forking  over  $65  million  to  technical  and  customer 
support  workers.  Thierman  says  he  also  plans  to  go  after  other 
big  employers  of  computer  personnel,  including  banks  and 
health  insurers. 

Stockbrokers  are  highly  compensated  and  have  long  been 
presumed  to  be  exempt,  but  Thierman  caught  financial  services 
firms  by  alleging  a  technical  violation  of  the  law:  To  be  treated  as 
exempt,  employees  must  receive  a  salary,  and  brokers  have  gen- 
erally received  only  commissions.  Although  they  deny  liability,  a 
parade  of  firms  has  settied  after  facing  one  of  Thierman's  suits, 
including  Merrill  Lynch,  Morgan  Stanley,  and  A.G.  Edwards. 
Under  a  complex  formula,  most  brokers  received  about  $30,000 
after  attorneys'  fees,  Thierman  says.  An  industry  trade  group, 
the  Securities  Industry  &  Financial  Markets  Assn.,  notes  in  a 
statement  that  the  Labor  Dept.  issued  an  opinion  letter  in  No- 


Diesel  engines  are  renowned  for 
their  durability  and  outstanding 
fuel  economy.  Oil  and  natural 
nan  industry  engineers  now 

make  diesel  even  better. 
Ultra  low  sulfu       They  are  producing  an 
diesel  and    |  _  ... _     _  .,,..,..,.„  ,_.  . 


a  d vanced  engi  nes 
will  mean  90°/o 
less  emissions 


advanced  fuel,  ultra  low 
ifur  diesel  (U LSD), 
help  new,  efficient 
set  engines  run 
.aner.  Today  this  clean, 
efficient  fuel  is  available  across 
America.  When  combined  with 
the  advanced  diesel  engines 
now  available  for  buses,  trucks 
and  cars,  ULSD  will  ultimately 
cut  emissions  by  90  percent. 
Now  that's  blue-sky  thinking. 
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vember,  2006,  which  stated  that  brokers  are  exempt.  The  letter, 
however,  came  too  late  to  help  firms  that  have  already  settled, 
and  it  isn't  binding  in  court. 


STOPPING  THE  CLOCK 

IN  SOME  OF  HIS  LAWSUITS,  Thierman  has  made  off-the-clock 
claims  on  behalf  of  lower-wage  employees.  For  instance,  in  a 
suit  on  behalf  of  employees  of  Hollywood  Video  stores,  a  movie 
rental  chain,  he  alleged  workers  had  to  boot  up  the  computer 
before  they  could  punch  in,  and  had  to  punch  out  before  they 
could  close  the  register  for  the  night  and  do  the  store  tally.  He 
used  store  surveillance  cameras  to  document  the  time  spent  on 
these  tasks,  settling  the  case  for  $7.2  million. 


Nearly  all  of  the  cases  faced  by  Wal-Mart  are  off-the-clod 
claims,  with  allegations  that  employees  worked  through  luncr 
breaks  without  pay,  or  were  forced  to  punch  out  when  the  ston 
closed  but  then  continue  with  tasks  such  as  restocking  shelves 
Store  managers  are  under  constant  pressure  from  Wal-Mar 
headquarters  to  keep  wages  down,  says  attorney  Michael  Don 
ovan,  who  won  the  $72.5  million  verdict  against  the  retailer  ir 
Philadelphia  last  year.  The  easiest  way  to  control  wages,  he  says 
is  to  prevent  workers  from  logging  overtime.  "We're  finding  tha 
that's  a  common  pattern  in  large  retail  operations  where  a  ston 
manager's  compensation  is  based  in  part  on  the  profitability  o 
their  store,"  says  Piper  Hoffman,  a  New  York  attorney  who  ha; 
filed  similar  suits.  John  Simley,  a  spokesman  for  Wal-Mart,  say 
the  notion  that  the  retailer  doesn't  pay  people  for  overtime  ii 
"simply  not  true."  Simley  says  that  Wal-Mart  will  appeal  th< 


THE  RULES  REFLECT  OLD  ASSUMPTIONS  . . . 

When  Congress  passed  a  law  in  1938  mandating  overtime  pay,  it  also  created  a  series 
of  exemptions  listing  various  types  of  workers  who  weren't  entitled  to  it 


EXECUTIVE: 

The  boss,  of  course,  is  not  entitled 
to  overtime.  An  executive  is  defined 
as  a  manager  who  supervises  at 
least  two  employees,  with  authority 
to  hire,  fire,  and  promote. 


PROFESSIONALS 
AND  CREATIVES: 

Overtime  is  also  denied  to  those 
whose  job  requires  advanced 
training,  a  professional  degree,  or 
artistic  imagination. 


ADMINISTRATIVE: 

Nor  are  many  white-collar  worker 
bees  able  to  collect  overtime.  This 
exemption  covers  people  who 
primarily  do  office  work  and 
exercise  "independent  judgment." 


OUTSIDE 
SALESPEOPLE: 

Think  Willy  Loman.  No  overtime 
for  salespeople  who  are  regularly 
away  from  the  employer's  place 
of  business. 


. . .  THAT  DON'T  ALWAYS  APPLY  IN  TODAY'S  WORKPLACE 

A  big  reason  that  wage  and  hour  litigation  is  exploding  is  because  so 
many  employees  no  longer  fit  into  the  law's  outdated  categories 


STARBUCKS  STORE 
MANAGER: 

The  company  claims  they  are  executives,  but 
store  managers  may  spend  more  time  serving 
than  supervising.  The  company  settled  a  case 
in  California,  where  state  law  says  you  have  to 
spend  more  than  50%  of  your  time  actually 
managing,  but  is  fighting  a  case  in  Florida 
under  more  flexible  federal  rules. 


MERCK  SALES 
REPRESENTATIVE: 

Drug  company  reps  don't  actually  sell  anything 
They  merely  attempt  to  influence  doctors' 
prescribing,  so  the  sales  exemption  may  be 
invalid.  And  the  administrative  exemption 
requires  exercise  of  discretion,  but  the  pitches 
to  physicians  are  tightly  scripted.  Cases  have 
been  filed  against  every  major  drug 
manufacturer,  and  the  legal  status  of  these 
workers  is  unclear. 


ERNST  &  YOUNG 
ACCOUNTANT: 

If  someone  with  an  accounting  degree  is 
actually  exercising  his  judgment  as  a  CPA,  the 
professional  exemption  applies.  But  a  worker 
who  simply  gathers  audit  data  and  enters  it  in 
a  spreadsheet  can't-licensed  or  not-be 
classified  as  a  professional.  Litigation  pending 
against  Ernst  &  Young  makes  overtime  claims 
on  behalf  of  E&Y  staff,  including  some  with 
professional  degrees. 
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Smile. 

You're  going  to  work. 
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CoverStory 


$172  million  California  verdict.  He  also  notes  that  the  com- 
pany has  persuaded  courts  to  reject  numerous  class  actions. 

There  are  many  variations  on  the  off-the-clock  theme.  In 
June,  Bank  of  America  was  sued  in  Florida  by  an  employee 
who  alleges  that  her  branch  manager  deleted  the  amount  of 
overtime  she  logged  from  the  bank's  records  in  order  to  receive 
a  branch  productivity  bonus.  A  BofA  spokeswoman  says  there 
is  no  basis  for  the  complaint. 

The  issue  of  when  the  workday  begins  can  get  complicated. 
Delivery  truck  drivers,  utility  workers,  and  service  technicians, 
for  example,  now  regularly  download  their  route  assignments 
or  appointments  from  their  homes  by  computer  each  morning. 
Should  they  be  paid  for  this  time?  Should  this  be  the  start  of 
their  workday?  The  same  questions  arise  for  white-collar  work- 
ers. Daniel  J.  McCoy,  an  attorney  at  Fenwick  &  West  in  Mountain 
View,  Calif.,  says  that  15  years  ago  he  would  have  presumed  that 
a  person  who  checked  her  e-mail  remotely  or  who  telecommut- 
ed  had  the  type  of  job  that  would  not  be  eligible  for  overtime. 
"That's  less  and  less  true  today,"  he  says.  He  gives  the  example 
of  his  own  assistant,  who  sent  McCoy  an  e-mail  on  a  Sunday. 
McCoy  said  he  promptly  told  his  assistant  that  he  didn't  need  to 
be  working  on  a  weekend,  but  that  if  he  was,  he  had  to  be  sure  to 


record  his  time,  since  he  is  covered  by  wage  and  hour  laws. 

Management-side  attorneys  like  McCoy  are  certainly  cashin 
in  on  the  wage  and  hour  lawsuit  boom.  But  they  can  only  loo 
with  astonishment  and  envy  at  what  plaintiffs'  attorneys  ar 
now  making  in  this  area.  Thierman  says  his  recent  settlement 
alone  total  $458  million.  Attorneys  fees  are  about  25%  of  tha 
and  Thierman  usually  splits  his  take  with  various  co-counsel  o 
each  case.  While  he  won't  say  how  much  he's  due  to  receive  fror 
these  cases  (and  courts  must  still  approve  the  fees  in  some  ( 
them),  he  doesn't  dispute  that  it's  in  the  low  tens  of  millions. 

In  a  friend-of-the-court  brief  filed  in  a  case  in  August,  th 
U.S.  Chamber  of  Commerce  decried  the  "FLSA  litigation  expk 
sion"  and  its  having  become  the  "claim  du  jour"  for  plaintiff 
attorneys.  Thierman  shrugs  at  such  concerns.  The  alternativi 
in  his  view,  would  be  to  have  the  laws  enforced  by  a  governmer 
bureaucracy.  "Somebody's  got  to  regulate  this  stuff,"  he  say 
"and  I  think  the  bounty  hunter  system  works  just  fine."  ■ 
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PODCAST:  Listen  to  Executive  Editor  John  A.  Byrne's  interview  with  Senior 
Writer  Michael  Orey  on  the  rising  tide  of  wage  and  hour  lawsuits. 


WORK  IN  PROGRESS 


LABOR  LAW  TIME  WARP 


Do  America's  decades- 
old  overtime  laws  make 
sense  anymore?  Despite 
the  litigation  they  are 
generating,  there's  almost 
no  political  momentum  to  change  them. 
The  values  that  the  laws  codify— that  the 
workweek  should  be  capped  and  that 
excess  time  should  be  compensated- 
are  widely  embraced. 

Yet  it's  generally  accepted  that 
overtime  laws  don't  achieve  one  of  their 
main  New  Deal-era  goals:  increasing 
employment.  The  initial  idea  was  that 
companies  would  choose  to  hire  extra 
workers  rather  than  pay  existing  ones 
time  and  a  half.  But  that  calculus  doesn't 
hold  these  days,  given  the  enormous 
fixed  costs  of  such  things  as  benefits  and 
training  for  each  additional  employee. 

Some  economists,  meanwhile, 
contend  that  overtime  rules  fall  short  on 
assuring  that  workers  get  paid  more  for 
time  they  put  in  beyond  40  hours  each 
week.  When  the  law  requires  overtime 
pay,  they  argue,  the  market  will  adjust 
regular  wages  down,  so  that  a  $450- 
a-week  job  that  requires  45  hours  still 
moves  back  toward  $450.  Stephen  J. 
Trejo,  an  economics  professor  at  the  University  of  Texas  at  Austin,  says 
a  study  he  did  shows  about  half  of  the  extra  pay  is  erased.  Of  course, 
workers  on  the  lowest  rung  of  the  pay  ladder  have  minimum-wage 


laws  to  protect  them  from  such  a  shift. 

Overtime  rules  raise  eyebrows 
most  often  when  they  are  invoked  on 
behalf  of  workers  who  earn  relatively 
high  incomes,  such  as  computer 
programmers  and  stockbrokers.  Do 
these  individuals  really  need  or  deserv 
the  law's  protections?  Trejo  finds  it  han 
to  argue  they  do,  noting  that  highly 
skilled  workers  have  choices  about  the 
jobs  they  take  and  are  free  to  move  to 
ones  where  they  work-but  possibly 
earn— less. 

This  brings  to  mind  an  oft-forgotten 
fact  about  overtime  laws,  which  is  that 
they  were  rooted  in  a  time  when  many 
envisioned  a  steady  reduction  in  the 
hours  Americans  worked.  (John  Mayna 
Keynes  predicted  a  two-hour  workweek 
by  1980.)  That  vision  is  long  gone.  In 
the  intervening  years,  says  Benjamin 
Kline,  a  professor  of  leisure  studies  at 
the  University  of  Iowa,  a  huge  change 
has  taken  place.  The  ideal  of  working 
fewer  hours  vanished  long  ago,  partly 
as  a  result  of  economic  imperative 
but  also  because  of  a  cultural  shift 
toward  embracing  work,  particularly  b> 
professionals.  "The  image  I  use  is  that 
our  faith  is  in  our  jobs"  now,  he  says.  The  sense  of  purpose  and  identit 
that  we  used  to  find  in  religion,  "we  find  more  and  more  in  our  work." 

-Michael  Ore 
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Joining  forces  with  banks, 
colleges  are  now  cashing  in 
on  student  debit  cards 
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BY  DEAN  FOUST 

WHEN  THE  UNI- 
versity  of  Minne- 
sota's 52,000  stu- 
dents arrived  in  ear- 
ly September,  they 
received  new  "U 
Cards,"  a  multi-pur- 
pose ID  that  doubles  as  a  library  and  secu- 
rity card.  But  the  new  IDs  also  have  debit 
and  ATM  features  for  students  who  open  a 
checking  account  with  TCF  Financial  Corp. 
It  was  all  part  of  a  deal  the  school  struck  in 
exchange  for  the  bank  footing  the  bill  and 
other  hefty  payments. 

Whaf  s  this  relationship  worth  to  TCF? 
The  $15  billion  regional  bank  doesn't  dis- 
close many  financial  details.  But  already 
some  80%  of  students  at  Minnesota  and 
its  sister  campus  in  Duluth  have  signed 
up,  pumping  $50  million  into  TCF  ac- 
counts. And  if  s  lucrative  enough  for  TCF  to 
pony  up  roughly  $40  million  to  the  school 
to  extend  the  deal  through  2030.  TCF 
has  inked  similar  arrangements  with  nine 
other  schools,  including  the  University  of 
Michigan.  Those  contracts  give  the  bank 
exclusive  entree  to  the  next  generation  of 
potential  customers,  as  well  as  a  nice  profit 
stream  today,  thanks  to  ATM  surcharges 
and  overdraft  fees  that  run  up  to  $33  a  pop. 
"[Campus  services]  are  a  huge  market- 
ing arm  for  us  that,  quite  frankly,  makes 
money,"  TCF  President  Neil  Brown  told 
institutional  investors  last  year. 

In  an  industry  known  for  its  contro- 
versial move  to  push  plastic  on  cam- 
puses, it  turns  out  that  credit  cards  were 
only  the  start.  TCF  and  other  financial- 
service  giants  like  US  Bancorp,  Bank  of 
America,  and  Wells  Fargo 
are  finding  new  ways  to 
profit  in  the  student  mar- 
ket. What's  more,  it's  an 
increasingly  symbiotic  re- 
lationship that  benefits  col- 
leges as  well.  Banks  and 
university  administrators 
have  become  quiet  partners 
in  an  array  of  financial  ar- 
rangements that  generate 
millions  for  both  parties, 
from  ID  debit  cards  to  co- 


"Schools 
have  become 
too  vested  in 
the  finances 
of  their 
students" 


branded  credit  cards. 

But  critics  contend  these  types  of  deals 
are  fraught  with  potential  conflicts.  It's 
a  sentiment  underscored  by  the  recent 
scandals  in  which  financial  aid  officers 
were  caught  accepting  junkets,  free  meals, 
and  shares  of  company  stock  for  steer- 
ing students  to  certain  lenders.  "Schools 
have  become  too  vested  in  the  finances  of 
their  students,"  says  Barmak  Nassirian, 
associate  executive  director  of  the  Ameri- 
can Association  of  Collegiate  Registrars 
&  Admissions  Officers.  "It's  unfortunate 
that  there  are  colleges  that  have  begun  to 
view  every  point  of  contact  with  students 
as  a  potential  profit  center." 

FUND  GENERATORS 

OFFICIALS  AT  STATE-supported  universi- 
ties, at  least,  defend  these  moves,  arguing 
that  at  a  time  of  reduced  funding  from  lo- 
cal legislators,  the  revenue  boost  and  cost 
savings  enable  them  to  preserve  academic 
programs  and  generate  much  needed  funds 
for  financial  aid.  For  example,  the  cost  of 
providing  student  IDs  can  run  as  high  as 
$200,000  a  year  at  large  public  universities. 
When  banks  cough  up  the  cash,  it  spares 
colleges  from  making  cuts  elsewhere.  "If  s 
a  mutually  beneficial  relationship,"  says 
University  of  Minnesota  spokesman  Daniel 
Wolter  of  its  deal  with  TCF. 

Administrators  also  point  out  that  finan- 
cial firms  provide  services  that  universities 
can't  handle  efficiently.  One  such  area: 
student  payments  and  reimbursements, 
which  can  cost  as  much  as  $11  for  each 
old-fashioned  paper  check  that  a  school 
issues.  That  need  has  created  a  nice  niche 
for  financial  firms  like  Higher  One  Inc. 
Founded  seven  years  ago 
by  three  Yale  University 
undergrads,  the  company 
electronically  disburses 
financial  aid  and  other 
payments  from  schools  to 
students,  charging  schools 
as  little  as  10$  per  trans- 
action. It  now  serves  84 
universities. 

But  ifs  not  Higher 
One's  only  function.  Like 
TCF,  Higher  One  has  deals 
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Student 
Services 

Financial  firms  have 
turned  college  campuses 
into  profit  centers. 

DEBIT  CARDS  Banks  cover  the 
cost  of  student  IDs  if  they  can 
add  debit  features.  They  reap 
the  profits  from  ATM  surcharges 
and  overdraft  fees. 

CREDIT  CARDS  Banks  have 
long  marketed  affinity  credit 
cards  to  alumni.  But  now  they 
are  teaming  up  with  schools  to 
offer  co-branded  credit  cards 
to  students. 


with  schools  to  put  ATM  and  debit  features 
on  ID  cards.  The  firm  sweetens  the  pot  by 
sharing  the  profits.  In  a  contract  proposal 
accepted  by  some  schools  and  reviewed 
by  BusinessWeek,  Higher  One  offered  in 
early  2006  to  pay  the  36  schools  within  the 
University  System  of  Georgia  0.08%  of  all 
off-campus  purchases  made  by  students 
using  Higher  One's  debit  card.  The  firm 
also  proposed  to  give  schools  10%  of  the  in- 
terest income  it  earned  from  investing  the 
funds  deposited  by  students  into  Higher 
One's  accounts.  Some  17  schools  now  have 
an  agreement  with  Higher  One. 

The  company  says  it  works  hard  to  pro- 
vide students  with  quality  service.  And  it 
notes  that  on  average  more  than  50%  of  stu- 
dents sign  up  for  a  debit  card  at  the  schools 
it  serves.  "If  we  had  a  really  bad  product,  we 
wouldn't  have  that  kind  of  acceptance,"  says 
Sean  Glass,  co-founder  of  Higher  One. 

But  some  students  claim  that  it  was  easy 
to  enroll  inadvertentiy  in  Higher  One's  pro- 
gram. Ryan  Klute,  a  24-year-old  graduate 
student  at  Oregon's  Portland  State  Univer- 
sity, recalls  that  when  he  went  to  activate 
his  student  ID  online,  which  was  necessary 
to  check  out  library  books,  he  had  to  wade 
through  "eight  or  nine  different  pages," 
each  containing  an  "itty-bitty  box  that 
you  had  to  'uncheck'  again  and  again  to 
decline  the  debit  service.  That  was  pretty 
deceptive,"  says  Klute.  Glass  say  Higher 
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UNWITTING  Portland 
State's  Klute  found 
it  hard  to  decipher 
the  card's  fine  print 


One  subsequently  revamped  its  activate 
process  in  late  2005. 

For  many  students,  however,  the  co 
venience  offered  by  these  banks  mak 
it  hard  to  say  no.  Minnesota  junior  Ju' 
Krieger  says  that  TCF's  combination  I 
debit  card  is  safer  than  carrying  ca; 
and  if  s  easy  to  check  balances  at  the 
TCF  branches  across  campus. 

But  the  high  fees  these  banks  oft 
charge  is  a  sore  spot,  especially  given  t 
propensity  of  students  to  bounce  chec 
or  make  other  financial  faux  pas.  Emi 
Carew,  also  a  junior  at  Minnesota,  rack- 
up  $99  in  fees  after  making  three  pi 
chases  that  exceeded  the  funds  in  her  T 
student  account.  "It's  not  like  I  bough 
car,"  says  Carew.  "It  was  $6.99  at  ilune: 

Citing  high  fees,  some  promine 
schools  have  rebuffed  overtures  from  fim 
rial  outfits.  Ohio  State  University  decic 
to  develop  its  own  ID  with  debit  featui 
after  getting  wooed  by  banks.  The  in-hoi 
card,  which  is  accepted  at  200  mercha 
off  campus,  simply  declines  a  purchi 
if  students  don't  have  enough  money 
their  account.  "We're  dealing  with  s 
dents  who  may  have  had  no  prior  banki 
experience,"  says  David  Anthony,  direc 
of  Ohio  State's  student  ID  program.  " 
see  them  hit  with  fees  of  $30  to  $35  is  J 
something  we  want  to  do."  ■ 

-With  Jessica  Silver- Greenb 
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Finance  I  Subprime  Fallout 


Anatomy  of  a 
Ratings  Downgrade 

How  S&P  and  Moody's  miscalculated  risk  on 
two  top-rated  pools  of  mortgage-backed  bonds 


BY  DAVID  HENRY 

HE  BIG  CREDIT-RAT- 
ing  agencies,  Standard  & 
Poor's  and  Moody's  Inves- 
tors Service,  aren't  known 
for  making  rash  moves 
when  changing  their 
grades  on  bonds  and  other 
securities.  The  odds  are  only  about  1  in 
10,000  that  a  bond  will  go  from  the  high- 
est grade,  AAA,  to  the  low-quality  CCC 
level  during  a  calendar  year.  So  imagine 
investors'  surprise  on  Aug.  21  when,  in  a 
single  day,  S&P  slashed  its  ratings  on  two 
sets  of  AAA  bonds 
backed  by  residential 
mortgage  securities 
to  CCC+  and  CCC, 
instantly  changing 
their  status  from  top 
quality  to  pure  junk. 
S&P,  like  Business- 
Week a  unit  of  The 
McGraw-Hill  Com- 
panies, considers  the 
episode  a  fluke,  chalk- 
ing it  up  to  events  no 
one  could  have  seen 
coming.  But  a  closer 
look  shows  that  the 
very  structure  of  the 
vehicles  that  issued 
the  bonds  heightened 
the  risk  of  dramatic 
downgrades— and 
that  the  ratings  agen- 
cies were  aware  of 
this  risk,  however  re- 
mote, from  the  start. 
The  agencies  have 
long  contended  that 
they  shouldn't  be 
blamed  for  the  sub- 
prime  meltdown, 
even  though  they 
gave  high  grades  to 
most  of  the  mort- 


What  All 
The  Letters 

Mean 

S&P's  credit  ratings  are  meant 
to  predict  the  likelihood  that  a 
bond  will  make  its  interest  and 
principle  payments  to 
investors.  (Pluses  and 
minuses  between  these  levels 
add  still  more  gradations.) 

INVESTMENT  GRADES 

AAA      Extremely  strong 

AA        Very  strong 

A  Strong 

BBB      Adequate  protection 

SPECULATIVE  GRADES  (OR  "JUNK") 

Less  vulnerable 

More  vulnerable 

Currently  vulnerable 

Highly  vulnerable 

Currently  highly  vulnerable 

In  default 


BB 

B 

CCC 

CC 

C 

D 

Data:  Standard  &  Poor's 


gage-backed  bonds  whose  values  have 
since  plunged.  Investors  consider  two 
main  variables  when  assessing  a  bond:  its 
price  and  the  interest  payments  it  gener- 
ates. The  agencies  say  their  ratings  reflect 
only  the  latter.  Ratings  are  judgments 
about  whether  a  bond  will  pay  interest 
on  schedule  until  it  matures— not  indica- 
tors of  how  market  forces  might  affect 
its  price.  "Unlike  market  prices,  [bond 
ratings]  do  not  fluctuate  on  the  basis  of 
market  sentiment,"  wrote  S&P  Executive 
Vice-President  Vickie  A.  Tillman  in  an 
Aug.  31  Wall  Street  Journal  commentary. 
But  the  down- 
grades made  10  days 
earlier  were  indeed 
driven  by  market 
forces.  Because  of 
the  particular  way 
the  vehicles  were 
structured,  the  credit 
market  plunge  that 
began  in  June  hin- 
dered their  ability  to 
pay  interest  on  time. 
The  bonds  were  is- 
sued by  Europe- 
based  collateralized 
debt  obligations,  or 
CDOs,  called  Main- 
sail II  and  Golden 
Key,  that  were  run 
by  money-manage- 
ment firms. 

The  financiers 
who  create  CDOs 
buy  securities,  pool 
them  together,  and 
sell  pieces  of  the  pool 
as  bonds  to  wealthy 
investors  and  institu- 
tions such  as  pension 
funds  and  university 
endowments.  But 
the  Mainsail  II  and 
Golden    Key   pools, 


which  were  chock  full  of  mortgage-back 
securities,  were  set  up  differently  frc' 
most  CDOs.  Instead  of  buying  up  secu 
ties  with  cash  raised  by  issuing  long-tei 
bonds,  they  borrowed  most  of  the  cash 
issuing  short-term  commercial  paper  tr 
was  highly  rated.  When  the  credit  crun  j 
shut  down  the  commercial  paper  mark 
these  CDOs  had  to  start  selling  their  mo 
gage  securities  to  stay  afloat.  And  becau 
the  market  for  subprime-backed  securiti 
had  dried  up,  they  often  fetched  only  I 
fraction  of  their  original  value. 

S&P  acknowledged  in  a  written  stai 
ment  to  BusinessWeek  that  the  marl 
rout  led  it  to  cut  the  ratings  on  the  bon<  j 
Moody's,  which  along  with  S&P  al  j 
drastically  downgraded  in  late  Augi 
some  $9  billion  worth  of  commercial  j 
per  issued  by  Mainsail  II  and  Golden  K 
acknowledged  the  same  in  interviews. 

The  ratings  agencies  stress  that  t 
CDOs  were  victims  of  a  market  storm  tl 
resulted  in  prices  for  mortgage-back 
securities  falling  by  a  magnitude  10  to  ; 
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lies  greater  than  any  time  on  record. 
We've  never  seen  anything  like  it  in 
ructured  finance,"  says  Paul  Kerlogue, 
nior  credit  officer  at  Moody's  in  London, 
rhings  just  behaved  in  a  way  that  we 
ere  not  able  to  predict."  Says  S&P's  state- 
ent:  "Our  original  ratings  were  based 
1  the  best  available  data  at  the  time."  It 
Ids  that  the  credit  quality  of  the  CDOs' 
iderlying  investments  is  still  strong. 

ORE  COMING? 

SE  QUESTION  IS  how  many  other  simi- 
rly  structured  CDOs  are  out  there.  S&P 
Managing  Director  Nik  Khakee  says  very 
w  vehicles  it  rates  are  so  dependent  on 
arket  prices.  Moody's  says  fewer  than 
*6  of  its  structured  finance  ratings  face 
lis  risk. 

That's  of  little  comfort  to  those  who 
night  AAA  bonds  that  have  turned  to 
nk.  Now  Mainsail  II  and  Golden  Key 
vestors  are  hoping  for  at  least  a  par- 
il  bailout  by  Barclays  Bank  PLC,  which 
rfped  set  up  the  structures.  A  Barclays 


spokesman  confirmed  the  banks  interest. 
Europe-based  banks  have  been  shoring  up 
other  commercial  paper  borrowers,  too. 

The  CDO  bond  investors  weren't  the 
only  ones  hurt.  King  County 
(Wash.)  officials  bought  $53 
million  in  Mainsail  commer- 
cial paper  when  it  boasted 
the  highest  possible  grade, 
with  an  extra  plus  sign,  from 
S&P.  Now  S&P  rates  that  pa- 
per B,  a  junk  grade.  Quot- 
ing from  an  S&P  document, 
county  finance  director  Ken 
Guy  says  the  plus  sign  on 
the  rating  indicates  that  the 
company's  "capacity  to  meet 
its  financial  commitment... 
is  extremely  strong."  He  adds:  "We  rely 
heavily  on  that."  At  least,  they  did.  The 
county  has  since  halted  purchases  of  com- 
mercial paper,  one  of  the  thousands  of  re- 
versals that  together  are  driving  the  global 
credit  contraction. 

S&P's  original  rating  reports  on  the 


"They  were 
loolang  at 
historical 
data  in  a 
brand  new 
ball  game" 


CDO  pools  warn  that  if  the  portfolios' 
market  values  were  to  fall  below  certain 
thresholds,  the  pools  would  be  required 
to  start  selling.  Given  that  the  agencies 
were  aware  of  that  possibility,  some  inves- 
tors are  now  skeptical  of  how  closely  the 
agencies  were  watching  over  the  CDOs, 
says  Alex  Roever,  a  credit  market  strategist 
at  JPMorgan  Securities.  Mortgage  bond 
prices  had  fallen  steeply  in  July  and  early 
August,  yet  the  agencies  issued  no  warn- 
ings that  market  value  triggers  might  be 
tripped,  he  says.  Moody's  says  the  plunge 
was  most  severe  in  August.  "You  have  to 
wonder,"  says  Roever,  "were  these  guys 
looking  at  what  was  going  on?  How  do 
you  get  from  investment-grade  to  near- 
default  so  quickly?" 

In  retrospect  if  s  clear  that  the  agen- 
cies misread  the  market  risk  when  they 
issued  their  ratings  on  Mainsail  II  and 
Golden  Key.  Roever  says  that's  forgivable 
because  no  one  could  have  known  how 
extraordinary  and  precipitous  the  plunge 
might  be.  But  some  others  say  the  agen- 
cies should  have  been  more  cautious. 
Recent  mortgage  bonds  included  many 
more  adjustable-rate  and  subprime  loans, 
which  carry  higher  risk  and  which  were 
backed  by  homes  whose  prices  had  run  up 
sharply— an  unsustainable  trend.  "They 
were  looking  at  historical  data  in  a  brand 
new  ball  game  with  brand  new  products," 
says  Janet  Tavakoli,  president  of  Tavakoli 
Structured  Finance  Inc.,  a  Chicago-based 
consulting  firm  and  longtime  critic  of  the 
agencies.  "You  have  to  understand  what 
you're  modeling.  That  is  Statistics  101,  and 
they  failed."  S&P  and  Moody's  say  they  did 
significant  stress  testing  on  their  models  to 
account  for  the  risk. 

Another  suspected  problem:  The  agen- 
cies may  have  been  focusing  too  narrowly 
on  the  price  history  of  mort- 
gage-backed securities,  says 
Christian  Stracke,  a  senior 
analyst  at  CreditSights  Ltd., 
a  rival  bond  research  firm.  In 
the  last  few  years  the  volatility 
of  mortgage  bonds  was  low 
because  money  was  gushing 
into  the  sector,  and  financiers 
were  developing  all  sorts  of 
new  vehicles.  "New  technol- 
ogy can  breed  dynamics  that 
artificially  depress  price  vola- 
tility, which  in  turn  gives  false 
confidence,"  says  Stracke. 

Given  all  of  this,  the  drastic  credit 
downgrades  in  August  "should  not  have 
seemed  all  that  implausible,"  says  Stracke. 
"We  know,  over  and  over,  that  markets  get 
into  crises  like  this.  Price  volatility  on  even 
very  safe  assets  can  be  high."  ■ 
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Using  Spam  Blockers 
To  Target  HIV  Joo 

A  Microsoft  researcher  and  his  team  make  a 
surprising  new  assault  on  the  AIDS  epidemic 


BY  STEPHEN  BAKER 
AND  JAY  GREENE 

UT-RATE  PAINKILLERS! 
Unclaimed  riches  in  Ni- 
geria! !  Most  of  us  quick- 
ly identify  such  e-mail 
.messages  as  spam.  But 
how  would  you  teach  that 
skill  to  a  machine?  David 
Heckerman  needed  to  know.  Early  this 
decade,  Heckerman  was  leading  a  spam- 
blocking  team  at  Microsoft  Research.  To 
build  their  tool,  team  members  meticu- 
lously mapped  out  thousands  of  signals 
that  a  message  might  be  junk.  An  e-mail 
featuring  "Viagra,"  for  example,  was 
a  good  bet  to  be  spam— but  things  got 
complicated  in  a  hurry. 

If  spammers  saw  that  "Viagra"  mes- 
sages were  getting  zapped,  they  switched 
to  Viagra,  or  Vi  agra.  It  was  almost  as  if 
spam,  like  a  living  thing,  were  mutating. 

68  I  BusinessWeek  I  October  1,  2007 


This  parallel  between  spam  and  biolo- 
gy resonated  for  Heckerman,  a  physician 
as  well  as  a  PhD  in  computer  science. 
It  didn't  take  him  long  to  realize  that 
his  spam-blocking  tool 
could  extend  far  beyond 
junk  e-mail,  into  the  realm 
of  life  science.  In  2003, 
he  surprised  colleagues  in 
Redmond,  Wash.,  by  refo- 
cusing  the  spam-blocking 
technology  on  one  of  the 
world's  deadliest,  fastest- 
mutating  conundrums: 
HIV,  the  virus  that  leads 
to  AIDS. 

Heckerman  was  plung- 
ing   into    medicine— and 
carrying    Microsoft   with    him.    When 
he  brought  his  plan  to  Bill  Gates,  the 
company  chairman  "got  really  excited," 
Heckerman  says.  Well  versed  on  HIV 


Similar 
mutations 
may  crop  up 
in  computer 
and  medical 
viruses 


from  his  philanthropy  work,  Gates  line: 
up  Heckerman  with  AIDS  researchers 
Massachusetts  General  Hospital,  the  Un 
versity  of  Washington,  and  elsewhere. 
Since  then,  the  50-year-old  Hecke 
man  and  two  colleagues  have  create 
their  own  biology  niche  at  Microsoi 
where  they  build  HlV-detecting  softwar 
These  are  research  tools  to  spot  infecte 
cells  and  correlate  the  viral  mutatior 
with  the  individual's  genetic  profil 
Heckerman's  team  runs  mountains  < 
data  through  enormous  clusters  of  32 
computers,  operating  in  parallel.  Than! 
to  smarter  algorithms  and  more  powe 
ful  machines,  they're  sifting  through  ti 
data  480  times  faster  than  a  year  ago.  1 
June,  the  team  released  its  first  batch  | 
tools  for  free  on  the  Internet. 

A  new  industry  for  the  behemoth 
conquer?  Not  exactly.  Heckerman's  noc 
in    Redmond    represen 
just  one  small  node  im 
global  AIDS  research  e 
fort    marked    largely   I 
cooperation.  "The  Micr 
soft  group  has  a  differe 
perspective  and  a  goc 
statistical    background 
says  Bette  Korber,  an  H 
researcher  at  Los  Alarm 
National  Laboratories.  Tl 
key  quarry  they  all  face 
the  virus  itself,  which 
proving  wilier  than  any 
Microsoft's  corporate  foes.  While  Hec 
erman  has  high  hopes  that  his  tools  w 
lead  to  vaccines  that  can  be  tested  < 
humans  within  three  years,  his  researi 
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If  mutations 

Erove  to 
e  utterly 
random, 
"we're  in 
big  trouble" 


sits  outside  of  Microsoft5 s  business  plan. 
"It  has  nothing  to  do  with  Microsoft,"  he 
says,  "except  that  we  can  help."  From  the 
company's  perspective,  the  sums  invest- 
ed in  HIV  research  amount  to  a  round- 
ing error— only  a  couple  million  dollars 
per  year  in  a  research  and  development 
budget  of  $7  billion.  The  potential  payoff 
would  be  to  contribute  to  the  holy  grail 
of  AIDS  research,  successful  vaccines. 
In  the  optimal  scenario, 
drug  companies  would 
distill  such  research  into 
targeted  varieties  of  vac- 
cines, which  would  help 
defend  millions  around  the 
world  from  the  scourge. 
The  business  payoff?  Well, 
if  helping  to  conquer  a 
plague  doesn't  justify  the 
effort— and  burnish  Mi- 
crosoft's image— it  might 
just  be  that  a  virus-sniffing 
tool  could  perhaps  drive 
spam  into  submission. 

If  it  seems  strange  that  spam-blockers 
would  end  up  studying  nucleic  acids,  it 
shouldn't.  Research  is  growing  increas- 
ingly quantitative.  Nearly  everything 
these  days,  from  atoms  and  cells  on  up, 
is  described  in  data.  When  the  work  in- 
volves finding  statistical  relationships  in 
mountains  of  bits,  two  things  happen: 
First,  mathematicians  and  computer 
scientists  gain  sway,  which  means  an 
expanding  role  in  research  for  pow- 
erhouses such  as  Microsoft  and  IBM. 
Second,  as  researchers  find  common 
patterns,  they  start  jumping  from  one 
discipline  to  the  next. 

CALCULATING  ODDS 

THE  BATTLE  AGAINST  HIV  draws  loads 
of  such  jumpers.  Several  scientists  at 
Los  Alamos,  for  example,  were  teach- 
ing machines  to  recognize  patterns  in 
satellite  imagery.  This  led  them  to  HIV, 
where  they're  building  tools  along  the 
lines  of  Microsoft's.  And  many  of  the  800 
researchers  at  Microsoft  cross  disciplines 
every  which  way.  One  of  them,  Michael 
Cohen,  started  out  building  software  to 
stitch  photos  into  a  panorama.  Now  he's 
piecing  thousands  of  brain  scans  into  3D 
models  for  scientists. 

For  Heckerman,  the  connections  be- 
tween spam  and  HIV  boil  down  to  math- 
ematics. He  analyzes  both  scourges  by 
studying  statistical  relationships  among 
their  ever-changing  features.  Consider  the 
word  "Viagra."  Sometimes  it  shows  up 
in  legitimate  e-mails.  Often  it  appears  in 
spam.  If  researchers  study  thousands  of 
e-mails,  they  can  calculate  the  percentage 


of  e-mails  with  that  word  that  are  spam. 
That's  one  clue.  But  the  spam-filtering 
machine  needs  to  know  more  than  that. 
What  other  features  in  an  e-mail  signal 
that  it's  spam?  Are  certain  fonts  par- 
ticularly spammy?  What  about  e-mail  ad- 
dresses or  types  of  punctuation?  The  trick 
is  to  figure  out  which  combinations  of 
these  features  identify  an  e-mail  as  spam. 
Each  decision  can  involve  thousands  of 
variables  and  millions  of 
different  calculations. 

From  Heckerman's 
perspective,  HIV  is  like 
a  cagey  spammer.  After 
attacking  a  cell,  it  injects 
its  own  genetic  material 
and  proceeds  (much  like 
a  spam  jockey  who  has 
commandeered  an  un- 
protected computer)  to 
manufacture  thousands 
of  copies  of  the  virus. 
It's  a  notoriously  sloppy 
copier,  but  that  adds  to  its  vigor.  Each 
mistake  launches  mutant  viruses  into 
the  system.  Many  fail.  Some,  though, 
survive— and  resist  the  drugs. 

One  challenge  for  HIV  researchers 
is  to  find  the  variables  that  point  to 
an  infected  cell.  Ordinarily,  the  first 
clues— the  cellular  equivalent  of  the 
variations  in  fonts  and  words  that 
Heckerman  has  discovered  in  his  spam 


that  point  to  an  HIV-infected  cell.  On 
they  do,  the  next  step  is  to  packa 
those  bits  of  protein  into  a  vaccine, 
theory,  this  would  introduce  a  persoi 
immune  system  to  an  entire  gang 
undesirables,  so  that  it  could  recogni 
and  attack  those  cells. 

The  trouble?  Complexity  and  mu 
tions.  HIV-infected  cells  often  wear  m 
tated  nameplates  that  immune  systei 
haven't  learned  to  read.  In  this  sen 
vaccines  have  been  like  faulty  spam 
ters,  the  ones  that  block  e-mails  pi 
moting  "Viagra"  while  letting  ads  i 
"Viagra"  scoot  through.  This  leads  soi 
researchers  to  throw  up  their  ham. 
"We've  thrown  billions  down  the  bla 
hole  of  AIDS  vaccines,"  laments  Lei : 
Hood,  co-founder  of  the  Institute  1 
Systems  Biology  in  Seattle. 

But  Heckerman  is  upbeat.  He  :j 
gues  that  by  revving  up  the  computi 
power  and  blending  thousands  of  m 
variables— including  dizzying  gene 
differences  in  each  patient— researo 
ers  are  making  progress.  One  key, 
says,  is  to  map  the  patterns  of  mutatii 
and  incorporate  them  into  medicii 
These  mutations,  he  says,  appear 
vary  according  to  a  person's  immu. 
system.  If  researchers  can  find  the  pi 
terns,  they'll  be  closer  to  making  effi 
tive  vaccines.  Yet  if  they  conclude  tl! 
the  mutations  are  utterly  random,  thh 


research— are  bits  of  protein  that  sit 
atop  each  cell.  These  communicate  to 
passersby,  including  armies  of  antibod- 
ies, what's  going  on  inside  the  cell.  For 
years,  researchers  have  been  striving  to 
single  out  the  combinations  of  protein 


"we're  in  big  trouble,"  says  Heckerma 
The  hunt  goes  on.  No  one  is  bett 
on  miracles  from  Microsoft.  But  in  a 
search  community  desperate  for  answ< 
the  hum  of  those  computers  churning 
Redmond  is  a  welcome  sound.  II 


70  I  BusinessWeek  I  October  1,  2007 


uuunnauuaHJuaofKHianiuwutT 


OHHH4UUU 


jJuMd  1  i  mfmlif!vfmmW^ 


We've  never  seen  reliability  like  this/' 

—  Buyers  Laboratory  Inc. 


YOURMFP 


Vhen  are  you  going  to  make  your  move? 


XRTinCATE  OF  RELIABILITY 

2,500.000  PRINTS 

Buyers  Laboratory  Inc 


We  Don't  Just  Claim  Reliabilty,  We  Prove  It! 

Everyone  claims  to  be  reliable.  But  only  a  real-world  test 
proves  it.  That's  why  Kyocera  asked  the  independent 
authority  of  Buyers  Laboratory  Inc.®  to  put  the  Kyocera 
KM-8030  through  a  demanding  test:  20,000  pages  per  day, 
printing  and  copying,  over  a  wide  range  of  sizes,  settings, 
id  modes,  with  only  scheduled  preventive  maintenance. 

le  results?  2,500,000  prints  -  0  breakdowns.  BLI  has  never  seen  anything  like  it, 
mfirming  that  the  KM-8030,  "gave  a  reliability  performance  that  was  virtually  flawless  -  a 
jly  impressive  feat."  The  award-winning  reliability  of  Kyocera  printers,  copiers  and  MFP's. 
sit  our  website  to  find  a  dealer  near  you:  www.kyoceramita.com 

Its  based  on  an  Independent,  commissioned  study  of  extented-term  reliability  admmisiered  by  BLI  The  lest  simulated  actual  office  condilions  and  work  documents. 
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SciTech  I  Health  Care 


A  Dream  Team  of 
Drugs  and  Diagnosis? 

If  a  deal  is  struck,  a  Roche-Ventana  team 
could  help  launch  a  medical  revolution 


BY  CONRAD  WILSON 

WISS  PHARMACEUTICAL 
giant  Roche  Holdings 
caught  Wall  Street  by 
surprise  in  June  when  it 
launched  a  $75-a-share 
hostile  bid  for  Ventana 
Medical  Systems.  The 
Tucson  company  pulled  in  just  $238  mil- 
lion last  year  selling  tools  that  help  doc- 
tors analyze  tissue  samples  to  diagnose 
cancer.  Roche's  bid  values  the  company 
at  about  $3  billion. 

Today  hardly  anyone  wonders  if 
Roche's  offer  is  too  rich.  Ventana's  stock 
has  been  floating  above  $80  for  most 
of  the  past  two  months,  partly  because 
Ventana  Chief  Executive  Christopher  M. 
Gleeson— who  scoffs  at  the  $75  price- 
has  released  new  information  about  re- 
search partnerships  Ventana  has  forged 
throughout  the  drug  industry.  Those  alli- 
ances, expected  to  bear  fruit  in  about  five 
years,  define  a  game  plan  so  seductive— 
and  so  well  matched  to  Roche's  big- 
ger global  strategy— that  many  analysts 
think  Roche  could  up  the  ante  before  the 
tender  offer  expires  on  Nov.  1. 

What  Roche  and  Ventana  share  is 
an  intimate  understanding  of  the  next 

THE  GOLD  IN  GENE 
DIAGNOSTICS 

Roche's  $3  billion  bid  for  Ventana 
heralds  big  changes  in  cancer  care 

DOLLARS 
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Data:  Bloomberg  Financial  Markets 
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revolution  in  medicine.  In  the 
coming  decade,  pharmaceuti- 
cal products— especially  cancer 
drugs— will  be  created  in  tan- 
dem with  diagnostic  tests  that 
tell  doctors  which  patients  are 
likely  to  benefit.  Right  now,  physicians 
often  feel  they're  flying  blind.  Each  pa- 
tient arrives  at  the  hospital  with  a  unique 
genetic  makeup,  which  affects  whether 
a  prescribed  drug  will  kill  tumor  cells, 
cause  devastating  side  effects,  or  possibly 
do  nothing  at  all.  If  a  new  generation  of 
gene  tests  can  help  predict  these  different 
outcomes,  patients  will  be  spared  expen- 
sive and  unhelpful  ordeals.  The  pool  of 
target  patients  for  many  medications  will 
also  shrink.  But  if  doctors  are  confident 
a  drug  will  help  somebody,  they'll  pre- 
scribe it  aggressively,  and  insurers  will  be 
more  likely  to  foot  the  bill. 

Roche  is  the  most  ardent  evangelist 
for  this  pairing  of  drugs  with  gene- 
based  diagnostics— an  approach  called 


personalized  medicine.  And  though  t 
company  declined  to  discuss  its  Venta 
bid,  analysts  point  to  a  handful  of  succt 
stories  that  vindicate  its  strategy.  One 
the  cancer  drug  Herceptin,  developed 
Genentech,  of  which  Roche  owns  56 
Ifs  prescribed  to  breast  cancer  patiei 
only  if  they  have  a  telltale  gene  abm 
mality  called  HER2.  Nevertheless,  iff 
blockbuster,  with  yearly  sales  in  exc< 
of  $1.2  billion.  "Roche  seems  to  und 
stand"  the  need  for  customized  tre 
ments,  says  Edward  Abrahams,  execut 
director  for  the  Personalized  Medici 
Coalition,  a  medical  trade  group.  T 
goal  "is  to  figure  out  which  drugs  wc 
for  which  people." 

Most  of  Ventana's  ex 
rent   products   aren't  ( 
signed  to  match  drugs 
a  patient" s  DNA.  Still,  fr 
brought  in  $71.8  milli 
in  sales  last  quarter— 
21%  from  the  same  peri 
last  year.  Partnerships  w\ 
Genentech  and  eight  off 
drugmakers    should   let 
to  much  more  profitali 
"companion   diagnostic! 
for  new  drugs,  Gleeson  1 
lieves.  All  told,  the  pipeli! 
includes     "approximati 
30  projects  across  diffen 
phases  of  the  drug  devek 
ment  cycle,"  he  says. 

Ventana      and      Roci 
both  are  facing  regulate1 
hurdles.   At   present,   i 
Food  &  Drug  Administi 
tion  has  separate  chann 
for  reviewing  drugs  a 
diagnostics,  and  no  pro 
dure  for  reviewing  them 
combination.  "There  is.' 
a  proven  pathway  at  i 
FDA,"  says  Dr.  Raymc 
Woosley,  president  of  the  Critical  Pi 
Institute,  a  nonprofit  body  that  advi 
the  FDA  on  diagnostics. 

Roche  doesn't  have  a  perfect  track 
cord  in  this  new  field.  Recently,  it  und 
cut  a  novel  gene  test  called  AmpliCl 
designed  to  help  doctors  fine-tune  p 
scriptions  of  antipsychotics  and  otl 
drugs,  by  pricing  the  product  too  high 
does  profit  from  Genentech's  Hercep 
success.  But  such  wins  have  been  rare 
a  company  that  spends  more  than  $5 
million  a  year  on  diagnostics  research. 
For  experts  like  Abrahams,  the  lo 
in  pairing  tests  and  treatments  is  irrei 
able.  "Many  drugs  don't  work  for  m« 
people,"  he  says.  Personalized  treatm 
is  "the  wave  of  the  future."  ■ 


GLEESON  Ventana's 
CEO  scoffs  at  the 
Genentech  offer 
of  $75  a  share 
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If"  the  two  types  of  insurance  families  need  most 
came  in  one  easy,  affordable  package. 


>rm  life  and  disability  together.  There  are  ifs  in  every  family's  life.  Insuring  those  ifs,  however,  can  be  hard 
>  figure  out.  So  MetLife  removed  the  guesswork.  By  bundling  term  life  and  disability,  we've  brought  together 
le  two  types  of  insurance  families  need  most  in  one  easy,  affordable  package.  It's  one  more  way  we  can 
Blp  you  create  a  personal  safety  net  that's  filled  with  promises  and  bursting  with  guarantees.  Call  your  MetLife 
^presentative  today  to  see  what's  inside  this  amazing  new  package. 


ietlife.com  or  1-888-MetLife  AA^*I  i£a 

marantees  for  the  if  in  life.  IVICTLI IC 

Btropolitan  Life  Insurance  Company  New  York.  NY  10166.  Guarantees  apply  to  certain  insurance  and  annuity  products  (not  securities,  variable  or  investment 
visory  products)  and  are  subject  to  product  terms,  exclusions  and  limitations  and  the  insurer's  claims-paying  ability  and  financial  strength.  MetLife  is  the 
iding  life  insurance  provider  in  the  U  S  based  on  in-fo'rce  life  insurance.  2006.  ©2007  MetLife  Inc.  PEANUTS  ©UFS,  Inc.  L08071619[exp0808][AII  States] 
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Class,  on  every  flight.  Book  your  Business  Class  seat  at  airtran.com,  where  you'll  always  find  our 
lowest  fares  and  no  booking  fee.  Go.  There's  nothing  stopping  your 
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iTech  Developments  to  Watch 
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NNOVATIONS 


.asers  that  can 
lelp  detect  cancer 
ind  purify  blood 

>  A  new  laser  device  could 
it  doctors  peer  through  the 
kin  and  into  the  veins  of 
atients'  wrists  to  spot  cancer 
ells  in  the  blood.  The  patients 
re  injected  with  a  fluorescent 
larker  that  causes  tumor 
ells  to  glow  when  struck  by 
ie  long-wavelength  laser, 
he  cells  are  then  visible  to 
photo  detector.  Scientists 
t  Purdue  University  who 
ioneered  this  noninvasive 
jchnique  say  it  should  allow 
octors  to  screen  larger 
olumes  of  a  patient's  blood 
lan  is  possible  by  taking 
amples.  The  procedure 


an  also  be  repeated  more 
equently  to  measure  how 
rell  a  patient  is  responding  to 
'eatment.  Purdue  is  working 
,'ith  the  Mayo  Clinic  to  design 
clinical  trial  for  the  laser, 
/hich  is  described  in  the 
'roceedings  of  the  National 
cademy  of  Sciences. 
»>  Lasers  can  also  shatter 
ie  outer  membranes  of 
iruses,  which  suggests  they 
an  be  used  to  purify  donated 
food.  A  father-son  team  of 
cientists— one  a  laser  expert 
t  the  University  of  Arizona, 
nd  the  other  an  immunology 
tudent  at  Johns  Hopkins 
Jniversity — built  one  that 
mits  pulses  of  light  at  a .. 
requency  that  kills  viruses 
/ithout  harming  normal 
ells.     -Arlene  Weintraub 


DRUG  DELIVERY 

FROM  HP,  SKIN  JET  PRINTING 

HEWLETT-PACKARD  has  come  up  with  an  unusual  adaptation 
for  its  ink-jet  printing  technology— a  skin  patch  for  drug 
delivery.  The  patch  is  covered  with  an  array  of  microneedles 
that  just  barely  penetrate  the  skin,  painlessly.  Above  the 
needles  are  a  number  of  wells  containing  one  or  more  drugs, 
and  a  miniature  firing  device  to  push  the  medicine  through 
to  the  bloodstream.  HP  has  licensed  the  patch  to  Crospon, 
an  Irish  medical  device  maker,  for 
commercialization,  and  expects  it  to 
reach  the  market  in  three  to  four  years. 
-Catherine  Arnst 


STRANGE  BREW 

GETTING  AN  EARFUL 
WITH  YOUR  COFFEE 


RESEARCHERS  TESTING  a 

new  technique  for  spotting 
adulterated  coffee  found 
twigs  and  cereals  in  several 
brands  sold  in  Brazil.  One 
sample  turned  out  to  be 
nearly  9%  corn.  Using 
high-performance  liquid 
chromatography,  a  kind  of 
chemical  analysis,  Gulab 
Jham  and  his  colleagues 
at  the  National  Center  for 
Agricultural  Utilization 
Research  in  Peoria,  111., 
tested  six  varieties  of  ground 
Brazilian  coffee  Jham 
brought  to  the  U.S.  They 


found  telltale  quantities 
of  vitamin  E  compounds 
called  tocopherols,  which  are 
abundant  in  corn  but  not  in 
coffee.  NCAUR  researchers 
say  importers  worried  about 
adulteration  could  use  the 
same  simple  test  in  their  labs. 
-Neil  Gross 


SATELLITES  WHIZZING 

around  the  Earth 
typically  last  for  15 
years.  But  even  small 
fuel  problems  can  send 
them  drifting  into  useless 
orbits.  This  pulls  the  plug 
on  the  TV,  weather,  or 
military  signals  they  relay 
and  can  cost  owners  $10 
million  a  month  in  lost 
fees.  Now,  scientists  at 
Purdue  University  and 
Lockheed  Martin  have 
learned  how  to  fix  one  of 
those  problems. 

Many  commercial  birds 
have  four  fuel  tanks.  If 
one  empties  before  the 
rest,  the  craft  is  doomed. 
To  make  sure  the  tanks 
empty  evenly  and  no  fuel 
is  wasted,  scientists  had 
to  divine  exactly  how 
much  fuel  remained  in 
each  one— no  easy  feat  in 
the  zero-gravity  of  space, 
where  temperatures  swing 
by  as  much  as  500F  as  the 
satellite  moves  from  sun 
to  shadow. 

Using  data  on  how 
fast  the  tanks  warmed 
up  when  heated,  the 
team  developed  an 
advanced  computer 
model  to  estimate  the 
fuel  balance  and  how 
best  to  redistribute  it 
while  in  flight.  Already 
the  trick  has  saved  two 
broadcasters  some  $60 
million  by  keeping  two 
birds  aloft  months  past 
their  drift-off  dates. 
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Government  Boomer  Effect 


Washington's 
Brain  Drain 

As  government  workers  retire  in  droves, 

the  private  sector  is  itching  to  take  up  the  slack 


BY  EAMON  JAVERS 

N  JUNE  1,  WARREN  C. 

Fretwell  retired  after 
33  years  of  processing 
claims  at  the  Social  Se- 
curity Administration. 
"That  was  long  enough 
on  the  rock  pile  for  me," 
Fretwell  chuckles.  "Maybe  too  long." 

Across  the  federal  government,  tens  of 
thousands  of  baby  boomers  like  Fretwell 
are  hitting  retirement  age:  In  2006,  more 
than  60,000  people  bowed  out  of  the  civil 
service.  The  federal  Office  of  Personnel 
Management  expects  2009  will  be  the 


Civil  Service  Exodus 

How  the  wave  of  retirements  is  hitting  key  agencies 


AGENCY 


PROJECTED  RETIREES  2007-2012 


DEFENSE  DEPT. 


122,541  (20%) 


TREASURY  DEPT. 


19,757  (21%) 


SOCIAL  SECURITY  ADMINISTRATION 


FEDERAL  AVIATION  ADMINISTRATION 


COMMERCE  DEPT. 


Data:  F'jrtnership  for  Public  Service 


peak  year  for  boomer  retirements,  when 
more  than  61,000  workers  will  leave 
their  jobs. 

As  the  wave  of  retirements  hits,  agen- 
cies are  offering  enticements— from  sign- 
ing bonuses  to  subsidized  college  de- 
grees—to attract  new  blood.  Few  expect 
the  government  to  fill  all  the  slots  itself, 
however.  And  waiting  in  the  wings  are 
contractors  like  Accenture,  BearingPoint, 
and  Computer  Sciences.  They're  angling 
to  take  over  swaths  of  the  bureaucracy 
and  further  accelerate  the  outsourcing 
of  the  government.  "For  us,  that's  where 
the  business  opportunity  lies,"  says  Lisa 
M.  Mascolo,  Accenture's  group  CEO  for 
public  service.  "My  expectation  is  not  to 
replace  federal  workers  body  for  body,  but 
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for  us  to  help  transform  the  mission." 

Agencies  aren't  against  outsourcing 
some  of  the  work.  But  not  all  govern- 
ment jobs  are  best  handled  by  contrac- 
tors. So  everyone  from  the  Food  &  Drug 
Administration  to  the  Treasury  Dept.  are 
amping  up  their  efforts  to  recruit  and 
retain  scientists,  engineers,  back-office 
managers,  report  writers,  and  so  on.  It's 
a  challenge  because  government  pays 
much  less  than  the  private  sector.  Plus, 
Gen  Y  may  not  be  as  gung-ho  about 
public  service  as  their  idealistic  boomer 
forebears.  "It's  a  big  sacrifice  to  work 
in  government,"  says  Harvard  public 
management  professor 
Steven  Kelman.  "This  is 
a  crisis." 

The  Nuclear  Regula- 
tory Commission,  which 
monitors  the  nation's 
atomic  energy  plants,  is 
feeling  the  pain.  Even 
as  the  retirement  wave 
hits,  the  agency  needs 
to  boost  its  workforce  to 
prepare  for  an  expected 
resurgence  of  the  nuclear 
power  industry.  The  NRC 
aims  to  grow  by  200  posi- 
tions a  year  and  needs  to 
hire  twice  as  many  to  offset  the  retire- 
ments. To  lure  young  engineers,  scien- 
tists, contract  writers,  and  managers,  the 
agency  is  dangling  signing  bonuses  of 
$5,000  or  more,  offering  to  pay 
for  second  or  third  degrees,  and 
promising  significant  authority 
right  off  the  bat. 

Many  agencies  are  recruiting 
harder  at  colleges.  The  State 
Dept.,  for  example,  places  senior 
foreign  service  officers  at  Howard 
University  in  Washington,  the 
City  College  of  New  York,  and 
other  campuses  around 
the  country.  In  an  effort 
to  retain  employees, 
the     government 


now  forgives  federal  student  loans  f< 
those  with  10  years  of  service. 

Government  contractors  are  bettir 
the  agencies'  recruitment  efforts  will  g 
only  so  far.  Where  are  they  most  like 
to  replace  retiring  boomers?  They  ai 
loath  to  say  for  competitive  and  p< 
litical  reasons.  But  it's  a  good  bet  th 
the  most  likely  candidates  include  tl 
relatively  new  Homeland  Security  Dep 
and  its  struggling  Federal  Emergenc 
Management  Agency,  where  manaj 
ers  reeling  from  the  Hurricane  Katrir 
debacle  may  have  an  appetite  for  ne 
ideas.  Less  likely  is  the  State  Dep 
where  a  more  traditional  mind-set  pr 
vails.  And  while  contractors  typical 
take  over  back-office  and  IT  position 
they're  vying  for  some  unusual  jol 
these  days.  For  example,  the  Army  Coi 
tracting  Agency,  which  supplies  troo] 
in  the  field,  is  looking  to  outsource  tl) 
writing  of  quarterly  reports  to  Congre 
on  behalf  of  the  special  inspector  gei 
eral  for  Iraq  reconstruction. 

For  a  hint  of  how  contractors  cou  i 
insinuate  themselves  deeper  into  gover 
ment,  consider  the  project  that  Computt 
Sciences  Corp.  is  running  at  the  Arm 
Materiel  Command,  which  manages  1 
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September  2007 

IBC2007  -  RRD  launches  GTO  (General  Tool  for  Operations) 
a  New  Generation  Operations  Support  System  for  Digital  TV 
playouts  and  networks 


July  2007 

RRD  DVB-H  Platform  delivering  24  channels 

lineup  in  Hiwire  Las  Vegas  Trial 


April  2007 

NAB2007  -  RRD  launches  Simulcrypt  Headend  integration 
featuring  18Crypt,  OMA  BCAST  Smartcard  Profile  and  OSF 
Conditional  Access  for  Mobile  Television 


J 


March  2007 

RRD  successfully  broadcasted  DVB-T  and 
DVB-H  programs  on  the  same  frequency  using 
Hierarchical  Modulation 


J 


February  2007 

3GSM2007  -  RRD  shows  Conditional  Access 
interoperability  decrypting  DVB-H  services,  using 
Simulcrypt  with  NDS,  Nagravision  and  Irdeto 


October  2006 

RRD  launches  DVB-H  Statistical  Multiplexer 


J 


June  2006 

3  Italia  launches  Mobile  TV  service 
with  RRD  DVB-H  Service  Center 


■I    Visit  us  at:  www.rrd.tv 


gistics.  The  main  computer  system  used 
a  language  that  was  rapidly  becoming 
obsolete.  As  more  and  more  federal  em- 
ployees retired,  it  became  ever  harder  to 
find  people  who  could  do  the  job.  So  the 
Army  brought  in  CSC  on  a  12-year,  $830 
million  contract  that  expires  in  2011.  At 
first,  the  company  scoured  the  nation  for 
programmers  who  were  still  proficient  in 
the  dying  language.  Then  CSC  updated 
the  computers.  An  effort  that  once  took 
400-plus  employees  is  now  handled  by 
about  150  CSC  contractors. 

Harvard's  Kelman  says  government 
managers  often  prefer  to  work  with 
contract  workers  because  they're  easier 
to  fire  or  remove  for  poor  performance. 
Naturally,  this  doesn't  sit  well  with  fed- 
eral employee  unions,  which  argue  that 
contractors  end  up  costing  the  govern- 
ment more  money  than  the  workers  they 
replace,  largely  because  contractors  are 
paid  higher  salaries  and  their  employers 
build  in  healthy  profit  margins. 

David  M.  Holtsclaw  is  president  of 
Local  145  of  the  American  Federation 
of  Government  Employees.  He  works 
at  a  Navy  facility  in  Crane,  Ind.,  where 
the  contractor  Booz  Allen  Hamilton  has 
a  five-year  contract  worth  $27  million 
to  provide  back-office  support.  "A  lot 
of  folks  are  retiring  on  a  Friday  and 
coming  back  on  Monday  working  for 
contractors,"  says  Holtsclaw.  "This  is 
costing  us  a  lot  more  money  in  the  long 
term."  Booz  Allen  spokesman  George 
Farrar  responds  that  "the  government 
made  a  determination  that  it  needed 
contractor  support." 

Asked  if  taxpayers  will  pay  more 
for  the  same  amount  of  government 
once  the  boomers  have  all  retired,  Ruby 
DeMesme,  who  handles  manpower  is- 
sues for  BearingPoinf  s  government  arm, 
laughs  and  says,  "I  don't  want  to  answer 
that  question."  She  adds,  "I  don't  think 
you  should  measure  it  in  dollars;  I  think 
you  should  measure  it  in  outcome.  I  think 
there's  an  opportunity  for  the  govern- 
ment to  become  more  efficient." 

In  truth,  it  may  already  be  too  late  to 
debate  the  point.  Even  if  the  Democrats 
win  the  White  House  and  make  efforts 
to  rein  in  the  contractors,  the  outsourc- 
ing wave  is  well  under  way.  "We  know 
the  age  of  the  workforce,  and  we  know 
they're  retirement- eligible,"  says  Ronald 
C.  Flom,  HR  chief  for  the  federal  Office 
of  Personnel  Management.  He  points  to 
his  agency's  work  in  conducting  back- 
ground checks  for  new  hires.  The  project 
employs  about  1,600  government  work- 
ers—and 8,000  contractors.  As  Flom 
says:  "That's  just  a  fact  of  life."  ■ 
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Workplace  I  Networks 

The  Water  Cooler 
Is  Now  on  the  Web 

With  a  nod  to  Facebook,  large  companies 
are  starting  in-house  social  networks 


THE  STAT 


BY  HEATHER  GREEN 

IKE  MANY  TWENTYSOME- 
things,  the  workers  at 
Starcom  MediaVest  Group 
spend  a  portion  of  their 
workday  on  a  social  net- 
work. So  in  April,  execu- 
tives of  the  ad-buying  firm 
figured,  why  fight  it?  They  launched  a 
network  of  their  own,  for  employees 
only,  called  SMG  Connected.  Today,  a 
little  more  than  a  third  of  the  company's 
workers,  or  2,060  people,  have  signed 
up  for  their  own  pages  where  they  can 
create  profiles  that  outline  their  jobs, 
list  the  brands  they  admire  (Nike?  Star- 
bucks?), and  describe  their  values  by 
choosing  from  words 
such  as  "creativity" 
and  "humor." 

The  service  even 
winks  at  how  people 
use  MySpace.com  or 
Facebook  to  put  them- 
selves at  the  center  of 
the  universe:  Search 
for  someone— say, 
with  digital  experience 
in  Mexico— and  you 
show  up  as  a  pushpin 
in  the  center  of  a  bull's 
eye,  with  surrounding 
pushpins  represent- 
ing people  who  fit  the 
bill.  Says  Starcom  Vice- 
President  Pam  Daniels: 
"Giving  our  employees 
a  way  to  connect  over 
the  Internet  around  the 
globe  made  sense— be-  ■■■■■■■■■■ 
cause  they're  just  doing  it  anyway." 

Plenty  of  big,  mainstream  companies 
look  at  the  fast-growing  social  network 
scene  as  a  place  to  market  their  prod- 
ucts. But  many  are  also  adopting  the 
same  Web  technology  to  create  internal 
networks.  It  turns  out  to  be  an  efficient 


20% 


Share  of  employees 
at  large  companies 
who  say  they 
contribute  regularly 
to  blogs,  social 
networks,  wikis, 
and  other  Web  2.0 
services 


! 


Data:  IDC  survey  of  197  workers 


way  to  mine  for  in-house  expertise,  di 
cover  new  recruits,  and  share  inform 
tion  within  their  own  walls.  Setting  i 
a  corporate  version  of  a  social  netwo: 
has  its  own  challenges,  as  well.  Compi 
nies  have  to  build  in  safeguards  to  e; 
sure  that  they  can  track  the  discussion 
and  document  sharing,  to  be  certa 
that  employees  comply  with  gover 
ment  regulations  and  don't  tumble  inn 
legal  hot  water. 

Corporations  are  being  nudged  aloi 
by  employees,  and  not  just  the  digits 
savvy  Generation  Y  that's  now  enterin 
the  workforce.  More  30-plus  emplo 
ees  are  signing  up  with  Facebook 
trade  daily  updates  with  colleagues  an 
friends.  They're  all 
building  lists  of  co< 
tacts  from  among  tl; 
13  million  professiona; 
on  Linkedln.  At  Err 
&  Young  alone,  11,01 
workers  now  have  Facii 
book  accounts. 

That  translates  intc 
juicy  new  sales  oppc 
tunity  for  tech  comp 
nies  that  sell  netwoi 
ing  products.  Everyo 
from  IBM  to  Micros< 
and  on  down  to  sta 
ups  like  intro  N» 
works,  Awareness  In 
and  Jive  Software,  i 
offering  applicatio 
and  services.  One  coi 
pany,  SelectMinds,  h 
created  social  netwoi 
■  for  60  companies,  i 

eluding  Lockheed  Martin  and  JPM< 
gan  Chase.  And  SharePoint,  the  Mia 
soft  software  that  lets  companies  set 
MySpace-like  profiles,  blogs,  and  colls 
orative  Web  sites  known  as  wikis  witl 
the  confines  of  their  firewalls,  is  one 
the  fastest-growing  server  products  in  1 


:' 


npanys  history.  "At  first  people  were 
w  to  adopt  this;  they  were  nervous.  But 
w  we're  seeing  a  bunch  of  adoption," 
rs  Rob  Curry,  director  of  the  Microsoft 
ke  SharePoint  Server  software.  Both 
crosoft  and  IBM  are  using  their  own  of- 
:s  as  labs  for  their  products. 
Executives  have  legitimate  concerns 
)ut  spending  time  and  money  on 
nething  that  could  be  just  the  latest 
hno  flavor  of  the  week.  Remember 
Dwledge  management  software?  That 
)duct,  designed  to  handle  a  lot  of  the 
ne  tasks  as  today's  corporate  social 
works,  was  one  of  the  hot  buzzwords 
die  late  1990s.  But  the  systems  proved 
;rly  complicated  and  demanded  hours 
xansfer  information  into  databases. 

OCKED  ACCESS 

ECUTIVES  ALSO  WORRY  about  losing 
ltrol  of  information  or  opening  up  their 
works  to  security  breaches.  The  whole 
)en"  ethos  of  the  social  Net— sharing 
tures  and  music  and  letting  "friends" 
aw  your  every  activity— goes  against 
:  instincts  of  big-company  chief  in- 
mation  officers.  That  has  led  some, 
>ecially  financial  institutions  such  as 


Citigroup  and  Lehman  Brothers,  simply 
to  block  employee  access  to  those  pub- 
lic social  networks.  In  an  online  survey 
in  July  of  600  workers  by  security  firm 
Sophos  PLC,  50%  said  their  companies 
block  access  to  Facebook. 

Regulatory  or  disclosure  issues  put  a 
crimp  on  openness.  Accounting  firms,  for 
instance,  have  to  ensure  that  members 
don't  provide  tax  or  accounting  advice 
through  their  networks.  Some  software 
lets  management  limit  who  can  see  what 
data,  and  tracks  who  looks  at  certain 
documents.  Awareness,  a  company  that 
creates  networks  and  blogs  for  100  com- 
panies, including  Northwestern  Mutual 
Financial  Network,  tracks  network  posts 
and  sends  any  potentially  inflammatory 
words  into  "moderation  boxes"  to  be 
reviewed  by  a  manager. 

But  companies  also  see  a  chance  to 
harness  the  positive  aspects  of  social 
networking— especially  where  it  opens  a 
door  to  a  new  demographic.  Dow  Chemi- 
cal Co.  faces  a  shrinking  workforce  as 
baby  boomers  start  leaving  the  labor 
market  en  masse:  About  40%  of  Dew's 
workers  will  be  eligible  for  retirement 
in  the  next  five  years.  So  the  110-year-old 


company  is  pushing  hard  on  hiring  and 
retention.  It  plans  to  open  four  internal 
social  networks  in  December  for  women, 
retired  workers,  current  employees,  and 
alumni  who  have  left  for  other  jobs.  In  an 
alumni  network,  for  instance,  current  and 
former  employees  can  create  profiles  and 
get  information  about  full-time  job  open- 
ings. Another  Dow  social  network  is 
aimed  solely  at  helping  the  company 
stay  in  contact  with  female  employees 
as  they  leave  the  workforce  for  mater- 
nity leave  or  cut  back  their  hours.  "We 
want  to  keep  in  touch  with  the  brain- 
power of  past  employees,  and  frankly, 
if  s  also  a  great  group  to  consider  for 
new  hires,"  says  Julie  Fasone  Holder, 
a  corporate  vice-president  for  human 
resources  and  marketing  at  Dow. 

REDUCING  E-MAILS 

SOME  OF  THE  NEW  SOCIAL  net- 
works look  a  lot  like  the  old  com- 
pany Web  sites.  KPMG  set  up  an 
alumni  network  this  spring,  signing 
up  around  10,000  former  and  cur- 
rent employees.  The  front  page  lists 
company  news,  networking  events,  and 
job  openings.  But  look  closer  and  you 
can  see  some  social-network  DNA:  On 
the  right-hand  side,  each  member  has  a 
profile  box,  just  like  on  Facebook,  which 
they  update  with  photos,  information 
about  their  job  or  home  life,  and  a  list  of 
contacts.  Each  member  builds  a  contact 
list  by  searching  on  the  service  for  people 
who  are  already  signed  up  or  eligible 
to  join.  KPMG  credits  the  network  with 
helping  it  hire  137  former  employees,  or 
around  14%  of  the  company's  total  hires, 
since  the  service  started,  up  from  72 
people  in  the  three  months  prior. 

By  luring  employees  into  a  network, 
companies  hope  to  leverage  their  skills 
and  contacts.  But  they  also  hope  that 
all  that  collaboration  will  cut  out  time 
that's  now  spent  mailing  documents 
and  e-mailing  comments.  In  Los  An- 
geles, the  Film  Foundation  is  using 
Lotus  Connections,  an  IBM  product, 
to  help  manage  an  educational  film 
program.  Workers  can  archive  research 
documents,  share  calendars,  chat,  and 
blog.  A  team  of  60  researchers,  writers, 
teachers,  and  filmmakers  is  putting  to- 
gether a  curriculum,  distributed  free  to 
schools  across  the  country,  that  teaches 
students  how  to  understand  the  visual 
language  of  films.  By  having  members 
brainstorm,  review  each  other's  work, 
and  prepare  budgets  on  the  network,  the 
Film  Foundation  believes  it  can  cut  by 
half  the  amount  of  time  it  takes  to  create 
the  materials.  II 
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TheCorporation  Reta 


Room  &  Board  Plays 
Impossible  to  Get 

Private  equity  sees  big  growth  for  the  retailer, 
but  founder  John  Gabbert  prefers  his  own  pace 


BY  JENA  MCGREGOR 

Y  ALL  CONVENTIONAL 
standards,  Room  &  Board 
should  be  bigger  than  it  is. 
The  Minneapolis-based 
.furniture  retailer,  which 
runs  just  nine  stores,  has  a 
devoted  base  of  customers 
who  rave  about  its  hip  design  and  custom- 
er service  on  message  boards  and  blogs. 
Its  sleek  styles,  priced  between  the  high- 
brow midcentury  classics  at  retailer  De- 
sign Within  Reach  and  the  flat-pack  furni- 
ture from  Ikea,  are  often  featured  in 
magazines  alongside  brands  several  times 
its  size.  If  s  popular  among  private  equity 
and  venture  capital  investors,  too:  Found- 
er John  D.  Gabbert  says  he  receives  at  least 
one  overture  a  month.  But  investors 
haven't  been  able  to  persuade  Gabbert  to 
take  their  money.  "We  don't  want  to  grow 
faster,"  he  says.  "So  the  conversations  are 
usually  incredibly  short." 

Why  would  a  hot  retailer  shun  the 
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fast  track?  Gabbert  believes  if  s  the  best 
way  to  maintain  the  company's  customer- 
focused  culture.  He  also  worries  faster 
growth  would  strain  his  ability  to  work 
with  the  small  U.S.  manufacturers  that 
supply  Room  &  Board  with  about  85%  of 
its  products. 

Gabbert' s  interest  in  working  with  those 
American  manufacturers  was  just  one  rea- 
son he  left  his  father's  traditional  furniture 
business  in  1980.  In  addition  to  sourcing, 
Gabbert  disagreed  with  his  father  over 
employee  pay,  and  wanted  to  target  niche 
customers  interested  in  modern  designs. 
The  company  Gabbert  went  on  to  build 
was  Room  &  Board,  which  now  has  "an 
almost  mystical  status"  among  dealmak- 
ers  as  a  company  that  has  yet  to  exploit  its 
niche,  says  Neil  Stern,  a  senior  partner  at 
retail  consultancy  McMillan/Doolittle.  He 
compares  its  reputation  to  that  of  compa- 
nies like  the  Container  Store,  which  sold  a 
majority  stake  to  a  private  equity  firm  this 
summer. 


Passing  up  outside  financing  is  one  wj 
Room  &  Board  rejects  conventional  wa; 
of  doing  business.  Unlike  most  furnitu 
retailers,  it  doesn't  pay  commissions.  Tl 
private  company,  which  had  $208  millic 
in  sales  last  year,  sends  out  just  one  catak 
a  year  plus  a  "cata-zine"  featuring  re 
customers'  homes.  And  it  is  so  careful 
preserve  its  high-touch  strategy  that  it  on 
launched  online  purchasing  on  Aug.  21. 

CHALLENGING  WORKERS 

CONTROLLING  GROWTH  keeps  Roo 
&  Board  small  enough  to  expose  sto 
employees  to  other  facets  of  the  oper 
tion.  New  store  employees  spend  tin 
in  the  warehouse  putting  together  ft 
niture;  many  go  to  Minneapolis  or  loo 
call  centers  to  man  phones.  Call-cent 
representatives  spend  three  months  wor 
ing  in  stores  before  taking  customer  cal 
Many  workers  do  "ride-alongs"  with  d 
livery  drivers,  visiting  customers'  home 
"The  cross-training  of  associates  is  reaL 
leading-edge,"  says  Paula  Rosenblum, 
managing  partner  with  Retail  Systems  Bf 
search  and  a  former  executive  at  Doma. 
Home  Fashions. 

That  exposure  also  helps  address- 
potential  problem.  Because  of  Room  i 
Board's  measured  approach,  it  risks  losin 
aspiring  store  managers  who  might  ha. 
to  wait  years  to  run  their  own  store, 
keep  them  engage: 


LEADING  EDGE 

Most  employees 
spend  time 
learning  other 
jobs 


employees  are  giv 
the  chance  to  do  mc 
than  just  sell.  Ma. 
become    responsiti 
for  a  store's  wellnei 
programs,  payroll, . 
software  needs;  some  even  travel  to  m<i 
with  buyers.  New  York  store  manager  li 
Testa  admits  it  can  be  hard  to  convey 
new  employees  how  they'll  be  able 
grow  within  their  jobs,  especially  given  t 
industry's  tradition  of  promoting  peo] 
into  higher-volume  stores.  Says  Testa:  "f 
try  to  have  a  flat  structure  and  to  offer  c 
portunities  for  people  to  be  challenged." 
A  slow  approach  to  store  expansi 
doesn't  mean  Room  &  Board  isn't  gro 
ing.  In  2006  same-store  sales  in  its  av 
age  35,000-square-foot  locations  re 
17%,  the  second-highest  in  the  indust 
according  to  Furniture/Today,  which  pe 
the  median  for  the  largest  retailers 
4.6%.  Its  two  most  recent  stores,  in  N< 
York  and  San  Francisco,  have  alrea 
doubled  staff  to  meet  strong  sales. 

Will  Gabbert  follow  the  lead  of  1 
Container  Store,  which  long  eschew 
selling  a  majority  stake?  Not  if  it  met 
faster  growth.  "The  trade-offs  are  just  1 
great,"  he  says.  ■ 


MEMBERS  Of  THE  ORBITZ 
COMMUHUy  REPORT  A  DELAy 


yOU  CHECK  THE  UPDATE 
AND  PLAN  ACCORDINGiy 


WHY  BE  PART  OF  A  NEW  ORBITZ  COMMUNITY  THAT 
MAKES  TRAVEL  EASIER?  BECAUSE  YOU  CAN. 

INTRODUCING  OrbitzTLC5"  TRAVELER  UPDATE.  Real-time  updates,  from  other  Orbitz  travelers,  that  you  can  access 
straight  from  your  cell  phone  or  PDA.  Whether  it's  long  security  lines,  traffic  delays  or  full  parking  garages  -  the  Orbitz  travel 
community  looks  out  for  you.  Be  part  of  it  at  updates.orbitz.com  MHBM9  J9 MW*W ' 
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New  Zealand 


The  North  Island's  Rotorua  offers  sulfurous  mud 
baths,  hot  springs,  and  wild  thrills,  bycliffedwards 

NEW  ZEALAND  IS  A  PLACE  where  people  ski  on  active 
volcanoes  and  bungee-jump  off  suspension  bridg- 
es into  gorges.  So  when  three  friends  and  I  took  a 
trip  last  March  to  Rotorua  on  the  North  Island  of 
the  other  land  Down  Under,  we  were  prepared  for 
adventure.  J  Or  so  I  thought,  until  I  found  myself 
about  to  hurtle  500  feet  down  a  hill  in  a  giant  water- 
infused  ball  called  a  Zorb.  But  the  30-second  ride  down  a  zigzag  course 
($32)  was  thrilling,  and  as  I  emerged  dripping  wet,  I  contemplated 

by  air  to  Rotorua,  but  we  opted  to  drive, 


another  go-round  on  a  different  course. 

Rotorua  is  a  three-hour  drive  from 
the  capital,  Auckland,  which  is  a  non- 
stop, $1,400  economy-class  or  $10,000 
business-class  flight  from  Los  Angeles 
or  San  Francisco  on  Air  New  Zealand 
or  Qantas.  The  warmest  months  are 
September  through  April,  with  daytime 
temperatures  soaring  to  near  100F  in 
January  and  February.  You  can  transfer 
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through  a  region  so  sparsely 
populated  I  wondered  how 
long  it  would  take  to  find 
our  bodies  if  the  car 
broke  down. 

The    town's    full 
Maori  name  is  Te 
Rotorua-nui-a- 
Kahumatamomoe 


("Second  Lake"),  and  it  is  the  heart ; 
New  Zealand's  prominent  aborigii 
Maori  culture.  In  no  time,  we  found  c 
lodging,  Peppers  on  the  Point  (pepped 
co.nz/on-the-point),  part  of  a  chain 
distinctive  luxury  properties  sprinkl 
around  Australia  and  New  Zealand.  T1 
lodge,  on  five  prime  acres  at  Kawa 
Point  fronting  the  23-square-mile  la 
was  built  in  the  1930s  as  the  mansion 
a  hotel  magnate.  It  offers  seven  rooi 
suites  starting  at  $817  a  night  duri 
the  peak  summer  season  beginning  C 
1,  along  with  a  tennis  court,  priv* 
beach,  and  spa. 

When  we  pulled  in,  Manager  I 
vid  Small  said  we'd  be  staying  in  It 
owner's    adjacent    part-ti: 
residence,  the  Lake  Vi' 
Since  our  visit  was 
the  end  of  the  su 
mer  season  and  n 
ther  the  owner  i 
a  large  guest  grc 
were   around, 
lucked    out,    g: 


New  Zealand-style.  After  a  delicious 
breakfast  of  roasted  mushrooms  with 
scrambled  eggs,  we  drove  about  20 
miles  to  Hell's  Gate  and  the  Wai  Ora 
Spa.  Dubbed  "the  gateway  to  Hell" 
by  George  Bernard  Shaw  in  the  early 
1900s,  if  s  billed  as  the  only  place  you 
can  sample  all  three  of  the  things 
Rotorua  is  famous  for:  geothermal 
activity,  Maori  culture,  and  spas.  Our  Maori 
guide,  Patrick  Tamati,  took  us  on  a  tour 
of  the  50-acre  property,  past  prehistoric- 
looking  trees,  bleached  white  scrubs,  and 


WINTER 
TRAVEL 


VARIETY 

Hiking  past 
steamy 
thermal 
pools,  soaking 
at  Wai  Ora 
Spa,  rolling 
downhill  in  a 
water-infused 
plastic  Zorb 


g  the  five-bedroom 
lse.  It  has  the  best 
ws  of  the  city  and 
e,  punctuated  by 
y  drifts  of  steam 
m  local  geothermal 
ivity  and  amazing 
irises  and  sunsets, 
rhe  first  night,  we 
pped  into  the  main 
use  just  as  the  mai- 

d'  was  serving  canapes  and  drinks 
newlyweds  just  in  from  Canada  to 
:e  advantage  of  the  region's  many 
[f  courses,  including  Arikikapakapa, 
ich  has  boiling  thermal  mud  pools 
ngside  the  fairways  (drive  straight, 
you're  in  trouble).  Rather  than  stay 

dinner,  we  decided  to  check  out  the 
;  &  Whistle  Pub,  formerly  the  local 
I.  The  meal,  $25  each  for  a  lamb 
rger  and  ginger  beer,  was  decent,  but 
a  go  there  more  for  people-watch- 
;  and  listening  to  local  bands  three 
rhts  a  week. 
The  next  day  we  set  out  for  pampering, 


bubbling  pits  and  pools  of  mud.  At  one 
point,  he  urged  us  to  slather  on  some  of 
the  sulfuric  mud  from  a  dried  pit,  typically 
used  to  cleanse  and  heal  the  skin. 

Maybe  it  was  a  guy  thing,  but  the  mud 
baths  take  some  getting  used  to.  As  part 
of  the  spa's  more  expensive  packages, 
which  cost  $57  to  $160  per  person,  you 
plop  down  into  a  warm  mud  pool  for  20 
minutes  to  open  the  pores.  Following  a 
cold  outdoor  shower,  you  sit  another  30 


minutes  or  so  in  warm  sulfur-rich 
water  known  for  its  skin-healing 
properties.  Your  reward  is  an  hour- 
long  full  body  massage  with  local 
Manuka  tree  oil.  However,  even  the 
fragrant  oil  didn't  prevent  our  skin 
from  exuding  sulfur  for  the  next 
two  days. 

Back  that  evening  at  Peppers,  we 
headed  to  the  main  house  for  drinks  and 
hors  d'oeuvres,  followed  by  a  fabulous  four- 
course  Kiwi/French  fusion  dinner  made 
by  the  resident  chef,  Reg  Hawthorne.  The 
char-grilled  kingfish  salad  with  prawn  and 
mango  salsa  drizzled  with  lemon  coulis  was 
exquisite,  as  was  a  $90  bottle  of  Yalumba's 
Octavius  2001  (Australian)  shiraz  from  the 
extensive  wine  cellar. 

JETBOAT  SAFARI 

ON  OUR  FINAL  DAY  in  Rotorua,  we  set  out 
for  a  three-hour  Riverjet  Thermal  jetboat 
safari  ($75).  The  black  boat  speeds  through 
the  magnificent  Tutukau  Gorge  on  the 
Waikato  River  en  route  to  another  geother- 
mal site,  Orakei  Korako.  We  heard  all  about 
the  Maori  battles  that  took  place  nearby 
and  saw  water  so  clear  that  hundreds  of 
trout  were  visible.  On  the  outbound  leg, 
we  hiked  into  a  giant  cave  with  a  clear  pool 
at  the  bottom  and  up  over  canyons  and 
cliffs  with  strange  rock  formations.  On  the 
return  trip,  our  guide  engaged  in  a  little 
hard-racing  action,  as  the  speeding  boat 
made  several  360-degree  spins  and  veered 
close  to  islands  and  fallen  trees. 

On  the  way  back  to  Auckland,  we 
made  a  detour  off 
the  highway  to  Ma- 
maku  Blue  Winery, 
the  country's  only 
maker  of  blueberry 
wines.  The  spicy 
blueberry  chutney 
makes  for  good  eat- 
ing and  great  gifts. 

There's  plenty 
more  in  Rotorua, 
including  helicopter 
tours  of  live  volca- 
noes, visits  to  a  gey- 
ser that  erupts  some 
20  times  a  day,  tan- 
dem skydiving,  dinner  at  the  village  of  Te 
Wairora,  which  was  buried  by  an  1886 
eruption  and  later  excavated,  Whitewater 
rafting,  and  sky  rides  in  a  gondola  on  Mt. 
Ngongotaha.  All  those  things  are  on  my 
wish  list  for  the  next  trip  back.  II 


BusinessWeek  \  weekend 


TELEVISION:  For  more  on  great  winter  getaways, 
watch  BusinessWeek  Weekend  or  view  video 
clips  at  businessweekweekend.com. 
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The  Rockies 


Skiing  Steeper 
And  Deeper 

At  Taos,  more  than  half  of  the  110  runs  will 
challenge  experienced  skiers,  by  jaygreene 


MY  BUDDIES  RAY 
and  Whit  and  I  had 
a  dilemma.  After 
two  days  at  Taos 
Ski  Valley,  we  were 
all  set  the  next 
morning  to  head 
for  Albuquerque  to  catch  an  afternoon 
flight  home.  But  overnight,  eight  inches 
of  feathery  new  snow  had  fallen,  and  the 
clouds  had  parted,  making  way  for  spar- 
kling azure  skies. 

It  really  wasn't  a  hard  call.  We 
threw  on  our  gear  and  grabbed  a 
lift.  At  the  top,  we  popped  out  of 
our  bindings,  flipped  our  skis  over 
our  shoulders,  and  hiked  higher 
for  20  minutes.  The  reward:  un- 
touched powder  on  Corner  Chute, 
an  expert-only  run  that  starts  with 
50  yards  of  moguls  before  wending 
through  spruce  and  fir  trees. 

That's  Taos  skiing— a  bit  of  hard  work 
with  a  payoff  you'll  never  forget.  Start 
with  the  fact  that  the  village  is  in  the  thin 
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air  of  9,207  feet,  so  you  may  find  yourself 
gasping  just  walking  to  a  restaurant. 
Once  on  the  mountain,  you  quickly  real- 
ize more  than  half  the  110  trails  are  for 
experts,  and  nearly  two  dozen  runs  are 
accessible  only  by  hoofing  it  along  the 
ridgeline  at  12,000  feet. 

The  ski  area,  nestled  in  the  Sangre 
de  Cristo  Mountains,  was  founded  by 
a  Swiss  immigrant,  Ernie  Blake,  in  the 
1950s.  Blake,  who  ran  the  resort  until 
his  death  in  1989,  never  wanted 
his  Taos  to  become  like  the  popu- 
lar, homogenized  resorts  that  dot 
the  Rockies.  Blake's  family  still 
runs  the  resort  with  that  throw- 
back ethic  in  mind.  One  of  the  first 
things  you'll  notice  is  that  nary  a 
snowboard  is  in  sight.  Taos  is  one 
of  just  four  U.S.  ski  resorts  that 
ban  boarders,  and  it  helps  keep 
the  lift  lines  blissfully  short.  For 
such  purist  skiing,  it  charges  $63  for  a 
one-day  lift  ticket. 

The  mountain  is  a  wacky  hodgepodge 


of  runs,  with  easy  cruising  slopes  spil 
into  far  more  challenging  expert  terr 
This  may  leave  you  with  the  idea 
shouldn't  come  here  if  you  don't  like 
a  good  challenge.  And  that's 
about  right.  Taos  has  a 
great  ski  school  to  help 
eager  novices.  But  re- 
ally, Taos  is  for  those 
who  like  their  skiing 
steep  and  deep. 

The  Taos  resort 
has  many  homey 
touches.  At  the 
delightful  Bavar- 
ian lodge,  waitresses 
in  dirndls  serve  up 
hearty  goulash,  tender 
wienerschnitzel,  and  rich 
spatzle  to  warm  you  up.  At 
the  Hotel  St.  Bernard,  known  as 
the  Saint  B,  you'll  find  a  traditional 
chalet  with  rough-hewn  wood  be 
and  a  cozy  fireplace.  The  real  treat ! 
is  dinner,  when  owner  Jean  Mayer  h 
delivers  each  course  served  from  a  1; 
platter,  family  style.  The  food  is  exqui 
Our  meal— $45  per  person  not  incluc 
wine— featured  French  onion  soup, 
tuccine  with  rainbow  trout,  ribeye  ste 
and  a  syrupy  baba  au  rhum. 

The  one  place  to  find  new-world  lu 
is  the  Edelweiss  Lodge  &  Spa  (edelwi 
lodgeandspa.com).  Getting  an  early : 
is  easy,  since  you  can  schuss  to  a  lift  f 
the  hotel,  as  we  did  on  our  last  day 
yeah,  my  buddies  and  I  covered  the 
miles  back  to  Albuquerque  just  in  tin 
catch  our  flight.  ■ 


YOUR  MOTHER 
CALLED  AND  TOLD 
US  TO  MAKE  SURE 
YOU  EAT  RIGHT 
ON  THE  ROAD. 


EMBASSY     SUITES 
HOTELS® 


Introducing  Business  Balance^1  our  way  to  help  you  stay  healthy  on  the  road. 
Maintain  a  nutritious,  balanced  diet  with  one  of  our  complimentary  breakfast 
choices,  including  our  cooked-to-order  omelet,  and  enjoy  our  upgraded 
bedding  collection  and  Precor®'  fitness  center  to  optimize  your  performance 
during  your  stay.  Just  some  of  the  many  ways  Embassy  Suites  Hotels®  puts 


extra  thought  into  everything  we  do. 


EVERYTHING  FOR  A  REASON 


§ 


EMBASSY    SUITES    OFFERS  {ft  COMPLIMENTARY,    COOKED-TO-ORDER     BREAKFAST  ©  TWO-ROOM    SUITES, 
TheHUtonFamily    ©OPEN-AIR    ATRIUMS    AND  (^EVENING    MANAGER'S    RECEPTION*   FOR   LOCATIONS  AND  RESERVATIONS, 


•Subject  to  state  and  local  laws.  Must  be  of  legal  drinking  age.  ©2007  Milton  Hospitality.  Inc. 
'Precor  equipment  rolling  out  to  Embassy  Suites  Hotels  throughout  2007 
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The  spa  isn't  tip-top,  but  Caneel  Bay  is  the  Virgin 
Islands  at  their  most  pristine,  by  lauren  young 


AS  A  GUEST  AT  THE 
storied  Caneel  Bay  re- 
sort on  St.  John  in  the 
U.S.  Virgin  Is- 
lands, I  was  ex- 
pecting a  spa 
like  no  other.  In- 
stead, to  get  to  the  treatment  room 
for  my  massage,  I  had  to  walk 
through  the  tennis  center,  right 
past  the  pro  shop  and  a  crowd  of 
sweaty  players.  Once  on  the  mas- 
sage table,  even  the  gende  hum 
of  spa  music  couldn't  quite  drown 
out  the  thwack  of  tennis  rackets. 

It  was  all  rather  odd,  especially  consid 
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ering  Caneel  Bay  is  on  the  verge  of  com- 
pleting a  $3.6  million  renovation.  As  part 
of  the  Virgin  Islands  National  Park,  the 
170-acre  property,  which  is  managed 
by  Rosewood  Hotels  &  Resorts,  is 
framed  by  seven  white-sand  beaches 
overlooking  the  turquoise  blue  Ca- 
ribbean. Surely,  there  could  be  a  bet- 
ter location  on  the  property  for  a  spa. 
(A  Caneel  Bay  spokeswoman  later 
told  me  the  resort  has  preliminary 
plans  to  build  a  stand-alone  spa.) 

But  perhaps  a  luxurious  spa 
experience  isn't  why  you  would 
come  to  Caneel  Bay.  It  certainly  wasn't 
top  of  mind  when  Laurance  Rockefeller 


bought  up  5,000  acres  of  St.  John  in  1 
1950s  to  preserve  the  lush  landscs 
from  development  and  the  intrusions 
the  outside  world. 

LESS  STRESS 

IF  YOUR  GOAL  IS  TO  relax  and  commi 
with  nature,  you've  come  to  the  rif 
place.  Your  stress  starts  to  subside  oi 
you  set  foot  on  the  resort's  private  fe 
from  St.  Thomas  and  take  the  35-m 
ute  trip  to  Caneel  Bay.  Three  800-fc 
high  green  ridges  provide  a  picturesc 
backdrop  to  the  resort,  where  the  ail 
infused  with  the  scent  of  frangipani  z 
gardenia.  On  a  walk  through  the  groun 
you  might  even  encounter  wild 
donkeys.  In  the  water,  you 
are  almost  certain  to 
see  tropical  fish  and 
perhaps  a  hawksbill 
turtle.     (Snorkel- 
ing  and  kayaking 
equipment     are 
complimentary.) 
All     166     guest 
rooms  have  been 
refurbished       in 
1950s-style  beach 
house    decor.    My 
room       overlooking 
Hawksnest  Beach  had 
a  king-size  bed  with  sea- 
foam-green  textiles,  along  with 
a  resident  orange  salamander.  Wha 
didn't  have:  a  TV,  telephone,  or  als 
clock.  From  January  through  March, 
room  rents  for  $975  a  night. 

The  resort  is  big  enough  that  you 
keep  others  from  intruding  on  your 
vacy.  Children  are  allowed  in  only  ti 
of  the  seven  restaurants,  and  the  k 
club  is  situated  on  the  far  northern  e 
of  the  property.  In  fact,  I  barely  caug 
glimpse  of  anyone  under  drinking  ag 

while  the  spa  was  a  disappointm 
I  had  better  luck  relaxing  at  the 
Centre,  a  secluded  New  Age  facility  wl 
I  booked  a  private  "tuning"  session, 
rector  Jan  Kinder,  a  former  nurse  1 
studied  with  spiritual  guru  Deepak  C 
pra,  banged  thin  metal  rods  on  bl< 
and  sent  the  vibrations  through  my  b 
I  don't  know  whether  it  harmonized 
nervous  system,  organs,  and  body  en* 
as  advertised,  but  I  did  enjoy  the  so 
ing  sensations. 

Caneel  Bay's  greatest  charm  is  it! 
moteness.  Indeed,  my  cell  phone  hi 
got  reception.  But  the  resort's  off- 
grid  character  may  change  follo\ 
the  recent  introduction  of  Wi-Fi  ser 
With  luck,  people  will  use  laptops  f 
iPhones  only  in  their  rooms 
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Horasis 

The  Global  Visions  Community 

China  Europe  Business  Meeting 

7-9  November  2007,  Frankfurt,  Germany 

a  Horasis-leadership  event 


Co-hosts: 


China 
i_  Federation 

of 
=  Industrial 
Economics 


HESSEN 


DEUTSCHE  BORSE 
GROUP 


The  Horasis  China  Europe  Business  Meeting  is  the 
foremost  annual  gathering  of  Chinese  business 
leaders  and  their  counterparts  from  Europe  and 
other  parts  of  the  world.  Over  300  leaders  will 
meet  under  the  theme  "Globalizing  Chinese 
Firms".  The  theme  reflects  the  increased  emphasis 
of  Chinese  firms  to  build  global  and  sustainable 
brands.  The  programme  will  offer  multiple  means 
to  gain  insight  from  and  access  to  business  leaders 
and  key  government  officials.  The  roundtables 
are  conducted  in  a  highly  interactive  manner 
aimed  at  promoting  business  opportunities  among 
participants. 
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The  event  is  open  to  CEOs  of  the  world's 

leading  companies.  For  more  information  pi. 

contact  Horasis: 

Rue  du  31-Decembre  47 

CH- 1211  Geneva  6,  Switzerland 

Tel. +41  79  305  3110 

Fax: +41  22  718  4140 

visions@horasis .  org 

www.horasis.org 


The  co-chairs  of  the  meeting  are: 

•  Bertrand  Collomb,  Chairman,  Lafarge 

•  Fu  Chengyu,  CEO,  CNOOC 

•  Jim  Goodnight,  CEO,  SAS 

•  Ernesto  Heinzelmann,  CEO,  Embraco 

•  Henning  Kagermann,  CEO,  SAP 

•  David  K.P.  Li,  Chairman,  Bank  of  East  Asia 

•  Li  Dongsheng,  Chairman, TCL 

•  Lim  Chee  Onn,  Chairman,  Keppel  Corporation 

•  MaWeihua,  Chairman,  China  Merchants  Bank 

•  Nin  Gaoning,  Chairman,  COFCO 

•  Klaus-Peter  Midler,  Chairman,  Commerzbank 

•  S.  Sandilya,  Chairman,  Eicher  Group 

•  Andrey  Sharonov,  Chairman, Troika  Dialog  Inv 
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Executive  Life  Parker  on  Wine 


BY  ROBERT  PARKER 


These  Muscadets 
Are  at  Their  Peak 


MUSCADET  FROM  FRANCE'S  LOIRE  VALLEY  remains  one  of  the  best  values  in 
white  wine,  even  with  a  weak  U.S.  dollar.  Known  as  an  accompaniment 
to  fresh  oysters,  this  bone-dry  wine  also  goes  well  with  most  seafood  and 
poultry  dishes.  J  The  following  wines,  reviewed  by  my  colleague  David 
Schildknecht,  are  "naked":  unoaked,  low  in  alcohol,  and  with  no  residual 
sugar.  They're  from  the  Muscadet  Sevre  et  Maine  appellation  and  are  sur 
lie,  meaning  the  wine  has  been  bottled  directly  from  the  tank,  where  the 


lees  (dead  yeast  cells  and  remnants  of 
grape  skins)  remain.  That  gives  the  wine 
freshness  and  complexity.  Muscadets  are 
best  during  their  first  three  to  four  years, 
so  these  reviews  are  for  the  2005  vintage. 

Domaine  des  Dorices 

89  points.  This  cuvee  smells  of  lime  fruit  and 
chalk,  with  hints  of  honey  and  smoke.  With 
a  satisfyingly  refreshing  palate,  the  wine 
finishes  with  a  lip-smacking  concentration  of 
lime,  salt,  and,  of  course,  chalk.  $11 

Domaine  de  la  Pepiere 
89  points.  From  soils  of  granite  origin,  this 
Muscadet  smells  of  fresh  apple  and  almond 
with  subtle  floral  overtones.  Surprisingly 
silken  in  texture  but  fresh  and  lively  on  the 
palate,  it  shows  impressive  apple,  nut  oil,  and 
faintly  bitter  fruit-skin  flavors.  $11 

Domaine  de  !a  Quiiia 

89  points.  Since  the  1980s,  Quilla  has  been 
sending  high-quality  Muscadet  to  the  U.S., 
and  the  2005  is  no  exception.  Notes 
of  cress  and  cherry  pit  are  in  the 
aroma,  and  juicy  lime  and  cherry 
fruit  fill  the  mouth.  At  13%  ? 

alcohol,  this  is  a  fuller-bodied      M 
Muscadet  than  most.  $11 

Domaine  de  Beauregard 

87  points.  With  subtle  melon, 
peach,  and  chalk  dust  aromas,  this 


wine  is  surprisingly  lush  in  the  mouth.  A 
juicy  finish  brings  along  a  pleasant  hint  of 
bitterness.  $11 

Andre-Michel  Bregeon 
88  points.  On  the  nose,  you  sense  raw 
almonds  and  fresh  lemons.  On  the  palate, 
the  wine  is  bright  and  juicy.  Subtle  notes  of 
mineral,  citrus,  and  nuts  lead  to  a  finish  of 
considerable  refinement  and  nuance.  $13 

Chereau-Carre  Chateau  de  Chesn; 
90  points.  This  wine  smells  fetchingly  of 
peaches  and  green  apple  with  herbs  and 
flowers.  In  the  mouth,  a  chalky  character 
suggests  minerals.  The  overall  effect  is 
invigorating  and  refreshing-so  much  so  tha  I 
you  don't  find  yourself  going  back  for  the  ne: 
sip,  somebody  should  check  your  pulse.  $13 

Domaine  de  I'Ecu  Expression 
de  Granite 

90  poipts.  This  offering  is  scented  with 
fresh  lime,  fennel,  tangerine  zest,  and 
flowers.  It  finishes  with  fascinating 
hints  of  iodine,  oyster  shell,  and 
citrus  zest,  yet  always  with  juicy 
m      refreshment.  $16  ■ 

Robert  Parker  is  the  world's 
it     mosf  influential  wine  critic.  Visit 
"*eRobertParkerxom  to  see  tens  of 
thousands  of  tasting  notes,  buy  his  books,  oi 
subscribe  to  his  newsletter,  The  Wine  Advocc 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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th  award-winning  service  to 
rope  and  beyond,  you'll  arrive  at  y 
stination  relaxed,  refreshed  a 
idy  for  business.  Visit  luf  thansa.ci 

lando,  effective  October  30,  2007 


There's  no  better  way  to  fly. 


Lufthansa 


A  STAR  ALLIANCE  MEMBER 
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Long-Shorts  That 
Docked  the  Blows 

How  three  funds  succeeded  in  a  summer  when 
most  hedge-like  strategies  failed,  by  anne  tergesen 


AT  FIRST  GLANCE,  long-short  mutual  funds  seem 
like  a  good  idea.  They  mimic  various  hedge  fund 
strategies,  aiming  to  rise  when  stocks  fall— or  at 
the  very  least,  to  lose  much  less  ground.  J  The  real- 
ity has  been  a  little  different,  though.  From  July  1 
through  Sept.  14,  the  53  funds  tracked  by  Morning- 
star  fell  an  average  of  1.4%,  vs.  a  0.86%  decline  for 
the  Standard  &  Poor's  500-stock  index.  Even  as  the  market  has  recov- 
ered a  bit,  some  long-short  funds  are  still  getting  clobbered.  Among 
them:  Geronimo  Multi-Strategy  Fund,  down  9.75%  since  July  1. 
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What  happened?  In  part,  the  funds  w 
hit  by  the  same  forces  that  rocked  het , 
funds.  Facing  requests  for  redemptio 
many  hedge  fund  managers  sold  hij 
quality  stocks  that  had  fallen  in  price. 
reduce  their  leverage,  they  also  bought  b: 
stocks  they'd  sold  short  With  lots  of  fui  | 
in  the  same  bind,  that  pushed  up  die  pri 
of  lower-quality  issues.  The  effect:  losses  1 
both  their  long  and  short  positions. 

This  is  not  the  first  time  these  fui  i 
have  come  up  short.  Over  the  past  th 
years,  in  months  when  the  S&P  500  ' 
fallen  by  more  than  1.5%,  the  group 
barely  managed  to  beat  the  market. 

But  even  as  the  category  has  dis 
pointed,  a  few  funds  have  proven  the 
selves.  They  have  generally  performed  \ 
in  periods  such  as  July  and  August,  wl 
other  investments  have  not— a  feat  that 
helped  them  shine  over  longer  periods. 
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6.56% 

EXPENSE  RATIO 
1.22% 

Data:  Morningstar,  'Sept  14 


CALDWELL  &0RKIN 

MARKET  OPPORTUNITY  (COAGX) 

PORTFOLIO  MANAC 
Michael     Orkin 
shorted  the  stocks- 
homebuilders  and  s 
prime    lenders    wi 
they    were    still    \\ 
Street's  darlings,  i 
ting  into  returns.  1 
wasn't   the   first  ttj 
Orkin  got  the  trend  right  but  the  ti 
ing  wrong.  In  1999  the  fund  finis- 
25  percentage  points  behind  the  i 
500  because  he  had  bet  against  Inter 
stocks  while  the  bubble  was  still  in 
ing.  "We've  done  well  when  bubbles  j ; 
although  we  tend  to  anticipate  them 
soon,"  says  Orkin,  who  has  mana 
the  fund— one  of  the  oldest  in  the 
egory— since  1992. 

Up  20.1%  this  year,  Caldwell  &  O: 
was  one  of  the  few  long-short  fu. 
to  turn  a  profit  both  in  February,  w 
subprime  concerns  first  arose,  and  i 
ing  the  market  slides  in  July  and  Aug 
Largely  because  the  fund  was  profit 
in  the  2000-02  bear  market,  it  has  1 
pace  with  the  S&P  over  the  past  10  ye 
The  fund  "can  work  for  investors  '] 
are  willing  to  stick  with  it  over  a  ] 
time,"  says  Rick  Lake,  co-chairmaj  i 
Lake  Partners  in  Greenwich,  Conn.,  a 
that  invests  in  long-short  funds,  inclu 
Caldwell  &  Orkin. 

Recentiy,  Orkin  has  had  short  posit 
in  homebuilders  Beazer  Homes  and 
Horton  and  subprime  lender  Fren 
General.  He's  also  bearish  on  the  st 


it  i 


of  restaurant  chains,  retailers,  and 
builders,  which  will  suffer  if  debt-burdi 
consumers  curtail  spending.  What 


ike?  Internet-related  stocks,  such  as 
tiiture,  a  software  provider  that  helps 
ipanies  manage  Internet  advertising, 
companies  "have  learned  how  to  build 
ccessful  business  model,"  he  says. 


J-DATE  RETURN* 
L2Q% 
AVG.  ANNL.  RET. 

10.13% 

(PENSE  RATIO 

L51% 

Hrningstar,  "Sept  Id 


MOND  HILL  LONG-SHORT  (DIAMX) 

LIKE  CALDWELL  & 
Orkin,  this  fund  chal- 
lenges conventional 
wisdom.  That  was  the 
case  with  energy  stocks, 
a  sector  that's  favored 
now  but  wasn't  when 
co-manager  Ric  Dil- 
lon started  buying  four 
•s  ago.  Thanks  to  the  fund's  out-of- 
:  bets,  it  has  earned  an  average  annual 
3%  since  its  launch  on  June  30, 2000, 
,98%  for  the  S&P. 

•illon's  not  ready  to  give  up  on  energy 
ks  such  as  Apache,  Devon  Energy, 
Conoco  Phillips.  "It  will  take  up  to 
:cade  or  more  before  producers  add 
ugh  supply  to  meet  the  growing  de- 
ld."  The  fund  also  holds  Freeport 
vloran  Copper  &  Gold  and  banking 
it  Wells  Fargo,  which  Dillon  argues 
fallen  too  far  on  subprime  concerns, 
lis  short  positions?  Companies  that 
end  on  free-spending  consumers. 
y  include  General  Motors,  Ford,  and 
ley-Davidson. 


FEWAY  (GATEX) 

THE 
D-DATE  RETURN 

6.69% 


I  AVG.  ANNL  RET. 

6.66% 

(PENSE  RATIO 
0.95% 

Morningstar  *Sept   14 


$4  BILLION 
Gateway  Fund  is  up  a 
market-beating  6.69% 
so  far  this  year  and 
6.66%  over  the  past  10 
years.  But  stock-picking 
hasn't  played  a  big  role. 
Gateway  buys  a  broad 
basket  of  stocks  that 
;hly  resemble  the  S&P  500  with  a  divi- 
d  yield  of  2.6%,  vs.  1.9%  for  the  index, 
fund  generates  additional  income  by 
ng  call  options  on  the  portfolio, 
yhile  Gateway  tends  to  rise  and  fall 
l  stocks,  its  gains  and  losses  are  typi- 
f  about  a  third  as  great.  That's  because 
elling  call  options,  the  fund  forfeits  a 
don  of  its  upside  returns.  It  also  spends 
lall  amount  on  put  options  that  gain  in 
le  if  the  market  takes  a  quick,  deep  dive, 
fs  the  short  side  of  the  portfolio, 
low,  with  volatility  almost  twice  what 
as  in  June,  the  fund's  income  from  sell- 
calls  has  spiked.  When  volatility  rises, 
ons  buyers  pay  higher  premiums  to 
:rs,  such  as  Gateway,  because  stocks 
more  likely  to  move  sharply  higher,  as 
1  as  lower.  "It's  a  good  time  for  us,"  says 
nanager  Paul  Stewart.  ■ 
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Your  market  is  changing. 
Your  competition  is  changii . 
Your  organization  is  changing. 
And  you? 
What  are  you  changing? 


New  York's  Columbia  Business  School  offers  16  Executive 

Education  programs  to  help  you  succeed  in  a  rapidly  changing 

world,  including: 

THE  COLUMBIA  SENIOR  EXECUTIVE  PROGRAM, 

APR.  27- MAY  23  or  OCT.  19-NOV.  14, 2008: 

Our  premier  4-week  program  for  senior  executives,  focused  on 

providing  the  tools,  insights,  and  skills  to  maximize  your  potential. 

EXECUTIVE  DEVELOPMENT  PROGRAM:  TRANSITION  TO 

GENERAL  MANAGEMENT,  APR.  27-MAY9  or  OCT.  26-NOV.  7, 2008: 

For  upper-level  specialists  seeking  to  develop  the  skills  needed 

as  a  cross-functional  general  manager. 

COLUMBIA  ESSENTIALS  OF  MANAGEMENT,  APR.  6-18, 2008: 

For  high-potential  managers  who  seek  to  further  their  leadership 

development  and  enhance  their  business  acumen. 

Go  to  WHATAREYOUCHANGING.COM 

or  call  us  at  212.854.3395. 


± 


Columbia  Business  School 

EXECUTIVE  EDUCATION 


■  ■■■■■■■■■■■■■■l 


PersonalFinance  Q&A 


Junk  Bonds: 
What  Now? 

Former  Merrill  chief  high-yield 
strategist  Martin  Fridson  on 
what  investors  need  to  know 


THE  DRAMATIC  HALF-POINT  INTEREST  RATE  CUT  by  the  Fed- 
eral Reserve  on  Sept.  18  gave  investors  a  boost,  but  the  tur- 
moil in  the  global  credit  markets  is  not  over.  How  long  will 
it  last  and  how  bad  will  it  get?  Martin  Fridson,  a  junk-bond 
veteran  and  stock  market  historian  who  has  had  a  court- 
side  seat  through  several  credit  booms  and  busts  over  the  past  quarter- 
century,  says  this  crunch  has  a  long  way  to  go.  Fridson  set  up  his  own 
shop,  FridsonVision,  in  2002  after  a  long  stint  at  Merrill  Lynch  as  direc- 
tor of  global  high-yield  strategy.  Contributing  economics  editor 


Christopher  Farrell  asked  him  what  he 
thinks  is  in  store  for  junk  bonds. 

Is  the  credit  crunch  almost  over,  at  least 
for  junk  bonds? 

No  way.  There  are  real  risks  here,  and  an 
oversupply  of  debt  from  private  equity 
deals  will  keep  pressure  on  the  market. 
We  measure  this  market  by  comparing 
the  interest  rates  on  high-yield  bonds 
to  those  on  U.S.  Treasury  bonds  with 
the  same  maturities.  In  June  that  differ- 
ence was  about  2.7  percentage  points, 
and  it  rose  all  summer  because  buyers 
demanded  higher  yields  as  they  became 
more  concerned  about  risk.  In  early  Sep- 
tember the  difference  was  4.7  percentage 
points.  That's  not  an  uncommonly  high 
level.  It  will  go  higher. 

Are  more  issuers  defaulting  on  their 
bonds? 

Right  now  only  about  1.5%  of  high-yield 
bonds  are  in  default,  a  low  point  for 
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this  credit  cycle.  But  we  see  signs  that 
will  rise  when  we  look  at  the  number  of 
issues  that  yield  more  than  10  percent- 
age points  above  Treasuries,  a  sign  the 
market  fears  those  bonds  will  default. 
In  the  past  two  months  that  number 
has  jumped  from  23  to  80  issues.  In  the 
last  credit  cycle,  defaults  peaked  at  11%, 
in  the  cycle  before  that,  at 
around  13%. 


too.  The  flaw  in  the  logic  will  be  appan 
as  more  of  these  companies  default. 

Is  this  an  opportune  time  for  individual 
investors  to  be  in  junk  bonds? 

There  may  be  a  short-term  trading 
portunity  here.  For  most  investors, 
opportunity  will  be  better  later  on 
some  point  the  payoff  will  be  fabulou 

For  those  with  longer  time  horizons, 
how  can  they  find  a  junk-bond  fund? 

The  key  is  finding  a  fund  that  has  t 
constant.  It's  easy  to  take  big  risks  and 
come  the  best  fund  in  any  one  year.  ^ 
you  want  is  a  fund  that  won't  just  b 
the  top  during  the  great  years  but  wil 
well  over  time.  You  can  find  funds  cor 
tendy  near  the  top  at  Morningstar.coi 
BusinessWeek.com. 


"Opportunity 
will  be  better 
later  on" 


Then  why  is  there  so 
much  optimistic  talk  in 
the  high-yield  market? 

People  are  entertaining  ^^^g 
new  theories  about  why 
the  world  has  changed  and  that  valua- 
tions based  on  historic  standards  have 
to  be  thrown  out.  For  instance,  some 
say  many  companies  have  the  option  of 
meeting  their  payments  with  new  debt 
rather  than  cash,  in  so-called  covenant 
lite  deals.  Hedge  funds  with  billions  of 
dollars  will  bail  out  companies  in  trouble, 


Market  historians  not 
parallels  to  a  1907  en 
crunch.  Back  then,  fir 
cier  J. P.  Morgan  calm 
the  waters  just  as  the 
a  Fed  is  doing  now.  In  1 

the  stock  market  soai 
A  hint  of  what's  to  come? 
In  most  cases  booms  started  from  a 
point  in  stock  valuations  after  credit 
restored  by  the  Federal  Reserve,  or  eai 
by  J.P.  Morgan.  We're  not  there  yet.  Bi 
some  point  the  Fed  will  inject  substai 
liquidity  into  the  system,  and  that  c< 
lead  to  a  surge  in  stock  prices.  II 
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PGRADE  YOUR 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCING. 

Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 


.ecutity  unleashed.    UJVISYS 


Secure  Business  Operations. 


PersonalFinance  Plus 

EDITED  BY  AMY  DUNKIN 
AIR  TRAVEL 

ONE CARD THAT 
FITS  ALMOST  ALL 
AIRPORT  CLUBS 


CLUB  LOUNGES  at  busy  airports  are 
oases  for  weary  travelers,  offering 
respite  from  the  crowds,  noise,  and 
general  chaos.  Equipped  with  comfy 
seating,  cable  TV,  and  open  bars, 
they're  the  most  civilized  way  to 
wait  out  flight  delays. 

The  problem  is,  they're  tightly 
bound  to  individual  carriers.  Admission 
to  American  Airlines'  38  Admirals  Clubs, 
for  example,  requires  either  flying  in 
the  front  of  an  AA  plane  that  day  or 
an  annual  membership  fee  starting 
at  $450.  And  where  do  you  retreat  in 
airports  not  served  by  American? 

The  solution  is  Priority  Pass,  a 
service  that  provides  unlimited  access 
for  $400  a  year  to  more  than  500 
lounges  in  275  cities  around  the  world. 
Other  membership  options:  Pay  $99 

per  year  and 
$24  for  each 
lounge  visit, 
or  $249  per 
year  with 
the  first  10 
visits  free. 

Launched 
15  years  ago 
in  Britain, 
Priority 
Pass  has 
1.7  million 
black-and- 
gold-card- 
carrying 
members,  only  50,000  of  whom  live 
in  the  U.S.,  according  to  its  president, 
Terry  Evans.  The  service  hasn't  been 
promoted  heavily  lest  it  become  too 
successful.  Priority  Pass  runs  the  risk 
of  alienating  its  airline  partners  if  it 
drains  off  too  many  of  their  members 
or  the  lounges  start  getting  too  packed. 

The  service's  largest  competitor 
is  American  Express.  Platinum  and 
Centurion  cardholders  can  get 
free  access  to  select  American,  Delta, 
Northwest,  and  Continental  lounges. 
The  catch:  They  gain  entry  to  a  club 
only  if  they're  flying  the  carrier  that 
operates  it. 

-Greg  Lindsay 
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TAXES 

Tighter  Scrutiny 

IF  YOUR  ACCOUNTANT  OR  tax  preparer  starts  asking  tougher  questions  or  demandir 
more  documents  to  back  up  your  income  and  deductions,  here's  why:  A  little- 
noticed  law  passed  as  part  of  the  recent  Iraq  war-funding  bill  significantly  raises 
the  fines  tax  preparers  must  pay  if  the  Internal  Revenue  Service  determines  that  the 
should  have  known  a  client's  claims  were  unlikely  to  pass  muster. 

If  the  IRS  questions  a  return,  tax  preparers  must  prove  "more  likely  than  not" 
(a  50%-plus  chance)  that  the  move  might  have  been  found  acceptable,  says  Tom 
Ochsenschlager,  vice-president  at  the  American  Institute  of  Certified  Public  Accountai 
Previously,  all  they  had  to  show  was  a  "realistic  possibility,"  or  roughly  a  33%  cha 
Preparers  who  fail  to  make  their  case  could  face  penalties  of  $1,000  per  return  or 
their  fee,  whichever  is  larger.  That's  a  hike  from  $250  under  the  previous  law. 

The  new  law  does  not  apply  to  taxpayers  who  prepare  their  own  returns. 
However,  there  is  talk  on  Capitol  Hill  of  making  individuals  subject  to  the  "more 
likely  than  not"  standard  as  well.  That's  unfair,  says  Ochsenschlager,  because  the 
standard  would  be  too  difficult  for  most  people  to  meet.  -Jonathan  Be 


STUDENT  INSURANCE 

NOW  THAT  THE  KIDS  are  settled  at  college,  you  may  want  to  rric 
sure  they  have  the  right  insurance  for  their  health  and  car  as  well  i 
their  dorm-room  valuables.  Homeowners'  policies  typically  don't 
cover  dorm  theft  or  damage.  Plus,  you  may  be  able  to  save  on  aut 
and  medical  coverage.  Here's  a  checklist.  -Anne  Tergest 


■  To  protect  what  may  be  thousands  of  dollars'  worth  of  electronics  and  dorm  furnishings, 
ask  for  quotes  on  a  rider  to  your  homeowners'  policy  as  well  as  separate  renters'  insurance 
The  best  rates  are  likely  to  come  from  your  current  insurer  or  one  the  school  recommends. 


■  If  your  child  will  no  longer  have  regular  access  to  your  car,  you  may  be  able  to  switch  his 
or  her  status  from  full-time  to  part-time  driver  on  your  auto  policy.  That  could  save  you  up  t 
45%.  If  the  student  brought  a  car  to  school,  ask  if  he  or  she  can  get  a  premium  discount  by 
maintaining  good  grades  or  taking  a  defensive-driving  class. 

■  Usually,  parents'  health  insurance  covers  full-time  students  until  they  graduate  or  turn  2  • 
But  check  to  see  if  you  can  pay  less  by  securing  coverage  through  the  school. 

Data:  Arkansas  In:  urance  Commissioner  Julie  Benafield  Bowman,  National  Association  of  Insurance  Commissioners 
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Staying  on  the  Fast  Track 

Leadership,  Innovation,  Performance 

6-7  November  2007,  China  World  Hotel,  Beijing 


e  innovation.  Redefine  business  models.  Stay  on  the  fast  track  of  growth.  CEOs  have  to 
ver  consistently  on  these  high  expectations.  And  while  opportunities  abound,  the 
lenges  have  never  been  greater.  The  CEO  Forum  provides  unique  access  to  business 
lers,  global  CEOs  and  policy  makers  and  over  two  days  of  intense  dialogue  you  will  learn 
to  outthink  the  fast  pace  of  change. 

esight.  Insight.  Onsite.  At  The  11th  Annual  CEO  Forum. 


ect  Speakers 


1 


The  Right  Honorable 
Tony  Blair 

Former  Prime  Minister  of 

Great  Britain  and  Northern  Ireland 


Professor  Robert  Mundell 

professor,  Columbia  University  and 
1999  Nobel  Laureate  for  Economics 
United  States 


lid  Rashid  Al  Zayani,  chairman,  Alzayani  Investments,  Bahrain 

i  Bernardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 

oria  Chu  Pao,  president,  Platts,  United  States 

?r  Lau,  chairman  and  chief  executive,  Giordano  International,  Hong  Kong 

n  Mullen,  chief  executive  officer,  DHL  Express,  Germany 

y  Provoost,  chief  executive  officer,  Philips  Consumer  Electronics,  The  Netherlands 

i  Rosling,  executive  director,  Tata  Sons,  India 

hankar,  group  head,  Client  Relationships,  Standard  Chartered  Bank,  Singapore 

Kiran  Mazumdar  Shaw,  chairman  and  managing  director,  Biocon  Group,  India 

tain  Wei  Jiafu,  president  and  chief  executive  officer,  COSCO  Group,  People's  Republic  of  China 

ng  Xin,  chief  executive  officer,  SOHO  China,  People's  Republic  of  China 


Strategic  partners: 


Allianz  (Si 


Atosi^ 
Origin 


Standard 
Chartered 


Supporting  organizations: 


A 


Hill  &  Associates 


u   5^ 


^Mstrategies 


Strategic  partnership  enquiries 

Alan  Wong:  Tel  (852)  2151  8220 
Email:  alan.wong@dnmstrategies.com 


Speaking  opportunities 

Priscilla  Poon:  Tel  (852)  2581  0142 
Email:  priscilla.poon@dnmstrategies.com 


Official  PR  partner: 


HIH§KNGWLTON 


Participant  registration 

Karen  Lee:  Tel  (852)  2151  8215 
Email:  karen.lee@dnmstrategies.com 


For  agenda  go  to:  www.dnmstrategies.com 


PersonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

HAS  THE  STREET  SOURED  ON  APPLE?  FAR  FROM  IT. 


INTEROIL  IS  DOING  WELL  BY  INVESTORS  LIKE  T.  BOONE  PICKENS. 


WHY  GENZYME'S  OFFER  FOR  BIOENVISION  MAY  BE  TOO  LOW. 


SHOOTING 
UP 

STOCK  PRICE  (DOLLARS) 


Apple:  Shinier  than  Ever 

HOW  MUCH  HIGHER  can  Apple  (AAPL)  go?  The 
stock  has  shot  from  72  a  year  ago  to  140.76  on  Sept. 
19.  Normally,  Wall  Street  would  sour  on  a  stock  after 
such  an  ascent.  But  of  the  27  analysts  who  track  Apple,  23  still 
recommend  buying  it,  and  4  rate  it  a 
hold.  None  advise  selling.  No  way  are 
we  selling,  says  Sean  Kraus  of  Provident 
Investment  Counsel,  who  bought 
at  47  in  mid-2005  and  hasn't  sold  a 
share.  "Apple  is  still  one  of  the  best 
investments  in  technology,"  adds  Kraus, 
who  sees  it  hitting  180  in  12  months. 
Others  see  Apple  even  higher. 

Kraus  expects  Apple  to  beat  the 
Street's  sales  forecasts  for  iPhones,  iPods,  sept  22, 06  sept  19,  ( 
and  Mac  computers  this  fall.  Long-term,  Data:  Bloomtw'g  fmKal  Wa(-ke,s 
he  sees  Apple  creating  new  markets  with 
"revolutionary"  products  and  marketing  muscle.  Kathryn  Huber- 
ty  of  Morgan  Stanley  (which  owns  stock  and  has  done  banking 
for  Apple),  who  rates  it  "overweight,"  says  the  30%  price  cut  on 
iPhone  was  a  "positive  move"  to  stimulate  holiday  demand.  Op- 
erating margins  should  expand,  she  adds,  as  Apple's  innovative 
products  continue  to  boost  sales.  She  sees  Apple  earning  $3.68  a 
share  in  2007,  $4.80  in  2008,  and  $5.99  in  2009,  up  from  $2.18 
in  2006.  Could  Apple  hit  200?  Piper  Jaffray's  Eugene  Munster  has 
a  higher  forecast:  211  in  12  months. 

InterOil's  Big  Strike 
In  the  South  Pacific 

OIL  MOGUL  T.  BOONE  PICKENS  may  still  have  the 
Midas  touch.  A  week  after  he  disclosed  a  9.9%  stake  in 
InterOil  (IOC),  the  stock  gushed  from  28  on  Aug.  8  to 
40.75  on  Aug.  13,  the  day  the  oil-and-gas  explorer  disclosed  it 
found  evidence  of  oil  in  its  Elk-2  well  in  Papua  New  Guinea. 
Pickens  didn't  return  calls.  The  latest  drilling  update  on  Elk-2 
included  data  that  gives  a  "very  bullish  picture  of  the  prospects," 
says  Wayne  Andrews  of  Raymond  James  Financial,  who  rates 
the  stock  a  strong  buy.  Additional  tests  are  being  done  on  Elk-2, 
which  he  expects  will  show  positive  data  in  October. 

InterOil  is  building  a  fully  integrated  energy  business  in 
Papua.  It  operates  the  only  refinery,  owns  a  network  of  gas 
stations,  and  is  exploring  for  oil  in  an  8.8  million-acre  area. 
Based  on  its  cash  flow,  Andrews  expects  InterOil  to  be  in  the 
black  by  2008.  His  12-month  target  for  the  stock  is  65.  Sal 
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A  BRISK 
RECOVERY 

STOCK  PRICE  (DOLLARS) 


SEPT.  22,  '06     SEPT.  19,  '0 
Data:  Bloomberg  Financial  Mai 


Ilacqua  of  Moness  Crespi,  which  owns 
shares,  says  InterOil  may  hit  75  in  a 
year.  Not  everyone  is  so  upbeat.  Some 
10  million  of  InterOil's  29.7  million 
shares  outstanding  are  controlled  by 
short-sellers,  who  bet  the  stock,  now 
at  35.60,  will  crash.  InterOil  CEO  Phil 
Mulacek  says  Elk-2  has  sufficient 
gas  to  supply  a  liquid  natural  gas 
plant  InterOil  is  building  in  Papua  in 
partnership  with  Merrill  Lynch  and 
Pacific  LNG  Operations. 

Upping  the  Bid 
For  Bioenvision? 

BIOENVISION  (BIVN),  the  small  biotech  that  Genzyme 
agreed  to  acquire  in  May  at  5.60  a  share,  may  not  clos 
on  the  deal  unless  Genzyme  raises  its  offer.  Why?  Son 
major  Bioenvision  stakeholders  are  up  in  arms:  Genzyme's 
bid  is  "extremely  inadequate,"  insists  SCO  Capital  Partners, 
which  owns  13.1%  of  Bioenvision.  And  Jesse  Cohn  of  Elliott 
Associates,  which  owns  6.7%,  is  also  ^____pp<^_^_i_ 

"extremely  dissatisfied."  With  its 
assets,  Bioenvision  is  worth  13,  he  says. 
So  far,  Genzyme  has  acquired  only 
22%  of  the  stock.  A  special  meeting 
to  vote  on  the  bid  will  be  held  on  Oct. 
4.  SCO  wants  Bioenvision  to  terminate 
the  deal  because  the  bid  is  less  than 
2008's  expected  revenues.  CEO  Steve 
Rouhandeh  of  SCO  says  Bioenvision 
is  worth  at  least  12.  Rouhandeh  says 
his  firm  will  put  up  a  slate  of  new 
directors  at  the  shareholders'  meeting 
in  December.  The  prize  Genzyme  seeks  is  exclusive  rights  to 
Clofarabine,  a  treatment  for  acute  lymphoblastic  leukemia, 
co-developed  by  Genzyme  and  Bioenvision.  Neither  compar 
returned  calls  asking  for  comment.  ■ 
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WILLIE  BELL 

COURIER,  FEDEX  EXPRESS 

VIRGINIA  BEACH,  VIRGINIA 


PRECIOUS  CARGO. 

HELPING  HANDS. 

AND  A  STANDING  OVATION. 


t  bank  sent  a  package  to  the  wrong  address.  And  not      package.  He  returned  it,  and  the  entire  bank  showered 
jst  any  package.  It  contained  important  information.       him  with  applause. 


>f  course,  the  bank  tried  everything  it  could  to  retrieve 
:.  But  no  luck— the  recipient  was  never  home. 

'hat's  when  FedEx  Express  Courier  Willie  Bell  learned 
if  the  problem.  He  then  drove  to  a  neighboring  city  late 
n  the  evening  to  see  what  he  could  do.  The  recipient 
vas  home,  and  Willie  successfully  retrieved  the 


Willie  Bell  is  one  of  over  275,000  FedEx  team  members 
worldwide  dedicated  to  every  FedEx  experience. 


® 


Express 

To  see  more  stories  from  around  the  world,  go  to  fedexstories.com 


;    No  warranties  or  representations,  express  or  implied,  are  extended.  Sen-  are  governed  by  the  terms  and  conditions  in  the  FedEx  Service  Guide  at  fedex.com. 
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PersonalFinance  Figures  of  the  Week 


STOCKS 

SAP  500 

SEPT.   MAR.   SEPT.   SEPT.  13-19 


1470 


1380 


1290 


-1550 


1529.0 


-1475 


COMMENTARY 

The  market  rocketed  more 
than  400  points  on  the  Fed's 
decision  to  cut  two  key  rates. 
Countrywide  Financial  jumped 
24%,  spurred  by  a  $12  billion 
credit  intusion  from  its  bankers. 
General  Motors  rose  16%  in 
anticipation  of  a  new,  more 
favorable  labor  contract  with  the 
UAW.  Rumors  that  Macy's  may 
be  a  takeover  target  boosted 
shares  of  the  retailer  by  17%. 

Data:  Bloomberg  Financial  Markets,  Reuters 


U.S.  MARKETS 

SEPT  19 

WEFK 

%  CHANGE 
YEAR  TO     LAST  12 

DATE       MONTHS 

S&P500     '■■■■ 

1529.0 

3.9 

7.8 

16.0 

Dow  Jones  Industrials 

13,315.6 

3.9 

10.9 

19.7 

NASDAQ  Composite 

2666.5 

2.9 

10.4 

20.0 

S&P  MidCap  400 

886.1 

3.4 

10.2 

18.3 

S&PSmallCap600 

430.9 

4.8 

7.7 

15.7 

DJ  Wilshire  5000 
SECTORS 

15,335.3 

3.9 
4.4 

7.9 
10.9 

16.4 

BusinessWeek  50* 

885.8 

19.4 

BW  Info  Tech  100** 

525  0 

3.2 

17.3 

31.7 

S&P/Citigroup  Growth 

711,3 

3.5 

9.0 

16.1 

S&P/Citigroup  Value 

815  2 

4.3 

6.7 

15.9 

S&P  Energy 

580.6 

5.0 

27.4 

45.2 

S&P  Financials 

471.5 

5.9 

-4.8 

2.7 

S&P  REIT 

187.4 

7.1 

-5.8 

1.4 

S&P  Transportation 

279  2 

2.5 

59 

10.9 

S&P  Utilities 

206.9 

3.6 

10.9 

20.9 

S&P  GSTI  Internet 

213.2 

3.4 

9.2 

2S.2 

PSE  Technology 

972.7 

2.1 

11.1 

19.0 

•March  19, 1999=1000  "February  7. 2000=1000 


GLOBAL  MARKETS  septi 

S&P  Euro  Plus  (U.S.  Dollar)  2221.0 

London  (FT-SE 100)  6460.0 

Paris  (CAC  40)  5730.8 

Frankfurt  (DAX)  7750.8 

Tokyo  (NIKKEI  225)  16,381.5 

Hong  Kong  (Hang  Seng)  25,554.6 
Toronto  (S&P/TSX  Composite)  13,939.8 

Mexico  City  (IPC)  30  512  6 

FUNDAMENTALS 

S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)' 
First  Call  Earnings  Revision* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  NYSE  Sell/buy  ratio 


WEEK 

3.7 

2.4 
4.0 
3.7 
3.7 

5.1 
1.3 

1.5 


%CHANGl 

YEAR  TO     LA.1 

DATE       MO  | 

11.6 

3.8 

3.4 

17.5 
-4.9 
28.0 

8.0 
15.4 


4" 

r 

4( 


SEPT  IS 

1.82% 

176 

15.2 

-1.55% 


WEEK  AGO      YEAR  I 

1.89%      1.84' 

170  17 1 

14.7         14,  i 

-1.41%    -0.S 
•First  Ca 


SEPT.  18  WEEK  AGO      YEAF 

1462.9  1460.6    Positi\ 

45  0%  370%     Neu.tr 

1.00  0.91    Posith 

149  1.48    Posith 


BEST-PERFORMING 
GROUPS  t 

Divsfd.  Metals  &  Mining 
Fertilizers  &  Ag.  Chems. 
Constr.  &  Engineering 
Oil  &  Gas  Equipment 
Steel 


LAST 
0NTH% 

LAST  12 
MONTHS  % 

37.2 

Divsfd.  Metals  &  Mining  140.8 

274 

Internet  Retailers            110  9 

23.2 

Tires  &  Rubber                94.6 

20.1 

Constr.  &  Engineering       82  5 

17.6 

Fertilizers  &Ag.  Chems.    72.9 

WORST-PERFORMING 
GROUPS 

Motorcycles 
Homebuilding 
Constr.  Materials 
Trucking 
Auto  Retail 


LAST 
MONTH  % 

-12.6 

-8.0 
-4.0 


LA! 
MON 


Homebuilding 
Motorcycles 
Electric  Mfg.  Svi 
Home  Furnishings 
Computer  Retailers 


MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  SEPT.  19 

■  S&P  500  ■  U.S.  DIVERSIFIED  HALL  EQUITY 


EQUITY  FUND  CATEGORIES 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  SEPT.  19 
I  S&P  500  Hi  U.S.  DIVERSIFIED  HALL  EQUITY 


4-WEEK  TOTAL  RETURN 
LEADERS 


%         4  8         12         16         20         24 

Data:  Mormngstar  Inc. 


THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Tuesday, 
Sept.  25, 10  a.m.  EDT » Existing 
home  sales  are  forecast  to  have 
eased  to  an  annual  pace  of  5.5 
million  units  in  August.  That's  the 
consensus  among  economists 
polled  by  Action  Economics.  In 
July  demand  edged  lower  to  an 
annual  pace  of  5.75  million. 
CONSUMER  CONFIDENCE  Tuesday, 
Sept.  25, 10  a.m.  EDT  »The 
Conference  Board's  September 
consumer  confidence  index 


Specialty-Precious  Metals 
Pacific/Asia  ex-Japan  Stk. 
Latin  America  Stock 
Diversified  Emerging  Mkts. 
LAGGARDS 

Bear  Market 
Ultrashort  Bond 
Japan  Stock 

Bank  Loan 


%         52-WEEK  TOTAL  RETURN  % 
LEADERS 

24.1  Pacific/Asia  ex-Japan  Stk.  71.2 
22.7      Latin  America  Stock  59.1 

19.2  Diversified  Emerging  Mkts.  45.9 
157      Specialty-Natural  Res.  35  5 

LAGGARDS 

-6.8      Bear  Market  -13.7 

0.3      Japan  Stock  -2.1 

04      High  Yield  Muni  12 

0.5      Muni  California  Long  2.1 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFunds  Precs.  MrJs.  Inv.  44.3 

ProFunds  Precs.  Mtls.  Svc.  44.2 

DnrxionLatii  America  Bui  2X  Inv  40.4 

ProFds.UltraEmrg.  Mkts.  Inv.  378 

LAGGARDS 

DireXn.Emrg.  Mkts.  Bear  2X  -28.3 
ProFds.Sh.Prec.  Mtls.  Svc.  -22  6 
ProFds.Sh.Prec.Mtls.  Inv.  -22.5 
DireXn.  NASDAQ  100  Bear  2.5X  -177 


52-WEEKTOTALRETURN                        % 
LEADERS 

AIM  China  I     9H|    130.9 

AIM  China  A 130.1 

Dreyfus  Prem.Grtr.CMna  I  129.2 
Dreyfus  Prem.  Grtr.  China  A    1286 

LAGGARDS 

DireXn.Emrg. Mkts. Bear 2X  -57.2 
DteXn. NASDAQ  100 Bear 23X  -403 
iShares  DJ  US.  Home  Constr.  -36.8 
ProFunds  UltSh.OTC  Svc.      -32.5 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


SEPT  19 

WEEK  AGO      YEAF 

4.99% 

4.98%    4. 

3.92 

4.02       4. 

3.98 

3.95       4. 

4.52 

4,41        4, 

4.83 

4.68       4. 

6.19 

6.09       6, 

t  BanxQuo 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.BOND 

30-YR.  Bl 

General  Obligations 

3.78% 

4.4 

Taxable  Equivalent 

5.40 

6.3 

Insured  Revenue  Bonds 

3.94 

4.6 

Taxable  Equivalent 

5.63 

6.5 

probably  held  steady  after 
dropping  to  105  in  August. 
DURABLE  GOODS  ORDERS 

Wednesday,  Sept.  26,  8:30  a.m., 
EDT  »Durable  goods  orders  in 
August  most  likely  retreated  4%. 
In  July  there  was  a  broad  surge  in 
new  orders  of  6%. 
NEW-HOME  SALES  Thursday, 
Sept.  27, 10  a.m.  EDT » New- 
home  sales  probably  cooled  to 
an  annual  rate  of  0.8  million  in 
August,  from  0.87  million  in  July. 


PERSONAL  INCOME  Friday,  Sepf. 
28,  8:30  a.m.  EDT» Personal 
income  is  expected  to  have  grown 
0.3%  in  August,  following  a  0.5% 
bounce  in  July.  Consumer  spending 
likely  held  up  well  with  a  0.4%  gain 
after  a  0.4%  July  increase. 
CONSTRUCTION  SPENDING 
Friday,  Sept.  28, 10  a.m.  EDT » 
August  building  outlays  most  likely 
eased  0.1%,  after  a  0.4%  fall  the 
month  before  caused  by  a  deep 
decline  in  residential  construction. 


The  BusinessWeek  production  inde  j 
cooled  to  310.5  for  the  week  ended 
Sept.  8  but  stood  9.2%  above  the 
previous-year  level.  Before  calculat 
of  the  four-week  moving  average,  tl 
index  fell  to  308.4. 
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China  Automotive: 

Separating  Fact  from  Fiction 

November  15,  2007  •  Townsend  Hotel  •  Birmingham,  Michigan 


There  are  more  vehicle  brands  produced  in  China 
today  than  any  other  market  in  the  world... 

...are  you  maximizing  your  potential? 

At  J.D.  Power  and  Associates,  we  believe  that  real  expertise  is 
developed  on  the  ground,  over  time,  and  through  personal 
experience.  Since  1994,  J.D.  Power  has  been  tracking  automotive 
developments  in  China  to  help  shape  the  industry's  future. 


Join  us  in  Detroit  on  November  15th  and  allow  us  to  share  some  of 
our  experiences  with  you. 


opics  Include: 


Manufacturers:      A  look  at  China's  top  ten  manufacturers:  which  are  the  strongest  and  which  are  hopefuls? 


Suppliers: 

Retail: 

Consumers: 


iponsored  by. 


Is  China  a  highly  lucrative  business  opportunity  for  global  suppliers  or  is  it  a  lesson  in 
Chinese-style  price  competition? 

Is  China  heading  in  the  direction  of  the  U.S.  model  for  dealer  networks,  and  is  the  door 
really  open  to  investment? 

Eight  of  10  new-car  purchases  in  China  are  made  by  first-time  buyers— who  are  these 
buyers  and  how  do  they  think? 
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IdeasBooks 


The  Maestro  Speaks  His  Mine 


THE  AGE  OF  TURBULENCE  Adventures  in  a  New  World 

By  Alan  Greenspan;  The  Penguin  Press;  531pp;  $35 


Alan  Greenspan's  memoir,  The  Age  of 
Turbulence,  is  much  like  his  speeches- 
measured,  thoughtful,  with  some 
powerfully  provocative  nuggets  scattered 
throughout.  So  far  what  has  gathered  the 
most  attention  has  been  his  disdain  for 
President  George  W.  Bush's  economic 
policy  and  for  the  Republican  politicians 

who  ran  Congress  until  2006,  a  surprise 
given  the  ex-Fed  Chairman's  deep 
Republican  roots.  Also  striking  is  his 
willingness  to  say  straight  out  that  "the  Iraq 
war  is  largely  about  oil." 

But  the  book's  long-run  impact  will 
depend  on  the  quality  of  the  economic 
analyses  and  forecasts  that  make  up  its 
second  half.  And  because  Greenspan  is  the 
leading  practical  economist  of  our 
era,  his  view  of  the  future  makes  The  Age 
of  Turbulence  important  reading, 
even  beyond  the  immediate  political 
implications. 

The  first  half  of  the  book  traces 
Greenspan's  path  from  his  New  York  City 
boyhood  to  preeminence  as  the  head  of  the 
most  powerful  central  bank  in  the  world. 
The  liveliest  personal  anecdote  describes 
his  first  date  with  future  wife  and  NBC 
correspondent  Andrea  Mitchell.  "At  the  restaurant  we 
ended  up  discussing  monopolies,"  writes  Greenspan.  "I  told 
her  I'd  written  an  essay  on  the  subject  and  invited  her  back 
to  my  apartment  to  read  it."  High  romance  indeed! 


The  book  makes  very  clear  how  closely  Greenspan 
has  been  plugged  into  the  Republican  party  apparatus 
over  the  years,  going  back  to  1967  and  Richard  Nixon's 
Presidential  campaign.  From  that  perspective,  it's 
understandable  that  he  praises  Ronald  Reagan  for 
"the  clarity  of  his  conservatism."  But  surprisingly,  he 
speaks  highly  of  Bill  Clinton,  whom  he  calls  "as  far  from 
the  classic  tax-and-spend  liberal  as  you  could  get  and  sti 
be  a  Democrat."  Greenspan  also  compliments  Clinton 
for  having,  unlike  most  politicians,  "a  preference  for 
dealing  in  facts." 

By  contrast,  three  Republican  President 
received  low  marks  from  Greenspan.  He 
refused  to  join  the  Nixon  Administration 
in  1969  because  of  the  dark  side  of  the 
newly  elected  President's  personality.  Geo 
H.W.  Bush,  in  Greenspan's  view,  did  not  hi 
a  "thoughtful  view"  about  interest  rates. 
And  he  is  upset  about  George  W.  Bush's 
approach  to  economic  policy:  "Little 
value  was  placed  on  rigorous  economic 
policy  debate  or  the  weighing  of  long-terr 
consequences,"  writes  Greenspan.  "  'Defic 
don't  matter,'  to  my  chagrin,  became  part 
Republicans'  rhetoric." 

Greenspan  reserves  his  maximum  scon 
for  the  congressional  Republicans  who  vo 
for  budgets  that  were  almost  guaranteed 
to  produce  big  deficits.  He  writes:  "The 
Republicans  in  Congress  lost  their  way. 
They  swapped  principle  for  power.  They 
ended  up  with  neither.  They  deserved  to 
lose"  the  2006  election. 

But  equally  important— and  far  less  noticed— is 
Greenspan's  disdain  toward  academic  economics.  "As 
elegant  as  modern-day  econometrics  has  become,  it  is  n  ! 


One  day  you'll  reti 


0  the  task  of  delivering 
cy  prescriptions,"  Greenspan 
es.  "The  world  economy 
become  too  complex  and 
rlinked."  Indeed,  academic 
lomists  are  virtually 
existent  in  the  book, 
enspan's  successor,  Princeton 
versity  economist  Ben 
nanke,  is  mentioned  only  once, 
photo  caption, 
he  former  Fed  chief  does  not 
his  book  as  an  opportunity  to 
lit  very  many  mistakes.  One 
et  that  he  does  express  is  the 
that  his  testimony  in  favor 
le  2001  Bush  tax  cuts  was 
rpreted,  writing  that  "while 
tics  had  not  been  my  intent, 
nisjudged  the  emotions  of 
moment." 

reenspan  does  acknowledge 
:ntial  problems  with  subprime 
ts,  but  he  argues  that  "the 
efits  of  broadened  home 
lership  are  worth  the  risk." 
enspan  writes:  "Protection 
roperty  rights,  so  critical  to 
arket  economy,  requires  a 
cal  mass  of  owners  to  sustain 
tical  support."  However,  in  a  60  Minutes  interview  that 
d  on  Sept.  16,  Greenspan  acknowledged  that  he  didn't 
erstand  how  deep  the  subprime  problem  was  until  very 
in  his  term  at  the  Fed. 

1  the  second  half  of  the  book,  Greenspan  offers  his 

j  on  the  future  of  the  domestic  and  global  economies, 
;ring  everything  from  "Russia's  Sharp  Elbows,"  the  title 
hapter  16,  to  corporate  governance,  financial  regulation, 
the  need  for  educational  reform.  There  are  no  formal 
lels  or  econometric  projections.  Rather,  Greenspan 
igs  to  bear  his  accumulated  institutional  knowledge 
sense  of  long-term  patterns  and  human  nature.  "There 
degree  of  historical  continuity,"  he  writes,  "in  the  way 
locratic  societies  and  market  economies  function." 
iterestingly,  he  gives  globalization  and  financial 
kets  far  more  attention  than  technology,  despite  his 
itification  with  the  1990s  New  Economy  (a  term, 


PRE-FED 

The  lifelong 
Republican 
has  harsh 
words  for 
today's  party 


incidentally,  that 
he  mostly  avoids). 
Greenspan  is 
enthusiastic  about 
the  prospect  of 
absorbing  billions 
of  workers  in 
China  and  elsewhere  into  the 
worldwide  market  economy,  a 
process  that  so  far  has  not  only 
benefitted  them  but  also  held 
down  inflation  and  interest  rates 
in  the  developed  world. 

Moreover,  the  U.S.  trade 
deficit  does  not  terribly  distress 
him.  Instead,  Greenspan  sees 
danger  coming  from  the  opposite 
direction:  The  inevitable 
slowdown  of  globalization. 
"The  critical  time  for  the  world 
economic  outlook  and  for 
policymakers  will  not  be  when 
the  shifting  of  workers  comes  to 
an  end,"  writes  Greenspan,  "but 
when  its  rate  of  increase  starts  to 
slow."  That  will  likely  trigger  a 
rise  in  inflation  and  interest  rates, 
especially  because  the  federal 
government  will  be  borrowing 
heavily  to  fund  Social  Security 
and  Medicare.  As  a  result,  writes 
Greenspan,  "sometime  before 

lonsyterrn      203° the  world  is  likely to  be 

trading  ten-year  U.S.  treasuries  at 
a  rate  of  at  least  8  percent." 
That's  almost  double  current 
levels,  and  a  warning  for  investors 
that  today's  low-rate  world  will 
not  last  forever. 

Most  people  will  read 
Greenspan's  book  for  the 
shock  value  of  his  attack  on  his 
Republican  comrades.  But  if  they 
keep  going,  they  will  find  that  Greenspan's  well-informed 
musings  offer  much  more  food  for  thought  than  the  usual 
Washington  memoir.  ■ 

-By  Michael  Mandel 


The  book's 
j-term 
impact  will 
rest  on  the 
quality  of 
its  forecasts 
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IdeasOutsideShot 

BY  VITALIY  N.  KATSENELSON 


The  Fed's  Irresponsible  Move 

I've  seen  this  movie  before,  and  it  doesn't  end  pretty.  That's  what  I  thought 
on  Sept.  18  when  Federal  Reserve  Chairman  Ben  Bernanke  took  the  road  si 
often  traveled  by  his  predecessor,  Alan  Greenspan,  and  threw  the  financial 
markets  a  sop  in  the  form  of  a  big  cut  in  interest  rates.  It  was  clearly  what 
the  markets  wanted,  as  the  immediate  336-point  jump  in  the  stock  market 


confirmed.  But  popular  decisions  are  not  always  the  right 
decisions.  (Just  consider  Greenspan's  popular  2001  interest 
rate  cuts,  which  actually  caused  the  current  housing  bubble.) 

Indeed,  at  the  core  of  today's  credit  mess— whether  in 
housing  or  the  now  battered  markets  for  commercial  paper- 
lies  a  glut  of  global  liquidity.  That  has  dramatically  altered 
our  perception  of  risk  and  fueled  an  unwillingness  to  accept 
traditional  credit  limits.  If  a  homeowner  couldn't  qualify  for  a 
conventional  mortgage,  brokers  were  more  than  happy  to  offer 
an  exotic  loan  the  borrower  could  never  realistically  pay  off.  If 
a  loan  was  too  risky  to  be  sold  as  investment-grade,  investment 
banks  could  always  concoct  elaborate  bundles  of  good  and 
toxic  credits  that  (supposedly)  eliminated  the  risk. 

Nowhere  was  this  disregard  of  financial  reality 
more  apparent— or  damaging— than  in  housing. 
The  housing  bubble  was  fueled  by  many  years  of 
low  interest  rates,  which  eventually  priced  many 
people  out  of  their  dream  homes.  But  instead  of 
settling  for  less  or  renting,  people  pursued  their 
American  dream  (the  house  with  a  white  picket 
fence,  2.7  kids,  and  1.2  dogs)  with  a  vengeance, 
taking  out  adjustable-rate,  interest-only— or 
even  worse,  negative-amortization  loans. 


IT  WAS  GREAT  WHILE  IT  LASTED.  But  all  good  things 

end,  and  great  things  end  with  a  bang.  In  this 

case,  that  bang  was  the  bursting  of  the  housing 

bubble.  That's  also  when  the  blame  game  began. 

Some  blamed  builders  who  charged  too  much  for  a  house,  the 

mortgage  broker  who  facilitated  a  loan,  the  bank  for  extending 

credit  the  buyer  should  never  have  had,  or  even  the  hedge  fund 

that  bought  the  loan  bundled  with  thousands  of  others. 

Yet,  except  in  cases  of  outright  fraud,  most  buyers  knew 
interest  rates  would  reset  and  mortgage  payments  would 
go  up.  Or  at  least  it  was  their  job  to  find  that  out  before  they 
committed  to  the  biggest  purchase  of  their  lives.  But  that  was 
in  the  future,  and  they  lived  in  the  now.  No  longer. 

With  all  the  heartbreaking  stories  of  eviction,  broken 
families,  and  pecuniary  anguish  resulting  from  people  losing 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 


The  2001 
rate  cuts 
caused  the 
bubble  that 
is  now  a 
crisis.  Here 
we  go  again 


their  homes,  our  first  instinct  is  to  look  to  government  for 
help.  There  are  proposals  in  Washington  to  bail  out  specifii 
lenders  or  even  to  penalize  Wall  Street  buyers  of  asset-bad 
securities.  But  remember,  government  isn't  some  ambiguo 
third  party— if  s  you  and  me.  Should  we  carry  the  burden  c 
those  who  made  irresponsible  or  simply  bad  decisions?  Fo 
government  to  bail  out  the  "victims"  of  this  housing  debao 
it  will  have  to  raise  taxes,  cut  spending,  or  both.  Yes,  you  m 
I  will  pay  higher  taxes  or  money  will  be  diverted  from  neecij 
social  programs  because  your  neighbor  elected  to  live  in  a 
larger  house,  better  neighborhood,  or  to  have  a  greener  lav 
But  the  largest  cost  of  a  government  bailout  is  one  that  is 
not  readily  apparent— the  so-called  moral  hazt 
wherein  society  shields  investors  from  the  fallc 
from  their  actions.  The  unintended  consequen 
of  a  government  bailout  is  that  it  sets  the  stage 
an  even  greater  housing  crisis  next  time  since  i 
suggests  to  purchasers  that  owning  a  house  is 
risk-free  endeavor.  If  your  home's  price  goes  uj 
great.  If  it  goes  down,  you  claim  to  be  a  victim, 
and  society  compensates  you  for  the  risk  you'v 
taken.  With  screwy  incentives  like  that,  the  cos 
the  next  bailout  will  make  today's  housing  cris 
look  like  a  cakewalk. 

That's  why  Bernanke  should  forgo  further 
cuts,  let  market  forces  work,  and  allow  the 
economy  to  go  through  a  painful  but  needed 
withdrawal  from  its  addiction  to  low  rates.  If' 
Fed  continues  the  easing  it  started  this  week,  it  will  reinfla 
the  housing  bubble,  further  stretch  the  already  overleveraj 
consumer,  and  risk  enabling  bubbles  in  other  asset  classes 
Doing  nothing  has  always  been  hard  for  Americans.  Bui 
there  are  times  when  we  have  to  restrain  ourselves,  since  b 
helping  some  we  risk  hurting  many,  many  others.  This  is  c 
of  those  times.  The  current  crisis  will  pass,  like  many  befoi 
it.  Let' s  not  escalate  the  magnitude  of  the  next  one  througl 
well-meaning— but  irresponsible— actions  today.  ■ 

Vitaliy  N.  Katsenelson,  a  portfolio  manager  at  Investment 
Management  Associates,  is  a  uthor  of  Active  Value  Investing 
Making  Money  in  Range-Bound  Markets. 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Leaving  the  Nonprofit  Nest 


I  have  a  master's  in  public  administration  and  have  worked  in 
government  for  13  years,  but  I  am  thinking  about  making  the 
leap  to  the  private  sector.  Any  advice? 

-Cynthia  Whitbred-Spanoulis,  Virginia  Beach,  Va. 

Forget  everything  you  know.  O.K.,  that's  an  overstatement. 
But  your  question  reminds  us  of  what  happened  to  a  friend  of 
ours.  About  15  years  ago,  she  graduated  from  business  school 
and  took  a  managerial  job  with  a  nonprofit  organization 
devoted  to  preserving  wildlife.  For  about  a  decade,  our  friend 
liked  her  job  well  enough.  The  people  were  interesting,  the 
hours  flexible,  and  the  cause  worthy.  But  about  two  years  ago, 
she  found  herself  at  her  wit's  end  with  the  organization's 
bureaucracy,  not  to  mention  the  slow  arc  of  her  career 
trajectory  and  compensation.  And  so,  armed  with  a  resume 
highlighting  her  managerial  experience  and  analytical  skills, 
she  applied  to  every  consulting  firm  in  her  city. 

No  one  would  hire  her.  No  one  would  even  interview  her. 
Finally,  she  got  one  firm's  vice-president  on  the  phone.  "He 
said:  'Public  sector  hires  never  work  out,'"  she  told  us. "  They 
can  cross  the  border  into  the 
business  world,  but  they  never 
seem  to  grasp  the  culture.' " 

Now,  we  know  public 
employees  can  work  out  in  the 
private  sector.  Indeed,  lawyers 
seem  to  flow  well  between 
the  two  worlds,  especially 
in  industries  like  financial 
services,  pharmaceuticals,  and 
aerospace,  where  it's  valuable 
to  know  your  way  through 
the  maze  of  government 
regulations.  But  we  understand     ^^hm^hbhbi 
the  VP's  view.  The  difference 
between  how  people  think  and 
operate  in  the  public  and  private  sectors  can  be  vast  indeed. 

The  reason:  competition.  Public-sector  organizations 
basically  have  none.  Remember  in  2003,  when  Indiana 
Governor  Joseph  Kernan,  saying  he  wanted  to  protect  local 
jobs,  terminated  a  state  contract  with  an  Indian  software 
company?  He  got  cheers  all  around.  But  businesspeople  had 
to  laugh.  In  the  global  marketplace,  low  costs  and  superior 
performance  make  or  break  you.  And  that  changes  everything. 

Take  job  security.  In  most  nonprofit  situations,  as  long  as 
you  don't  screw  up,  you're  pretty  much  guaranteed  lifetime 
employment.  First  of  all,  unions  at  nonprofits— such  as  those 
in  government— make  it  difficult  to  remove  anyone,  including 
employees  with  zero  interest  in  improving  their  team's  results. 
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are  wary  of 
hiring  from 
the  public 
sector,  but 
the  doors 
aren't  closed 


But  even  when  unions  aren't  present,  a  ho-hum,  "we're  all 
the  same  here"  culture  prevails  in  the  public  sector.  Rigorou 
performance  appraisals  that  differentiate  between  star, 
average,  and  poor  performers  rarely  happen.  They'd  be  a  wa 
of  energy.  And  so,  everyone's  safe.  Competition  also  changes 
pacing.  No  doubt,  over  your  years  enmeshed  in  government 
bureaucracy,  you've  developed  boatloads  of  patience.  You'ret 
used  to  slow  responses  to  requests  for  information  or  outpun 
Maybe  you've  even  come  to  move  unhurriedly  yourself.  In 
business,  lack  of  speed  has  a  consequence.  It  can  kill  you. 

Don't  stop  reading!  The  good  news  is  that  you  very  likely 
have  two  skills  that  will  help  you  on  the  other  side.  The  firs 
is  the  ability  to  motivate  people  with  very  few  tools— i.e., 
money— at  your  disposal.  Companies,  of  course,  make  it 
easier  to  reward  people  with  pay  and  stock  options.  But  yo 
will  be  ahead  of  the  game  for  knowing  how  to  galvanize  a 
staff  using  just  your  own  energy  and  vision.  Also,  you've 
surely  picked  up  the  art  of  bringing  together  intransigent 
groups  like,  say,  parents  and  school  committees.  Such 
interpersonal  skills  will  translate  perfectly  in  any  company 

In  working  for  the  public  sector,  you  have  indeed  been 
living  in  something  of  a  foreign  country.  But  the  border  isr 
closed  if  you  understand  where  you've  been.  We'd  say  makl 
the  journey  anyway.  The  change  of  scenery  will  do  you  goo 

I've  just  started  my  own  business  and  would  like  to  know  how 
much  hardball  to  play  during  negotiations.  I  don't  want  to  be 
taken  advantage  of. 

-Anonymous,  Columbia  Falls,  Mi 


You  may  be  new  to  business,  but  you  ask  an  age-old  questi 
When  it  comes  to  dealmaking,  what  is  the  right  amount  to 
leave  on  the  table?  There  is  no  exact  number  or  percentage 
of  course,  but  generally  speaking,  the  answer  is,  enough  to 
make  another  deal  another  day. 

Given  your  new  role  as  an  entrepreneur,  we'd  guess  you 
hoping  to  build  both  a  career  and  a  reputation.  And  that  ju 
can't  happen  if,  after  every  negotiation,  the  other  person  ft 
taken  to  the  cleaners.  You'll  never  get  another  deal  sent  yo 
way.  On  the  other  hand,  you  don't  want  to  give  away  so  mi 
that  you're  the  one  taken— for  a  fool.  Your  challenge,  then, 
to  find  the  middle  ground.  And  you  will— with  experience. 

Like  life,  business  is  built  on  relationships.  Err  on  the  sidi 
fairness,  and  you'll  be  richer  for  it  in  every  way.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  thei 
at  thewelchway@businessweek.com.  For  their  new  weekly  v, 
podcast,  go  to  businessweek.com/search/podcasting.htm. 
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What  about  China?  There  is  great  opportunity  in  China,  but  it  takes  experience  to  find  it.  Since  1991, 
Morgan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets. 
We  were  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
provide  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
who  better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
experience,  access  and  insight  to  work  for  you. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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Bald,  helpless  and  broke 
is  how  to  start  life. 


NOT  FINISH  IT. 


I 


People  tend  to  have  a  rosy  view  of  their  retirement 
savings.  "I'll  live  off  my  pension. ""I've  got  equity  in 
my  house."  "The  older  you  get,  the  cheaper  it  is  to 
live."  But  these  innocent  assumptions  can  be  quickly 
shattered.  Luckily,  Allstate  has  a  few  ideas  on  how 
America  can  start  getting  ready: 

1.  EXAMINE  SOCIAL  SECURITY. 

Americans  will  not  be  able  to  rely  solely  on  Social 
Security  for  a  comfortable  retirement.  In  the  future, 
it's  projected  to  cover  an  increasingly  small 
percentage  of  the  average  retirement.  There's  debate 
as  to  whether  it  should  be  repaired  or  replaced.  But 
what's  clear  is  we  need  to  reform  Social  Security  now. 

2.  BOOST  RETIREMENT  PLAN  ENROLLMENT. 
Companies  should  continue  looking  for  ways  to 
encourage  employee  participation  in  401(k)  plans. 

One  proven  way  to  increase  retirement  savings  is 
through  company  matches.  Another  is  automatic 


enrollment  —  employees  are  signed  up  for  savings 
plans  when  they  join  the  company,  unless  they 
specifically  opt  out. 

3.  INCREASE  PERSONAL  SAVINGS. 
Ultimately,  everyone  is  responsible  for  their  own 
retirement.  It's  why  we  support  laws  that  reward 
people  for  saving.  Tax-advantaged  savings  vehicles 
like  annuities  and  IRAs  are  two  examples  of  products 
that  can  help  allay  Baby  Boomers'  biggest  fear:  living 
to  see  the  well  run  dry. 

When  planning  for  retirement,  it's  time  to  realize 
that  no  one  is  going  to  take  care  of  us  unless  we  start 
taking  care  of  ourselves. 


Let  5  save  retirement  by  saving  for  retirement. 
That's  Ali.statk's  Stand 


/instate 

You're  in  good  hands. 


Auto 
Home 
Life 
Retirement 


The  Cupped  Hands  loyo  is  a  registered  service  mark  and  "That's  Allstate's  Stand"  is  a  service  mark  of  Allstate  Insurance  Company  Life  insurance  and  annuities  issued  by  Allstate  Life  Insurance  Company,  Nortt 
IL  and  Lincoln  Benefit  Life  Company,  Lincoln,  NE.  In  New  York,  Allstate  Life  Insurance  Company  of  New  York,  Hauppauge,  NY  Property-casualty  insurance  products  issued  by  Allstate  Fire  and  Casualty  Ins  I 
Company,  Allstate  Indemnity  Company,  Allstate  Insurance  Company.  Allstate  Property  and  Casualty  Insurance  Company  Northbrook.  IL  ©2007  Allstate  Insurance  Company 
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While  we  can't  do  much  about  the  traffic,  we  can  help  clean  the  air. 
PremAir®  from  BASF  is  the  first  and  only  automotive  commercial 
catalyst  that  destroys  ground-level  ozone,  a  key  component  of  smog, 
and  converts  it  into  pure,  breathable  oxygen.  Already  installed  on  over 
3  million  car  radiators,  PremAir  turns  cars  into  veritable  smog-eating 
machines.  It's  the  kind  of  sustainable  innovation  from  BASF  that  leaves 
everyone  breathing  easier.  Learn  more  at  basf.com/stories 

Helping  Make  Products  Better® 
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What  would  you  do  to  save  a  tree?  At  BASF,  we  developed  a 
superabsorbent  polymer,  the  key  ingredient  used  in  fire-fighting  gels. 
These  gels  are  superior  to  water  in  their  ability  to  provide  protection 
against  wildfires,  and  help  preserve  the  world's  forests  for  generations 
to  come.  Clearly,  this  is  an  innovation  everyone  can  appreciate. 
Mother  Nature  included.  Learn  more  at  basf.com/stories 

Helping  Make  Products  Better® 
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itally  friendly  plastic  bags  are  a  beautiful  thing.  Ecoflexf  one 
of  the  latest  breakthroughs  from  BASF,  is  a  biodegradable  plastic  that 
can  be  used  in  bags  and  packaging.  It's  shelf  stable  for  one  full  year, 
then  completely  decomposes  in  compost  within  a  few  weeks.  Innovation 
is  popping  up  everywhere.  Learn  more  at  basf.com/stories 


Helping  Make  Products  Be 


IMiUIBUU 


G  raw- Hi  II  Companies 


£ 


www.businessweek.com 


• 


A 


eet  the  most 
fluential  people  in 
e  business  of  sports 


3.7  DickEbersol 

[AIRMAN, 

;C  UNIVERSAL 

ORTS  &  OLYMPICS 


SCHOOLBUS 


BREATHE 


School  buses  may  still  be  the  best  way  for  our  children  to  get  to  school 
each  day.  But  what  if  these  buses  could  be  healthier  for  everyone  on 
board?  BASF  diesel-emission  control  technologies  provide  proven 
cost-effective  ways  to  retrofit  diesel  buses  and  reduce  harmful  exhaust 
emissions.  It's  simply  one  of  the  smartest  things  we  can  do  today  for 
a  healthier  tomorrow.  Learn  more  at  basf.com/stories 
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e  UAW  blinks  on  health  care;  weak 
enbacks;  housing  gets  worse;  a 
:ebook  face-off;  new  nukes;  and  more 
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fend  off  fiascos  like  last  year's  failed 
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w  efforts  by  lawmakers  and  states 
under  way  to  limit,  or  make  public, 
billions  in  giveaways  drugmakers 
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Why  the  Deal  at  GM  May  Spread 

a  UAW  had  little  choice  but  to  accept 
['s  demands  for  a  health-care  trust, 
w,  the  new  plan  could  serve  as  a  model 
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ect-to-consumer,  online  sales  model 
:ers  in  crucial  emerging  markets 
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43  Power  Players  Sports  has  become  not  only  a  big  business 
biit  a  highly  professional  one.  Introducing  the  Power  100,  our 
fiitet-ever  ranking  of  the  most  influential  luminaries 

i  8  Up  Close  and  Personal  From  the  NFL's  Roger  Goodell  to  the 
NfeA's  Heidi  Ueberroth,  profiles  of  the  most  prominent  players 
arid  how  they're  altering  the  landscape 

3  The  List  The  owners,  officials,  network  brass,  corporate  execs, 
a  nd  on-field  talent  who  really  call  the  shots 

64  They've  Got  Game,  Too  Not  everyone  with  juice  made  it  onto 
our  Power  100  list.  A  look  at  a  few  more  contenders— dealmakers, 
a  blogger,  even  an  orthopedic  surgeon— with  plenty  of  clout 

£8  Two  Comebacks,  One  Feud  How  Mike  Hitch  turned  around  the 
Detroit  Tigers;  Carolyn  Bivens'  hard-nosed  drive  to  remake  the 
LPGA;  the  family  fight  jeopardizing  the  Dale  Earnhardt  brand 
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32  Wall  Street  in  the  Desert 

Dubai  is  in  a  race  with 
neighboring  Qatar  to  become 
a  Middle  East  banking  and 
trading  hub.  A  complex 
transaction  that  puts  NASDAQ 
and  Swedish  stock  exchange 
operator  OMX  in  the  booming 
market  is  a  big  step  toward 
making  Dubai's  vision  a  reality 
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it  helps  to  increase  your  choices 


Nuveen  Investments,  we  believe  there's  more  than  one  closed-end  fund  in  the  sea.  Through  continuous  innovation  and  rigor,  we 
ive  to  provide  you  with  creative  closed-end  funds  that  work  to  help  earn  attractive  monthly  income.  What's  more,  our  blends  of  asset 
sses,  including  income-oriented  stocks  and  bonds,  offer  the  diversity  in  products  that  investors  are,  well,  fishing  for.  Learn  more  at 
veen.com/cef.  As  always,  there  are  risks  inherent  in  any  investment,  including  the  possible  loss  of  principal.  If  interest  rates  rise, 
( value  of  a  fund's  portfolio  may  decline.  Closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 

0*0 

NUVEEN 

Investments 

Smarter  ways  to  be  conservative!1 


An  investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  an  annual 
report  or  prospect  is  (when  applicable)  containing  this  and  other  information  about  Nuveen's  funds,  contact  your  advisor  or 
Nuveen  at  1-800-257-8787.  Read  this  information  carefully  before  you  invest  or  send  money.  ©2007  Nuveen  Investments,  Inc. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 
TOP  3  GINS 
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Ten  $26/750ml 


Smoothest 


Juniper  Green 
r.     Organic 
I     $26.50/750ml 
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What's  Hot  This  Week  A 

BusinessWeekcon 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com,  where  you  will  also  find  the  online-only  highlights  noted  below 
as  well  as  additional  stories,  interviews,  and  slide  shows. 


Enter  the  Social  Web 

Before  long,  you  won't  need  MySpace  or  other  social  networks  to 
update  a  user  profile  or  check  out  pals  online.  You'll  simply  go  to  tt 
Web  sites  you  use  to  get  news,  watch  videos,  or  buy  and  sell  stuff. 
Companies  as  varied  as  Viacom,  eBay,  and  Playboy  Enterprises 
are  letting  users  form  communities  around  common  interests.  Ir> 
called  the  social  Web,  and  we  untangle  it  in  our  annual  Best  of  the  VIWi 
Special  Report.  Flip  through  our  slide  show  on  the  25  most  influential 
people  on  the  Web,  including  the  four  above,  to  learn  who's  having 
the  biggest  impact  on  your  surfing  habits— and  why  a  76-year-old 
newspaper  magnate  makes  the  cut.  And  check  out  the  results  of  a 
poll  asking  BusinessWeek  readers  to  name  the  sites  they  crave.  Als< 
in  our  report:  Amazon.com  CEO  Jeff  Bezos  wants  to  send  you  intc 
suborbital  space,  and  why  it's  so  hard  to  define— and  combat— 
intellectual-property  theft  in  virtual  worlds  like  Second  Life.  Go  tc 
businessweek.com/go/07/bestweb  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL  BusmessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  f  mancials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  The  Power  100:  The  sports  world's  heavy  hitters  I  The 
venue  and  sport  for  your  money  I  Online  ticket  sellers  are  huge  I  Destination  CEO:  Bud  Selig  I  Check  y 
local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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AGC 


www.agc9r0up.com 


A  Globally  United  Brand  is  Here 


The  AGC  Group  is  a  leading  global  player  in  flat  glass, 
automotive  glass,  display  glass  and  fluorine  chemistry. 
And  now,  our  various  brands  throughout  the  Americas, 
Europe  and  Asia  have  evolved  into  a  single  brand 
worldwide.  United  for  endless  innovation. 
Note:  Previous  brands  include  AFG,  Glaverbel  &  Asahi  Glass. 
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"Look  Beyond" 


The  MX-Series  . 

These  color  MFPs  help  preverit  sensitive  information  from  falling  into  the  wrong  hands  by 
providing  multiple  layersof  advanced  security.  Combining  encryption,  overwrite  and  controlled 
network  access,  Sharp  provides  a  comprehensive  security  suite.  With  that  level  of  superior 
protection,  it's  no  wonder  Sharp  won  BERTL's  "Best  Security  Solutions  Suite  for  a  full  MFP  Range" 
in  2007  and  BLI/s  "Pick  of  the  Year"  in  2006  for  the  MX-FRX  Data  Security  Kit.  The  MX-Series  is 
more  than  a  multifunction  product.1  It's. a  multifunction  portal.  So  why  are  you  still  working  with 
a  limited  MFP?  Visit  sharpusa.com/security 
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Most  Outstanding 
Business  CokH 
MFP  Une  01  2006 
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"It  would  probably  be  pretty 
good  for  Microsoft...it  has  not 
had  the  best  success  in  creating 
really  hip,  young-people- 
grabbing  stuffon  the  Web." 

-Kim  Caughey,  analyst  at  Fort  Pitt  Capital  Group,  on 

Microsoft's  reported  $300  million  to  $500  million  bid  for 

a  5%  stake  ofFacebook,  as  reported  by  Reuters 
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tfTERTAINMENT  2.0 


Vhen  Spidey  Met  Master  Chief 


■ITH  FANS  EAGERLY 

f^V  lining  up  for  an 

1  W  initial  peek,  and  a 
ggering  first-day  take  of 
'0  million  in  the  U.S.,  the 
nit  of  Halo  3,  the  latest 
tallment  of  Microsoft's 
Dular  Xbox  360  video 
ne,  resembled  nothing 

s  than  a  blockbuster 
ivie  release.  The  similar- 
goes  way  beyond  the  cult 
lowing  and  the  crowds, 
nsider  the  parallels  with 
:  release  of  Sony  Pictures' 
'der-Man  3,  the  year's 
;gest  box  office  hit.  Like 
:  film,  Halo  3  is  a  long- 
aited  "three-quel."  (And 

2  Spidey,  its  protagonist, 
ister  Chief,  fights  the 
ces  of  evil.)  These  days, 
tot  video  game  is  mar- 
led—and  consumed— a 
like  a  Hollywood  hit. 

-Jay  Greene 
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HALO  EFFECT 

The  game's 
first-day 
sales  topped 
Spider-Man  3's 
opening 
box  office 


Halo  3 


First  Day:  $170  million  in  the  U.S.  All  three  installments 
now  approaching  $1  billion. 


Spider-Man  3 


First  Day:  $104  million  worldwide.  Gross  for  the  three 
films  in  the  franchise:  $2.5  billion. 


Game  Fuel,  a  limited-edition  Mountain  Dew  beverage 
with  Master  Chief  featured  on  the  packaging. 

Everything  from  McFarlane  Toys  action  figures  and  Topps 
trading  cards  to  wall  clings  and  replica  weapons. 

To  be  released  by  Sumthing  Else  Music,  featuring  Lenny 
Kravitz  and  30  Seconds  to  Mars. 


Big  thumbs-up  in  the  blogosphere.  Video  game  site 
Joystiq:  "The  most  well-paced  and  plotted  Halo  ever.' 


General  Mills'  cereal  commercial  starring  the  Trix 
rabbit  dressed  up  as  Spidey. 

Themed  Johnson  &  Johnson  Band-Aids,  special  Crest 
toothbrushes,  sodas  from  Canada's  Cott. 

Released  by  Record  Collection,  featuring  The  Killers 
(Move  Away)  and  Chubby  Checker  (The  Twist). 


Mixed-to-bad  notices  (Variety:  "...the  faint  odor  of 
running  on  fumes")  didn't  diminish  the  box  office. 


Halo,  the  movie,  currently  in  development,  though 
delayed  by  budget  concerns. 


Spider-Man  3  video  game  (Activision).  Released 
May  4,  the  same  day  as  the  film. 
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HOT  WHEELS 

DRIVE 
SAFELY, 
SHE  SAID 

WOMEN  bought  37%  of  new 
vehicles  sold  through  August 
this  year,  including  some 
premium  models.  A  survey  of 
hundreds  of  auto  dealerships 
by  J.D.  Power  &  Associates 


reveals  the  kind  of  cars  women 
want.  Here's  a  hint:  The  luxury 
car  with  the  highest  male 
ownership  is  the  Audi  RS4. 
It  starts  at  $66,910  and  goes 
from  zero  to  60  in  under  5 
seconds.  The  car  most  owned 
by  females:  the  S40  (below),  at 
the  bottom  of  Volvo's  luxe  line. 
It  starts  at  $24,000  and  aced 
the  Insurance  Institute  for 
Highway  Safety's  frontal 
crash  test.  -Jim  Henry 


Premium  Models  with  the  Highest  Percent 
of  Female  Owners* 

1.  Volvo  S40                       53% 

6.  Lexus  RX                46.9% 

2.  Jaguar  X-type               51.2% 

7.VolvoV50                46.6% 

3.  Lexus  IS                       47.7% 

8.  Acura  RDX              45.3% 

4.AcuraTSX                   47.3% 

9.VolvoS60                45.1% 

5.  Mercedes-Benz  C-Class  47.2% 

10.BMWX3                44.6% 

'Includes  leasing 


Data:  J.D.  Power  &  Associates,  Power  Information  Network 


ON  SECOND  THOUGHT 

IN  PRAISE  OF  A  'TOXIC  LOAN 


COVERT  AUCTION 

DON'T 
WATCH  THE 
BIRDIE 

A  COLLECTION  of  spy  cameras 
—everything  from  tricked-out 
cigarette  packs  to  a  device 
strapped  to  pigeons  in  World 
War  I— will  be  auctioned  off 
at  Guernsey's  in  New  York  on 
Oct  19.  Most  items  are  of  Cold 
War  vintage  and  were  used 
by  the  CIA,  FBI,  KGB,  or  East 
German  Stasi. 

The  collection's  owner, 
Jack  Naylor,  a  former  CEO 
of  manufacturer  Standard- 
Thomson,  developed  a 
passion  for  photography 
as  a  World  War  II  pilot.  He 
accumulated  spy  cameras 
over  the  next  25  years,  in 
part  when  doing  business 
in  the  former  Soviet  Union. 


i««°£2- 


Naylor  says  his  Soviet  mine 
in  those  days  "was  a  very 
nice  guy,  KGB,"  who,  to  hel 
with  the  hobby,  arranged  ft 
Naylor  to  pick  up  a  box  left 
"in  a  certain  restaurant." 
Naylor  says  he  paid 
"something  like  $4,000"  ft- 
the  package,  which  include 
a  KGB  agent's  jacket  with  a; 
camera  in  a  button.  (It  was' 
operated  from  the  pocket.) ) 

As  he  nears  90,  Naylor 
is  selling  his  collectibles, 
with  the  165  spy  cameras 
for  sale  as  one  lot.  "The 
whole  is  greater  than  the 
sum  of  its  parts,"  says 
Guernsey's  President  Arlar 
Ettinger.  Naylor  estimates 
the  collection  to  be  worth 
more  than  $4  million.  Likes 
bidders?  Naylor's  spokesmi 
Jonathan  Barkan,  says  mos 
of  the  interest  has  been 
"institutional"  so  far. 

-Sonal  Rup< 


THE  LOAN  WITH  the  worst  reputation 
these  days  may  be  the  pay-option  ARM. 
Monthly  payments  for  this  adjustable-rate 
mortgage  go  up  when  interest  rates  rise. 
And  borrowers  can  sink  deeper  into  debt 
because  they're  permitted  to  pay  less  than 
the  minimum  interest  due  each  month, 
with  the  balance  added  to  the  principal. 
If  homeowners  hit  the  maximum 
they're  allowed  to  borrow,  their  monthly 
minimum  shoots  up,  which  can  force 
them  into  default  (BW— Sept.  11, 2006). 

A  new  academic  study  concludes 
that  this  most  toxic  of  all  mortgages 
is,  in  a  perfect  world,  the  best.  How 
can  that  be?  Because  if  borrowers  have 
erratic  incomes  but  perfect  self-control, 
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they  can  make  small 
payments  in  lean 
months  and  catch- 
up payments  in  good 
times.  That  flexibility 
lessens  the  risk  of  default 
caused  by  a  hiccup  in 
income,  a  benefit  to  both 
borrowers  and  lenders. 

The  authors  of  the 
National  Bureau  of 
Economic  Research  working  paper, 
Tomasz  Piskorski  of  Columbia  Business 
School  and  Alexei  Tchistyi  of  New  York 
University's  Stern  School  of  Business, 
say  that  rather  than  banning  the  loans, 
as  some  have  advocated,  the  U.S.  should 


educate  consumers  abou 
their  hazards  and  how 
to  use  them  properly. 
Piskorski  calculates  thi 
the  ARMs'  total  potenl 
benefit  to  borrowers  £ 
lenders  combined  is 
at  least  $50  billion,  i 
even  hefty  spending 
education  would  be  worthwhij 
The  public  reaction  to  the  study 
findings  has  been  mixed.  One 
comment  on  BusinessWeek.com's 
Hot  Property  blog:  "Experts  should 
be  promoting  this  type  of  product 
for  the  general  population,  even 
just  in  theory."  -Peter  C 


U4EA  Technologies  is  proud  to  have  a  long  association  with  Padraig  Harrington, 
the  winner  of  the  2007  British  Open  Championship. 

Only  IAEA's  Multi-Service  Business  Gateways  featuring  its  revolutionary  QoS 
technology,  delivers  converged  VoIP,  video  and  data  with  guaranteed  service 
quality  for  SME  customers. 


Only  IAEA's  patented  QoS  technology  delivers  service  quality 
in  converged  IP  networks  -  guaranteed. 


Visit  www.u4eatech.com  for  further  information 


■  eu-pho-n-a  ■     ■■ 
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WHERE'S 
THE  FED'S 
SHADOW? 

WITH  ALL  the  hubbub  over 
whether  former  Fed  chief 
Alan  Greenspan  is  second- 
guessing  his  successor,  Ben 
Bernanke,  few  people  seem 
to  have  noticed  that  an  entire 
committee  of  backseat 
drivers  has  been  quiet  of  late. 

The  Shadow  Open 
Market  Committee  was 
formed  in  1973  by  a  group 
of  monetarist  economists 
dismayed  by  high  inflation 
under  Federal  Reserve 
Chairman  Arthur  Burns. 
It's  an  unofficial  parallel 
version  of  the  Fed  arm  that 
sets  interest  rates.  For  years 
the  media  followed  SOMC 
pronouncements.  But 
the  group  hasn't  issued  a 
statement  since  May,  2006, 
three  months  into  Bernanke's 
term.  What  helped  to 
silence  the  Shadow?  In 
August,  2006,  its  co-chair, 
University  of  Rochester 
economist  Charles  Plosser, 
stepped  into  the  spotlight  as 
president  of  the  Philadelphia 
Fed.  Says  Anna  Schwartz, 
91,  the  other  co-chair  (who 
wrote  a  major  economic 
history  with  the  late  Milton 
Friedman):  "The  shadow  is  in 
limbo  right  now."   -Peter  Coy 
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LANGUAGE  ARTS 

BRUSH  UP 

YOUR 

LATVIAN 

ENGLISH  MAY  be  the  global 
language  of  business,  but 
it  turns  out  a  little  Latvian 
comes  in  handy.  Demand  for 
translations  into  the  Baltic 
tongue  grew  faster  than  any 
other  translation  request 
over  the  last  year  at  Britain's 
SDL  International,  sdl  uses 
both  humans  and  computers 
to  translate  about  1  billion 
words  a  year  for  Microsoft, 
Sony,  Hewlett-Packard,  and 
other  multinationals. 

The  rise  in  translations 
into  Eastern  European 
languages  outpaced 
translations  into  Asian 
languages,  the  big  growth 
area  in  recent  years.  One 


Growth  in 

Demand  for  Translations  Into. 

Latvian 

81% 

Slovenian                 499 

Bulgarian 

78% 

Chinese*                  449 

Estonian 

77% 

Russian                     39°, 

Romanian 

71% 

Turkish                     36°/ 

Lithuanian 

67% 

Japanese                 289' 

■  Simplified,  written 


reason:  Eastern  Europeans' 
increased  buying  power 
is  prompting  consumer 
companies  like  Dutch 


Data:  SDL  International  Ltd.;  data  are  lor  the  past  12  rr 

electronics  giant  Philips  to 
offer  owners'  manuals  and^ 
customer  support  in  the  lot 
languages.    -Jack  Ewing 


AD-LIBS 

PLAYING  THE 
IRAN CARD 

ADAM  VICTOR,  an  engineer  who  has  trolled 
for  oil  and  minerals  from  Africa  to  Saudi 
Arabia,  hasn't  had  much  luck  getting  a  coal 
gasification  plant  built  in  Brooklyn  (N.Y.)  over 
the  last  five  years.  But  he's  hoping  the  specter 
of  Iranian  President  Mahmoud  Ahmadinejad 
will  help. 

While  New  York  was  still  reeling  from  the 
Iranian  leader's  much-criticized  appearance 
at  Columbia  University  and  his  anti-U.S. 
tirade  at  the  U.N.,  Victor  took  out  full-page 
ads  in  the  Sept.  26  New  York  Post  and 
The  New  York  Sun  featuring  a 
smiling  Ahmadinejad. 
"How  do  you 
prevent  America's 
energy  needs  from 
being  held  hostage 
by  this  man?"  the 
copy  asked. 

The  answer:  Let 

POSTER  BOY 

The  New  York  Post  ad 


Victor's  TransGas  Development  Systems  bui 

its  plant  and  use  some  of  the  country's 
"vast  coal  resources."  (Coal  gasification 
involves  using  steam  and  pressure  to  bre 
apart  coal's  carbon  molecules  to  extract 
clean-burning  hydrogen.) 

Audacious?  No  question.  But  Victor, 
whose  plans  have  been  rebuffed  by  the 
administration  of  New  York  City  Mayor 
Michael  Bloomberg  and  a  couple  of  state 
judges,  insists  it's  all  about  schooling 
the  public  "that  our  way  of  life  depends 
on  securing  our  own  sources  of  fuel  and 
energy,"  he  says. 

He  put  Ahmadinejad  in  the  ad,  Victor 
says,  because  "he's  recognizable.  Initially, 
we  thought,  'Let's  put  in  an  Arab 
sheikh,'  but  some  of  those  guys 
are  nice  guys— this  guy  is 
unambiguously  a  problem.' 
Unmoved  by  the 
Ahmadinejad  angle,  a 
lawyer  for  the  city  sa> 
Brooklyn  would  be 
better  served  by  a 
public  park  on 
Victor's  planm 
site. 

-Maggie 
Gilmour 


BOLDNESS     CHANGES    EVERYTHING 


ArcelorMittal 


o  you  believe  in  the  power  of  boldness?  Those  who  dreamt  of  the  Millau  Viaduct  did.  At  ArcelorMittal, 
e  believe  in  boldness.  Because  boldness  can  change  everything.  It  creates  opportunities 
)  redefine  excellence,  to  lead  our  industry  and  to  transform  tomorrow. 


transforming 
tomorrow 


ww.arcelormittal.com 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.  M.D. 


Hello,  I  Must  Be  Going 


I  recently  quit  my  job— six  weeks  after 
landing  it.  The  place  just  wasn't  for  me,  and 
I  was  miserable.  I'm  pretty  new  to  working, 
and  now  I'm  worried  about  how  this  will  look 
on  my  resume.  Was  it  rash  to  leave?  Should 
I  have  stuck  it  out  for  a  year,  as  some  of  my 
friends  recommended? 

-Anonymous,  New  York 

SOMETIMES  THE  CONVENTIONAL  wisdom-in 
this  case,  the  idea  that  you  should  keep  a  job 
for  at  least  12  months— is  wrong.  While  quitting 
so  soon  can  be  a  sign  of  neurosis,  it  can  also 
be  a  rational  acknowledgment  of  a  misguided 
choice,  a  poor  fit,  or  a  bad  corporate  culture. 

How  to  evaluate  your  decision?  One 
hallmark  of  emotional  maturity  is  the  ability 
to  tolerate  short-term  discomfort,  especially 
if  it  leads  to  a  better  future.  So  ask  yourself 
if  your  quick  exit  stemmed  from  a  less- 
than-mature  impulse-panic  about  proving 
yourself,  for  instance,  or  an  overreaction  to 
an  authority  figure.  If  you  have  a  pattern  of 
bailing  out,  that's  something  to  look  at,  too. 
Of  course,  self-awareness  is  just  part  of  the 
equation.  There  are  other  reasons  that  people 
can  be  unhappy  in  a  new  job.  For  instance, 
there's  only  so  much  you  can  learn  from  the 
interview  process,  when  managers  tend  to 
be  on  their  best  behavior.  And  if  the  work 


bears  no  resemblance  to  your  expectations 
(or  the  interviewer's  promises)  or  you  see 
widespread  unhappiness  around  you,  it 
makes  sense  to  head  for  the  exit. 

In  fact,  it  might  be  the  courageous  choice. 
"I  would  never  recommend  that  someone  stay 
in  a  job  situation  in  which  they  are  miserable," 
Jeffrey  Sisson,  senior  vice-president  of  global 


human  resources  at  information  provider  II 
told  me.  He  adds  a  cautionary  note,  thougr 
"This  is  recoverable— once." 

WHICH  BRINGS  US  to  the  risks.  The  key  to 
damage  control  is  to  handle  the  situation 
tactfully  but  honestly.  I  hope  you  told  your 
manager  the  truth,  apologized  for  the  trout 
you  caused  (especially  if  you  were  trained) 
and  showed  gratitude  if  he  or  she  showed 
some  understanding.  As  you  look  for  anotfr 
position,  don't  give  in  to  the  temptation  to 
leave  this  blip  off  your  resume.  If  a  future 
employer  finds  out  you  had  a  job  you  hid, 
your  integrity  could  be  questioned.  And 
as  you  interview,  be  aware  that  employers 
might  worry  that  you  resigned  so  quickly 
because  you  can't  get  along  with  others  oru 
complete  projects.  Make  it  clear  that  this 
isn't  the  case.  (But  don't  insult  your  formei 
employer  in  the  process.)  You  could  even  til 
to  turn  the  conversation  into  an  opportunit 
to  demonstrate  your  decisiveness  and  you 
ability  to  learn  from  a  tough  experience.  At 
all,  everybody  is  entitled  to  a  bit  of  bad  luci 

Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  and 
founder  ofBoswell  Group,  advises  CEOs  and 
boards  on  leadership  and  succession.  Send  h 
questions  at  analyzethis@businessweek.com 


PARENTING 

THE  KIDS 

ARE 

ALL  RIGHT 


GOT  PARENTAL  GUILT  about 
time  spent  on  the  job?  A 
recent  nationwide  survey  by 
GfK  Roper  Consulting  found 
working  parents'  anxieties 
didn't  match  children's 
sentiments.  In  fact,  today's 


kids  almost  equally  prefer 
having  parents  work  (35%) 
and  having  a  stay-at-home 
mom  (36%).  One  explanation 
for  such  equanimity?  As 
have  other  studies,  the 
Roper  survey  found  that  U.S. 


parents'  time  with  their  kit 
has  grown  since  2003— in 
this  case,  from  26  hours  a 
week  to  30.8  hours.  No  wc 
on  how  much  of  that  is  sp< 
in  BlackBerry  trance. 

-Michelle  Coi  I 


Percent  who  believe  working  parents... 

...have  a  bad  effect  on  the  quality  of  home  life 

25%  Children  8  to  17 

30%  Parents  of  children  8  to  17 

...have  no  effect  on  the  quality  of  home  life 

36%  Children  8  to  17 

30%  Parents  of  children  8  to  17 

Data:  GfK  Roper  Consulting 
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NORTEL 


TURKEY 


NORTEL 


"Nortel  is  powering  a  new  era  of  Hyperconnectivity: 

unprecedented  global  connectivity  between  people  and  devices. 

Nortel's  significant  investment  in  global  R&D  and  technical  customer  support  centers  in  Turkey 

enables  us  to  deliver  the  innovation  and  flawless  execution  we  require  for  this  new  era." 

Mike  Zafirovski 

President  and  CEO 

N&RTEL 


A  population  of  70  million  people. 

65%  below  34  years  old.  Average  age  29. 

Approx.  400,000  university  graduates  per  year. 

Young,  well  educated  and  motivated,  professionals. 

Highly  competitive  investment  conditions. 

Exports  increased  240%  in  4  years,  up  to  85  billion 

USD  as  of  2006. 

Access  to  the  EU,  Central  Asia  and  the  Middle  East. 

RnPIJBUnorTIIRKtYPRIK  -1Y       f 

row: 


GDP  increased  122%  in  the  r. 

reaching  400  billion  USD. 

Ranked  as  the  1 7th  largest  economy  in  the  world  and 

the  6th  largest  economy  in  the  EU. 

Ranked  1 3th  among  the  most  attractive  countries  in 

the  world,  with  its  FDI  worth  20.2  billion  USD.  (OKD.2006) 

Annual  Average  GDP  growth  of  7.4%  per  year, 

since  2002. 

YOUR  PNE-$T0P-SH0P 
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rtel,  the  Nortel  logo,  and  the  Globemark  are  trademarks  of  Nortel  Networks 
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There's  a  reason  wh^ 
[accounting  firms]  hire  so 
many  new  college  grads: 
They  have  to  compensate 
for  extremely  high  turnover." 


Businessmen 


-Evan  Montgomery 
Chicago 


LAUNCHING  A  CAREER:  WHAT'S 
WRONG  WITH  THIS  PICTURE? 

AS  SOMEONE  WHO  recently  left  Deloitte 
&  Touche,  I  would  submit  that  account- 
ing firms  are  great  places  to  begin  your 
career,  but  they  are  terrible  in  the  long 
term  ("The  best  places  to  launch  a  ca- 
reer," Cover  Story,  Sept.  24).  Most  peo- 
ple, like  myself,  burn  out  after  three  years 
or  so  of  extremely  long  hours  (especially 
during  busy  season),  poor  compensation 
and  bonuses,  poor  management,  intense 
office  politics,  and  an  utter  lack  of  ap- 
preciation for  work  effort.  The  organiza- 
tions are  so  large  that  they  care  very  little 
about  individual  employees. 

There's  a  reason  why  they  hire  so 
many  new  college  grads:  They  have  to 
compensate  for  extremely  high  turn- 
over. The  turnover  at  accounting  firms 
is  significandy  higher  than  that  in  other 
businesses. 

-Evan  Montgomery 
Chicago 

I  DON'T  KNOW  IF  I  WAS  the  only  one 
who  noticed  that  all  the  African  Ameri- 
can people  were  positioned  in  the  very 
back  of  the  picture  on  your  "Going  Up" 


cover  with  the  white  male  prominer 
displayed  in  the  front. 

I'm  sure  Deloitte  &  Touche  stri 
to  treat  all  of  its  employees  the  sat; 
As  an  African  American  woman  vt 
subscribes  to  your  magazine,  I 
reminded  of  the  1950s  back-of-the-1 
(or  -elevator)  days. 

Surely  you  could  have  dispersed 
people  in  a  better  way.  I  double-checl. 
to  see  if  they  were  positioned  this  \ 
because  of  height,  but  this  is  not 
case.  There  are  at  least  three  people 
same  height  or  taller  than  the  Afriril 
American  woman  in  the  back  row  of  I 
cover  photo. 

-Gina  Blyther  Gilh 
Philadelp: 

I  HOPE  THE  COVER  PHOTO  is  not  n 
resentative  of  today's  young  people 
tering  the  workforce.  Gen  Y  and 
Millennials  were  raised  to  reduce,  rex 
and  recycle— and  many  of  them  do. 
this  photo— with  every  person  holdiii! 
nonrecyclable  drink  cup— doesn't  b» 
well  for  the  future. 

-Amy  Gu 
North  Bend,  Wi 
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erever 


you  re  heading,  CORT 


will  be  there. 


j» 


Wherever  your  company  and 
your  employees  are  heading, 
across  town,  the  country  or 
around  the  world,  we'll  be  there. 
We'll  be  there  with  all  the 
necessary  things  that  make  your 
transition  smooth,  effective  and 
efficient. 

Everything  from  online  apartment 
locating,  touring  services,  hotel 


reservations  and  car  rentals,  to  delivery  and  customer  service 

the  world's  largest  inventory  of  capabilities  all  across  the  US 

rental  furnishings  for  offices  and  and  in  over  50  countries  around 

residences.  the  globe. 

CORT  helps  you  stay  flexible  If  you're  reading  BusinessWeek™ 

and  productive  in  the  constantly  chances  are  where  you're  heading 

changing  environment  of  today's  is  up.  Fast.  And  CORT  can  help 

business.  And  we  do  it  seamlessly,  you  get  rfiere.  As  our  boss  Warren 

with  single-point  accountability,  Buffett  says,  "We'll  be  there." 
with  our  hundreds  of  local 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


Visit  us  at  CORT.com  or  call  CORTline  at  1-888-360-CORT  ( 1-888-360-2678)        CORT.COm 


a»-"— 'MWM1 


ReadersReport 


CHINA  HAS  QUALITY  PROBLEMS 
-BUT  SO  DID  JAPAN  AND  THE  U.S. 

THE  TERM  "MADE  IN  CHINA"  may  not 
be  highly  regarded  these  days,  but  nei- 
ther was  "Made  in  Japan"  in  the  1930s 
("China's  brands:  Damaged  goods," 
Global  Business,  Sept.  24).  The  Pure 
Food  &  Drug  Act,  a  precursor  to  the  Food 
&  Drug  Administration,  was  enacted 
only  after  The  Jungle  by  Upton  Sinclair 
described  the  filthy  conditions  in  Chicago 
meatpacking  plants. 

China  certainly  faces  challenges  today, 
but  it  will  overcome  them,  just  as  many 
other  countries  have  done. 

-Michael  Bernstein 
Scottsdale,Ariz. 

HOW  EARMARKS  HURT 
CASH-STRAPPED  AGENCIES 

"INSIDE  THE  HIDDEN  world  of  ear- 
marks" (Government,  Sept.  17)  neglected 
to  mention  one  point  that  is  critical  to 
understanding  why  congressional  ear- 
marks are  so  pernicious:  Congress  adds 
most  earmarks  without  adding  addi- 
tional funds. 

Let' s  say  an  agency  submits  a  budget 
for  $10  billion.  Congress  adds  an  ear- 
mark for  $50  million  but  still  appropri- 


ates just  $10  billion.  Now  the  agency 
must  spend  $50  million  on  the  earmark 
that  it  had  not  planned  to  spend.  To  do  so 
it  must  cut  $50  million  from  something 
else.  Assuming  the  earmark  isn't  essen- 
tial, it's  really  a  $50  million  reduction  in 
planned  operations. 

-Thadjuszczak 
Springfield,  Va. 

WHY  ACTUARIES 
AREN'T  OFFSHORABLE 

ALAN  BUNDER'S  "offshoring  index" 
study,  which  he  admits  is  "largely  sub- 
jective rather  than  objective,"  concludes 
that  jobs  requiring  face  time  and  per- 
sonal communication  are  less  likely 
to  be  offshored  ("The  changing  talent 
game,"  "The  future  of  work,"  Cover 
Story,  Aug.  20/27). 

Considering  such  parameters,  the  in- 
clusion of  actuaries  on  the  list  of  off- 
shorable  jobs  understates  the  interper- 
sonal communications  and  management 
skills  required  for  most  projects  that 
require  actuarial  expertise. 

To  be  of  service  to  senior  decision- 
makers and  clients,  actuaries  routinely 
require  time  with  such  constituents  to 
review  complex  materials,  models,  and 


CORRECTIONS  &  CLARIFICATIONS 

The  photo  caption  in  "A  dream  team 
of  drugs  and  diagnosis?"  (Science  & 
Technology,  Oct.  1)  incorrectly  stated 
that  Genentech  offered  $75  a  share  for 
Ventana.  It  is  Roche  that  made  the  offer. 

"The  Business  Week"  (Oct.  1)  noted  that 
two  Swiss  newspapers  had  reported  on 
Sept.  16  that  Paul  Polman  would  be 
appointed  the  new  CEO  of  Nestle.  In 
fact,  the  company  on  Sept.  20  named 
Paul  Bulcke  to  the  post. 


other  products  of  their  profession.  Wl  ] 
computing  and  analyzing  risk  is  i 
activity  of  actuaries,  communicating.  | 
fectively  and  frequently  with  client: 
equally  important  in  making  sure 
actuary's  work  is  understood  and  pn 
erly  used. 

In  addition,  many  actuarial  projn 
require  development  of  unique  s« 
tions,  which  would  be  very  difficult  tc 
offshore. 

-Steve  Lehnui 
American  Academy  ofActua 
Washing 


The  delete  button 
for  that  voice  in 


ICLEAR  POWER:  WHERE 

tE  THE  AMERICAN  COMPANIES? 

3ILE  I  AGREE  with  the  basic  message 
Christine  Todd  Whitman's  "The  case 

•  nuclear  power"  (Ideas,  Outside  Shot, 
pt.  17),  it  is  brimming  with  America 
•st  naivete. 

The  nuclear-power  industry  is  no  lon- 
r  American:  It  is  European  and  Asian. 
;  have  sold  our  nuclear  assets  and  now 
ly  second  fiddle.  Without  a  federal 
mmitment  to  rebuilding  our  nuclear 
Tastructure,  such  as  loan  guarantees 

•  new  nuclear  power  plants,  we  will  be 
able  to  compete  with  companies  that 
ve  the  full  financial  backing  of  their 
vernments. 

The  case  for  nuclear-power  plants 
ast  be  made  in  Washington,  where  a 
herent  energy  policy  has  been  lacking 
r  years.  Given  that  we  all  recognize  our 
ergy  addiction,  why  can't  we  get  a  con- 
tisus  prescription? 

-  Geoffrey  Rothwell 
Stanford,  Calif. 

STARTED  MY  engineering  career  50 
ars  ago  and  have  worked  with  Ship- 
tigport  Atomic  Power  Station,  Electric 
>at,  and  Brookhaven  National  Labora- 


tory in  the  nuclear  power  field.  At  this 
point,  solar  and  wind  power  are  nice  but 
minimal.  Until  society  can  find  an  efficient 
way  to  store  electricity,  solar  and  wind 
will  not  be  very  helpful  sources. 

I  am  glad  to  learn  that  nuclear  power 
is  being  promoted  again.  The  second 
law  of  thermodynamics  has  not  been  re- 
pealed, and  only  through  plentiful  power 
will  we  all  live  better. 

-Hugo  Beit 
New  York 
Editor's  note:  A  story  on  a  new  way  to 
store  wind  power  appears  on  page  84. 

KINKO'S  IS  ONE  PRIVATE  EQUITY 
DEAL  THAT  SHOULDN'T  BE  COPIED 

ANY  ACCURATE  HISTORY  of  Clayton, 
Dubilier  &  Rice  Inc.  ("Private  equi- 
ty's white-knuckle  deal,"  Cover  Story, 
Sept.  17)  should  include  a  chapter  on  the 
Kinko's  fiasco.  At  Kinko's  we  should  have 
realized  we  were  in  big  trouble  when,  at 
our  annual  meeting,  CEO  Donald  J.  Gogel 
of  CD&R  said  during  a  key  speech:  "We 
can't  figure  out  how  you  [the  Kinko's 
organization]  got  so  far  organically."  The 
statement  got  a  good  laugh,  but  it  should 
have  been  a  red  flag  that  they  had  no 
idea  what  our  business  culture  was.  After 


CD&R  failed  to  listen  for  years  to  Kinko's 
founder,  Paul  Orfalea,  on  what  worked, 
their  answer  was  to  lock  him  out. 

I  enjoyed  the  article,  but  you  need 
all  the  facts.  Talk  to  any  of  the  130  or  so 
founding  partners  of  Kinko's,  and  I  doubt 
you'll  find  any  praise  for  Gogel,  George  W 
Tamke,  or  any  others  in  the  CD&R  crew. 

-Skip  Osgood 

Former  Kinko's  employee 

La  Quinta,  Calif. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 


BusinessWeek  .com 


The  full  text  of  BusinessWeek,  BusinessWeek  Top 
News,  and  access  to  BusinessWeek  archives  start- 
ing in  1991  are  available  on  the  World  Wide  Web 
at:  businessweek.com  and  on  America  Online  at 
Keyword:  BW 


It's  loudest  just  after  you've  rolled  out  a  new  strategy. 

You  worry,  "Will  all  departments  follow  through?  Will  they  hit  their  numbers?  Will  I  be  able  to  tell 
before  it's  too  late?"  This  wondering  if  everyone's  on  the  same  page  can  drive  you  a  little  crazy. 


Unless  you  have  Cognos.  We  are  the  experts  in  performance  management,  providing  a  single,  purpose- 
built  software  platform  with  all  performance  management  capabilities.  So  you  know  your  employees 
have  what  they  need  to  support  the  company's  goals  —  both  financial  and  operational.  And  you'll  have 
an  accurate,  timely  view  of  their  progress  against  those  goals.  With  17  years  of  proven  performance 
management  experience,  across  86  of  the  Fortune  100,  we  know  how  to  help  you  succeed. 

There  really  is  no  better  way  to  silence  that  nagging  voice  in  your  head. 

Proceed  with  confidence.™  To  find  out  more,  visit  www.cognos.com/deletebutton  today. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Nice  Gear.  More  Flicks,  Please 

About  the  last  thing  I  want  to  do  is  connect  another  box  to  my  big-screer| 
home  video  system.  Still,  I  just  might  have  to  make  room  for  Vudu,  a 
new  service  that  delivers  movies  direct  from  the  Internet  to  a  TV.  I  have 
just  one  condition:  If  Vudu  wants  to  hook  me,  it  must  persuade  its  studic 
partners  to  make  far  more  movies  available. 


The  $399  Vudu  box-small, 
black,  and  inconspicuous— could 
hardly  be  simpler  to  connect. 
You  just  string  one  cable  from 
the  box  to  your  TV  and  another 
to  your  home  network.  Because 
movie  files  are  large,  a  wired 
Ethernet  connection  works  best, 
but  you  can  also  link  to  a  wireless 
network  with  an  adapter  such  as 
the  Linksys  Wireless-G  Ethernet 
Bridge  ($90).  Unlike  Apple  TV, 
which  Vudu  somewhat  resembles, 

no  computer  is  required.  The  chips  in  Vudu  figure  out  how  to 
download  movies  as  soon  as  the  network  link  is  established. 

Vudu  has  several  attractive  features.  One  is  the  quality  of 
the  video.  It's  the  first  download  service  I've  seen  that  actually 
delivers  images  as  good  as  a  top-drawer  DVD  player.  Vudu 
can  show  high-definition  movies,  too,  but  so  far  the  studios 
have  not  made  any  available. 

VUDU  IS  AT  LEAST  AS  SIMPLE  to  operate  as  it  is  to  set  up.  The 

remote  control  has  four  buttons,  one  of  which  is  reserved 
for  future  use,  and  a  scroll  wheel  that  does  most  of  the  work. 
The  remote  uses  radio  waves  rather  than  infrared  light  to 
communicate  with  the  player.  This  means  you  don't  have 
to  point  the  remote  to  use  it.  The  drawback  is  that  it  cannot 
control  your  TV's  power  or  volume,  nor  can  you  program  a 
universal  remote  to  control  the  Vudu  player. 

To  watch  a  show,  you  find  the  movie  you  want  from  the  on- 
screen listing,  either  by  browsing  through  various  categories 
or  searching  by  title,  actor,  or  director.  Click  on  the  icon,  and 
the  movie  starts.  Vudu  stores  the  first  couple  of  minutes  of  the 
most  popular  films  on  a  250-gigabyte  hard  disk,  a  strategy 
that  allows  them  to  begin  playing  immediately.  Other  films 
start  after  a  brief  delay.  The  hidden  technology  here  is  file- 
sharing:  Your  machine  is  grabbing  and  assembling  pieces  of 
the  film  from  Vudu  users  who  already  downloaded  it.  Other 
Vudu  customers  will  be  getting  data  from  you,  too,  which 
means  they  are  constantly  sopping  up  some  of  the  bandwidth 
on  your  network.  But  the  result  is  much  faster  downloads. 

What's  not  to  like?  Alas,  there's  the  little  matter  of  content. 


VUDU BOX 


Vudu  has  deals  with  all  the  maji 
Hollywood  studios  and  claims 
5,000  titles.  Apple  TV  has  only 
500  movies  and  recently  lost 
NBC  Universal  TV  shows.  But  tl 
Vudu  catalog  still  represents  at 
best  8%  of  all  titles  available  oni 
DVD  from  Netflix. 

Even  that  math  is  misleading  J 
since  most  of  the  titles  are  films: 
you  probably  wouldn't  see  at 
the  local  multiplex.  The  list  is 
heavy  with  obscure  independen 
films  and  forgotten  B  movies 
from  Hollywood's  past.  Those 
are  wonderful,  but  they're  no 
substitute  for  recent  releases 
and  a  core  library.  A  total  of  tw< 
Martin  Scorsese  films  won't  do 
Pricing  and  terms  of  use  are 
controlled  by  the  studios— just 
like  availability— and  are  also 
a  mess.  Some  films  can  only  be 
bought,  for  $5  to  $20,  some  cai 
only  be  rented,  for  $1  to  $4,  and  some  are  available  either  t< 
rent  or  buy.  Rentals  make  more  sense,  but  the  terms  are  toe 
restrictive:  Once  you  start  a  movie,  the  rental  dies  after  24 
hours,  and  you  may  have  to  pay  again  to  finish  watching  it. 
Although  Vudu  has  worked  hard  to  satisfy  the  antipiracj 
demands  of  studios,  it's  not  getting  much  of  a  break.  If  s  as 
though  Hollywood  wants  to  do  the  minimum  it  can  while 
waiting  for  this  whole  download  thing  to  go  away.  That's  n 
likely  to  happen.  For  the  sake  of  its  own  business,  if  s  time 
for  Hollywood  to  end  this  extremely  tentative  approach  an< 
make  a  wholehearted  commitment  to  the  digital  future.  I 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

"ODCASTS  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 


Vudu  is  easy 
to  use,  and 
the  images 
are  fine.  Hello, 
Hollywood? 
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RESENTING  THE  NEW  TOUGHBOOK  52.  When  you  engineer 
a  laptop  as  monumental  as  the  new  Panasonic  Toughbook"  52, 
it's  hard  not  to  be  reminded  of  the  other  great  marvels  of  engineering 
iroughout  civilization.  Like  the  pyramids,  the  Toughbook  52  was 
'Uilt  to  stand  the  test  of  time— it  boasts  a  magnesium  alloy  case, 
shock- mounted  hard  drive  and  a  spill -resistant  keyboard.  Factor 
in  its  carrying  handle,  15.4"  widescreen  LCD  and  Verizon  Wireless 
BroadbandAccess  Built-in*,  and  it  becomes  the  ultimate  business 
tool  for  rugged,  reliable  and  wireless  mobile  computing.  And  while 
we  won't  come  right  out  and  say  that  it's  the  eighth  wonder,  we 
will  turning  heads. 

panasonic.com/toughbook    1.800.662.3537 


ideas  for  life 


'Additional  Verizon  Wirotess  charges  required  for  Broadba 
log  on  lo  panasonic.com/buslness/loi mhliook/-' 
F.iyhthWondor  H.  FY07 -* 
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MediaCentric 


BY  JON  FINE 


Thinking  Small  on  the  Web 

For  good  or  ill,  the  best  way  for  big  media  companies  desperate  to  dapple 
themselves  with  digital  pixie  dust  is  to  make  one  big  attention-grabbing 
deal.  The  paragon  remains  News  Corp.'s  purchase  of  MySpace  parent 
Intermix  Media  for  $580  million  in  the  summer  of '05,  which  glossed 
over  Rupert  Murdoch's  prior  online  miscues  and  goosed  the  stock  price. 


r 


Or  E.W.  Scripps  Co.'s  deal  for  e-tailing 
search  site  Shopzilla  for  $525  million— as 
a  percentage  of  revenue,  a  much  bigger 
deal  than  Murdoch-MySpace— which 
looked  great  until  Shopzilla  slumped.  As 
the  company  formerly  known  as  AOL  Time 
Warner  shows,  there  are  downsides  to 
this  approach:  Buying  about.com  for 
$410  million  in  early  2005  has,  righdy  or 
wrongly,  netted  the  New  York  Times  Co. 
as  much  laughter  as  love. 

This  record  leaves  companies  more 
comfortable  playing  small-ball:  no  big 
bets,  but  rather  tinier,  sort-of-targeted 
deals.  "Most  [big  companies]  are  saying 
they  want  to  buy  online  media  properties," 
says  Reed  Phillips,  a  managing  partner  at 
media  dealmaker  DeSilva  &  Phillips.  But 
"very  few  will  really  roll  the  dice  on  a  large  transaction"  or 
even  pony  up  the  price  required  for  any  winning  bid.  Even 
as  long-standing  businesses  are  under  attack,  there's  still  an 
overweening  temptation  to  play  it  safe. 

Then  there's  Hearst  Corp.,  neither  a  shrinking  violet  nor  a 
wild-eyed  extremist  in  this  arena.  In  2007,  Hearst  announced 
four  decent-sized  digital  deals,  in  the  tens  of  millions,  not 
hundreds  of  millions:  teen  social-networking  site  eCrush, 
gaming  and  entertainment  site  UGO,  shopping  site  Kaboodle, 
and,  most  recently,  health  site  RealAge.com.  We  are  about 
to  see  whether  a  company  that  has  prospered  for  decades  by 
being  fundamentally  conservative  can  thrive  by  doing  the 
same  in  this  digital  age. 

THE  PRIVATELY  HELD  HEARST  is  run  for  a  family  trust,  so  it's 
useful  to  see  its  executives  as  money  managers  of  a  family's 
assets.  Only  instead  of  real  estate  or  stocks,  the  assets  under 
management  are  media  properties— newspapers,  magazines, 
TV  stations,  syndicated  entertainment.  Long-term,  Hearst 
has  been  enormously  successful.  Last  year's  revenues  were 
around  $7.5  billion,  a  record  high,  and  net  income  topped 
$900  million.  It  has  made  many  major  recent  buys,  including 
one  that  brought  it  the  San  Francisco  Chronicle— oopsie  on 
that,  given  the  paper's  travails— albeit  nothing  digital  before 
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this  year.  (Hearst  has  long  invested  in  scor 
of  large  and  small  digital  companies— it 
held  a  minority  stake  in  just-sold  Sling 
Media— and  it  bid  unsuccessfully  for  IGN 
Entertainment,  the  online  gaming  concern 
that  News  Corp.  snapped  up  for  $650 
million.)  "We  were  looking,"  says  Hearst 
Interactive  Media  President  Kenneth 
Bronfin,  whose  tenure  in  digital  at  Hearst 
dates  back  to  when  the  company  sold  CD- 
ROMs.  "Just  being  very  selective." 

Taken  individually,  all  of  Hearst's  deals  ' 
make  sense.  They  either  bring  the  companr 
big  chunk  of  a  new  demographic,  like  UGC | 
young  men,  or  suck  out  tons  of  data  from 
its  existing  audiences,  like  RealAge,  which  r 
calculates  the  "real  age"  of  users  who  ansv 
a  detailed  health  questionnaire? 
Bronfin's  stated  strategy  of  usii 
RealAge  and  UGO  as  platforms 
for  future  buys  makes  sense, 
too.  What  makes  less  sense 
is  the  notion  that  any  of  this 
gets  a  company  built  on  past 
generations'  media  assets,  mar 
of  which  defy  easy  translation 
into  digital,  to  where  it  needs 
to  be  quickly  enough.  Bronfin 
admits  "these  four  [deals]  alor 
absolutely  aren't  enough"  and  says  more  will  follow.  Nothi 
appears  imminent,  though,  save  for  a  major  homegrown 
launch  early  next  year,  likely  focusing  on  health. 

Here's  the  question:  Is  digitization  happening  so  slowly 
that  companies  can  afford  to  ink  smallish  deals  and  build  w 
they  can  on  their  own?  Caution,  if  s  true,  has  served  Hearst 
well  in  the  past.  But  I'm  not  at  all  convinced  that  caution  is 
what's  called  for  this  time.  And  the  crazy  thing  is  that  Hears 
on  an  absolute  tear  compared  with  most  of  its  peers.  ■ 


BasmessWeck 


I  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
I  businessweek.com/innovate/FineOnMedia 


In  this  era, 
are  Hearst's 
targeted 
digital  buys 
enough? 
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Why  the  Fed's  Cut 
iVon't  Spark  Inflation 

ousing  woes,  tighter  credit,  and  a  softer  labor  market  should  douse  it 
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U.S.  ECONOMY 


Did  the  Federal  Reserve  do  a  good  thing  or  a  bad 
ling?  Wall  Street  and  bourses  around  the  world  seem  to  be  of  two 
rinds  since  the  Fed  boldly  slashed  its  target  interest  rate  by  a  half- 
oint  on  Sept.  18.  The  response  in  several  previously  frozen  markets 
>r  short-term  financing  was  extremely  positive,  and  stock  investors 


:re  jubilant.  However,  the  reaction  in  longer-term  fixed 
:ome  and  commodities  markets,  especially  for  gold, 
s  been  more  circumspect.  Investors  there  have  new 
)rries  that  the  Fed  just  kick-started  a  round  of  inflation. 
The  concerns  seem  clear.  The  price  of  crude  oil  is 
vering  around  $80  per  barrel,  threatening  to  lift 
ergy  costs  in  coming  months.  Gold,  a  traditional 
Qation  hedge,  has  soared  above  $700  per  ounce  and 
flirting  with  a  28-year  high.  The  dollar  has  fallen  to  a 
:ord  low  against  major  currencies,  and  that  is  expected 
boost  import  prices.  And  market-based  measures  of 
pected  inflation  have  picked  up  (chart). 
However,  all  that  does  not  add  up  to  a  deteriorating 
flation  outlook.  What's  missing  is  the  economic 
ckdrop  against  which  all  this  is  occurring.  The 
onomy  is  slowing  down,  as  the  effects  of  a  new  decline 
housing  and  the  credit  crunch  are  buffeting  consumer 
id  business  demand.  The  labor  markets  are  softening, 
jrocess  that  began  before  the  credit  squeeze  and  one 
at  eases  worries  that  rising  labor  costs  will  fuel  higher 
ices.  Moreover,  inflation  outside  of  energy  and  food  has 
en  falling  all  year  and  has  shown  little  evidence  that 
gher  production  costs  for  energy  and  food  are  being 
issed  along  into  prices  of  other  products. 
Perhaps  most  important,  a  financial  shock  that  results 
falling  asset  prices  is  never  inflationary.  If  s  just  the 
tposite.  For  example,  when  the  bubble  in  tech  stocks 
irst  in  2000,  the  U.S.  economy  flirted  with  outright 
iflation;  that  is,  not  just  lower  inflation  but  falling 
ices.  In  2003  and  2004,  prices  of  consumer  goods, 
eluding  energy  and  food,  fell  for  two  consecutive  years, 
mething  that  hadn't  happened  since  the  Depression, 
lis  time  it's  home  prices  that  are  falling,  and  the  impact 
hammering  prices  of  mortgage-related  securities. 

it  ECONOMY  IS  HARDLY  in  a  position  to  generate  a 
Drrisome  bout  of  inflation  right  now.  It  managed  to  grow 
ily  1.9%  from  the  second  quarter  of  2006  to  the  second 
larter  of  this  year.  In  coming  quarters,  as  the  slump  in 
msing  and  tighter  credit  depress  demand,  the  average 
owth  rate  is  unlikely  to  accelerate  from  that  clip. 
Significantly,  the  economy's  recent  and  prospective 


PICKS  UP  A  LITTLE 

PERCENT 


pace  is  safely  below  any  accepted  estimate  of  the 
economy's  noninflationary  growth  limit.  Most 
economists  believe  that  rate  is  somewhere  above  2.5% 
but  below  3%.  When  an  economy  grows  below  that  pace 
for  a  long  period,  demand  is  not  strong  enough  to  strain 
the  productive  limits  of  existing  labor  and  production 
capacity,  meaning  upward  pressure  on  prices  is  difficult, 
if  not  impossible,  to  sustain. 

Consumer  demand  will  be  under  particular  stress  in 
coming  months,  especially  if  job  markets  continue  to 
soften.  Up  to  now,  most  of  the  worries  about  inflation 
have  been  centered  on  potential  wage  pressures 
stemming  from  tight  labor  markets,  but  that's  changing. 
The  September  drop  in  the  Conference  Board's  gauge  of 
consumer  confidence,  to  the  lowest  level  in  nearly  two 
years,  partly  reflected  concerns  about  jobs.  For  the  second 

month  in  a  row,  the 
;  percentage  of  households 

describing  jobs  as  "hard 
to  get"  rose,  while  the 
share  saying  jobs  were 
"plentiful"  fell. 

Another  sign  that 
labor  markets  are 
loosening  up  is  this 
year's  drop  in  the  ratio  of 
employment  to  the  adult 
population.  The  decline 
from  63.4%  at  the  end 
of  last  year  to  62.8%  in 
August  is  the  steepest  since  the  weak  job  market  of  2003. 

DECLINING  HOME  PRICES  will  be  another  weight  on 
consumers,  as  well  as  inflation.  Housing  wealth,  which 
has  helped  to  support  household  spending,  is  sure  to  take 
a  hit  in  coming  quarters.  In  July  the  Standard  &  Poor's/ 
Case-Shiller  Home  Price  index  for  20  major  cities  showed 
prices  down  3.9%  from  a  year  ago,  faster  than  June's 
3.4%  drop.  Adding  more  fuel  to  future  price  weakness, 
sales  of  existing  homes  kept  falling  in  August,  down 
4.3%  from  July,  and  the  time  needed  to  sell  the  houses 
now  sitting  on  the  market  has  increased  to  10  months, 
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close  to  a  20-year  high  that  will  continue  to  place  heavy 
downward  pressure  on  prices  (chart). 

Against  this  backdrop,  it  shouldn't  be  surprising  that 
core  inflation,  which  excludes  energy  and  food,  is  already 
declining.  Since  its  recent  peak  of  2.9%  in  September, 
2006,  yearly  inflation  measured  by  the  core  consumer 
price  index  has  fallen  steadily  to  2.1%  in  August.  Price 
growth  across  broad  categories  of  goods  and  services, 
from  housing  to  apparel  to  recreation,  has  moderated. 
Most  notably,  inflation  for  services  outside  of  energy, 
which  makes  up  72%  of  the  core  consumer  price  index 
and  tends  to  be  less  sensitive  to  economic  slowdowns, 
has  fallen  from  3.9%  last  year  to  3.2%  in  August. 

OF  COURSE,  PRICES  of  energy  and  food  matter 
to  overall  inflation,  and  they  can  influence  inflation 
expectations,  a  central  concern  of  Fed  policymakers. 
Since  the  Fed's  rate  cut,  long-term  Treasury  yields  have 
risen,  a  counterintuitive  jump  some  attribute  to  higher 
expected  inflation,  which  is  a  driver  of  bond  yields. 

Expected  inflation,  measured  by  the  difference 
between  the  yield  on  a  10-year  Treasury  note  and  a 
Treasury  inflation-protected  security  (TIPS)  of  the  same 
maturity,  has  picked  up.  However,  the  rise  is  from  low 
August  levels  not  seen  in  more  than  S^years,  and  the 
current  reading  is  well  within  the  range  of  the  past  year. 
Also,  the  increase  in  expected  inflation  accounts  for 
less  than  half  of  the  overall  rise  in  market  yields.  That 
suggests  higher  rates  also  reflect  two  things:  a  reversal  of 
the  flight  to  quality  that  had  lifted  Treasury  demand  and 
pushed  yields  lower  in  July  and  August,  plus  investors' 


THE  SLIDE  IN  HOME 
PRICES  DEEPENS 


belief  that  Fed  rate  cuts  will  help  to  avoid  a  recession. 

Inflation  worries  are  also  swirling  around  the  dollar's 
decline,  which  tends  to  put  upward  pressure  on  prices  of 
imported  goods.  However,  the  drop  since  the  greenbacks 
peak  in  early  2002  has  been  primarily  against  major 
currencies,  where  the  trade-weighted  dollar  is  down  33% 

Against  the  currencies 
of  all  other  economies, 
which  account  for  45%  < 
U.S.  trade,  the  U.S.  unit  | 
down  only  6%. 

Plus,  many  countries 
tend  to  hold  the  line  on: 
the  prices  they  charge 
in  the  U.S.,  even  when 
their  currencies  rise. 
For  example,  prices  of 
imported  consumer 
goods  excluding  autos 
are  up  only  1.4%  from i 
year  ago,  while  imported  autos  are  up  only  0.9%.  And 
the  CPI  shows  no  upward  pressure  on  retail  prices  in 
key  import-related  areas:  Through  August,  the  yearly 
inflation  rate  for  apparel  is  -1.4%,  while  that  for  new 
autos  is  -0.9%. 

Many  investors  will  continue  to  fret  until  it  becomes 
clear  that  the  Fed  has  not  awakened  the  inflation  beast. 
However,  for  pricing  pressure  to  accelerate,  the  econom 
would  largely  have  to  escape  the  negative  impacts  of  th<i 
credit  crunch,  an  extended  housing  slump,  and  falling 
home  prices.  That  just  doesn't  seem  likely.  ■ 
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DIVIDENDS 


Payouts:  Buying  Trouble  Down  the  Line? 


CORPORATE  PROFITS  are  on  an 

amazing  run  during  this  economic 
expansion.  Yet  businesses  appear 
reluctant  to  take  those  earnings  and 
reinvest  them  in  capital  projects. 
Instead,  more  money  is  going  to 
shareholders  in  the  form  of  dividends. 
The  trend  could  have  important  long- 
run  implications  for  the  economy. 

Although  total  domestic  profits 
earned  by  nonfinancial 
corporations  were 
near  a  record  high  in 
the  second  quarter, 
capital  spending  fell 
0.7%  from  a  year 
ago,  according  to  the 
Federal  Reserve's 
latest  figures. 

Instead  of  ramping 
up  purchases  of 
new  computers  and 
machinery,  companies 
are  rewarding 


THE  FINANCING  GAP 
GETS  WIDER 
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investors.  Dividends  are  up  more 
than  21%  from  a  year  ago.  Smaller 
companies  are  likely  driving  the 
growth  in  dividends,  according  to 
jPMorgan  Chase  economist  Michael 
Feroli.  S-Corporations,  businesses 
whose  earnings  are  treated  as 
taxable  income  of  the  shareholders 
and  escape  federal  corporate  profits 
taxes,  accounted  for  about  40%  of 
all  nonfinancial 
dividend  payouts  in 
2004,  up  from  20% 
in  1991,  according 
to  the  latest  Internal 
Revenue  Service  data. 

Fatter  payouts 
are  creating  a 
financing  gap.  That 
is,  capital  spending 
exceeds  internally 
generated  funds, 
increasing  the  need 
to  borrow.  In  2005, 


internal  funds,  which  are  aftertax 
profits  not  paid  to  shareholders, 
more  than  covered  investments. 
Now,  dividends  have  picked  up, 
and  capital  expenditures  are  30% 
greater  than  internal  funds. 

The  larger  gap  comes  at  a  time 
when  credit  is  tighter,  which  may 
make  it  tougher  for  companies 
to  keep  up  their  investment  and 
dividend  outlays.  And  some  smallei 
corporations  may  be  more  financial 
vulnerable  now,  according  to  Feroli 

However,  there's  a  more  serious 
longer-term  issue.  "The  increase  ii 
dividends  suggests  that  profitable 
investment  projects  might  be 
relatively  scarce,"  says  Feroli.  If 
companies  are  not  investing  in 
more  efficient  equipment,  it  could 
depress  productivity,  with  negativi 
influences  on  future  economic 
growth  and  inflation.  ■ 

-By James  Mehr, 
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THE  AUTO  WORKERS  BLINK 

Was  it  mostly  theater?  When  the  UAW  struck  General  Motors  on  Sept.  24  (photo,  near 
a  Michigan  plant),  some  observers  guessed  that  union  President  Ronald  Gettelf inger 
needed  a  walkout  to  show  he  wasn't  knuckling  under.  Less  than  48  hours  later,  the  UAW 
and  GM  came  to  a  four-year  deal,  and  it  won't  have  workers  dancing  in  Detroif  s  streets. 

Of  course,  given  the  rickety  shape  of  GM  and  other  American  carmakers,  the  union 
knew  it  would  take  its  lumps.  As  expected,  it  agreed  to  set  up  a  Voluntary  Employee 
Beneficiary  Assn.  that  will  let  the  company  unload  about  $51  billion  in  health-care 
costs,  with  the  UAW  getting  roughly  $35  billion,  most  of  it  in  cash,  to  set  up  the  fund. 
Gettelfinger  also  agreed  to  a  two-tier  wage  system,  with  new  hires  getting  less  money, 
and  to  cuts  in  the  Jobs  Bank  that  pays  furloughed  employees.  The  union  did  win 
assurances  that  GM  will  invest  in  U.S.  factories.  And  perhaps  most  important,  active 
workers  won't  see  pay  or  benefits  whacked. 
See  "GM's  health  plan  could  be  contagious," page  37 


The  Weakling  Dollar 

A  buck  won't  go  far  in  Paris 
these  days— or  in  Moose  Jaw, 
for  that  matter.  On  Sept.  25  the 
euro  hit  a  new  high  against  the 
greenback,  more  than  $1.41. 
And  in  the  ultimate  indignity, 
the  Canadian  dollar,  or  loonie, 
is  trading  almost  at  par  with  its 
southern  cousin.  The  huge  U.S. 
trade  deficit  and  the  Fed's  rate 
cut  on  Sept.  18  are  weighing 
on  the  dollar,  but  if  s  not  in  free 
fall  just  yet.  Against  a  broad, 


inflation-adjusted  market 
basket  of  foreign  monies,  if  s 
still  above  the  bottoms  of  1994 
and  1995. 


Housing:  Ugly  and  Uglier 

The  only  thing  going  up  in  the 
U.S.  housing  market  is  for-sale 
signs.  The  National  Association 
of  Realtors  said  on  Sept.  25 
that  sales  fell  a  seasonally 
adjusted  4.3%  from  July  to 
August,  leaving  4.58  million 


existing  homes  up  for  grabs  at 
month's  end.  The  Standard  & 
Poor's  Case-Shiller  Home  Price 
Index  for  20  cities  was  down 
3.9%  in  July  from  a  year  earlier. 
Homebuilders'  distress  signals 
are  louder:  Lennar  on  Sept.  25 
posted  its  biggest  loss  ever, 
$514  million,  for  the  three 
months  ended  Aug.  31.  And 
in  another  sign  of  economic 
feebleness,  durable  goods 
orders  fell  a  steeper-than- 
expected  4.9%  in  August. 


Facing  Off  Over  Faceboo 

Many  thought  Facebook 
founder  and  CEO  Mark 
Zuckerberg  was  crazy  when  he  j 
turned  down  a  billion-dollar  I 
offer  from  Yahoo!  last  year.  We 
should  all  be  so  crazy:  The 
hot  online  social  network, 
expected  to  generate  about 
$150  million  in  revenues  this* 
year,  is  looking  to  raise  a  war  j 
chest  of  around  $250  million 
If  11  do  so  by  selling  a  small 
stake  that  values  the  compan; 
at  a  minimum  of  $10  billion, 
says  one  person  knowledgeal 
about  the  company.  The  Wall 
Street  Journal  on  Sept.  25  saic. 
the  main  suitor  is  Microsoft,  fr 
Google  may  jump  in,  too. 
BSTO  "Facebook:  The 
$10  billion  social  network? 
businessweek.com/go/tbw 


Let  Us  Build  Nukes 

Some  sequels  take  time— in  tf 
case,  nearly  30  years.  On  Sep- 
25,  NRG  Energy  applied  to  ere  | 
two  atomic  energy  plants  in 
Texas,  the  first  such  filing  sin 
the  Three  Mile  Island  disaster 
in  1979.  A  nuclear  renaissanc. 
may  be  in  the  works:  The  fedi 
expect  building  requests  for 
to  30  units  by  yearend  2008. 
CUBE9  "New  nukes  arefinall 
coming" 
businessweek.com/go/tbw 


BHP  Glitters 

This  would  turn  Goldfinger 
green  with  envy.  Anglo- 
Australian  mining  giant  BHP 
Billiton  once  again  proved  its 
Midas  touch  on  Sept.  26  by 
announcing  that  yearly  gold 
output  at  its  Olympic  Dam  mi) 
will  be  more  than  10%  bigge 
than  previously  thought.  Th; 
makes  it  one  of  the  world's 
richest  mines  and  pushed  BI 
stock  up  to  a  record  as  gold 
prices  neared  a  30-year  high 


Fukuda  Gets  the  Nod 

If  s  back  to  the  play-it-safe 
Prime  Minister  model  in  Japai j 
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st  13  days  after  Shinzo  Abe 
it,  a  Sept.  25  vote  in  the 
wer  House  rubber-stamped 
iuo  Fukuda,  71,  a  former 
ief  Cabinet  Secretary  who 
>n  the  presidency  of  the 
ling  Liberal  Democratic  Party 
Sept.  23.  Fukuda,  an  LDP 
dwart  backed  by  anti-reform 
:ments,  may  not  get  an  easy 
le.  After  Abe's  ill-fated  reign 
;  party  is  struggling  in  polls, 
d  the  opposition  controls 
i  Upper  House,  making  the 
ssage  of  legislation  perilous. 
Blil*  "No  honeymoon  for 
lan's  new  leader" 
sinessweek.com/go/tbw 


games,  developed  by  Microsoft- 
owned  Bungie  Studios,  have 
sold  a  combined  14.8  million 
copies.  Microsoft  figures  fans 
will  lavish  more  than  $1  billion 
on  Halo  games  and  related 
merchandise  by  the  end  of 
2007,  including  up  to  3  million 
copies  of  Halo  3  before  October 
is  out. 

GBHEI*  "The  Halo  3  effect" 
businessweek.com/go/tbw 


all's  Chinese  PC  Pal 

ring  reality  can  be  tough,  but 
ill  at  last  accepted  that  direct 
les  aren't  working  in  China 
d  signed  on  to  sell  through 
3  electronics  retailer  Gome. 
e  "Where  Dell  sells  with  brick 
d  mortar,"  page  78 


Executive  Suite 

Big  G  has  a  new  general. 
Kendall  Powell,  53,  a  28-year 
veteran  at  General  Mills,  was 
elevated  to  CEO  of  the  cereal 
and  packaged-food  company 
on  Sept.  24.  He  succeeds 
Stephen  Sanger,  who  expanded 
the  menu  of  organic  foods  after 
taking  over  in  1995.  Powell 
plans  to  emulate  Sanger  by 
reaching  out  to  U.S.  minority 
shoppers  and  faster-growing 
markets  abroad. 


deo  Game  Blockbuster 

was  the  day  hard-bitten 
mers  have  been  longing  for: 
l  Sept.  25,  Halo  3  landed, 
ns  lined  up  before  midnight 
10,000  retail  outlets  to  buy 
e  latest  installment  in  one  of 
e  most  lucrative  video  game 
inchises.  The  first  two  Halo 


Battling  Bourses 
Borse  Dubai  and  its  new  ally, 
NASDAQ,  appear  to  have 
the  upper  hand  over  Qatar 
Investment  Authority  in  the 
contest  for  Scandinavian 
exchange  OMX. 
See  "Wall  Street  in  the  desert" 
page  32 


PRODUCT  LAUNCH  OF  THE  WEEK 

tfter  years  of  evangelizing,  tech  visionary  Nicholas  Negroponte's 
io-called  $100  laptop  is  finally  set  to  roll  off  the  assembly  line 
)f  a  factory  near  Shanghai.  Massachusetts  Institute  of  Technology 
irof  Negroponte  and  his  team  at  the  One  Laptop  Per  Child  orga- 
lization  want  to  distribute  millions  of  laptops  to  children  in 
leveloping  countries,  but  the  price  of  their  XO  model  is  nearly 
wice  the  original  estimate,  and  no  governments  have  written 
hem  a  check.  To  kick-start  the  campaign,  OLPC  on  Sept.  24 
inveiled  a  money-raising  gambit  called  Give  1  Get  1.  Customers 
vho  order  two  laptops  for  $399  will  receive  one  early  next  year, 
vith  the  other  going  to  a  kid  in  Cambodia,  Rwanda,  Afghani- 
stan, or  Haiti.  (People  can  also  make  a  $200  donation.)  And 
Megroponte  isn't  giving  up  on  government  sales.  "I  have  met 

with  about  30  heads  of  state. 
They're  all  enthusiastic,"  he 
says.  "But  there's  a  huge  gulf 
between  a  head  of  state  shak- 
ing your  hand  and  a  minister 
making  a  bank  transfer." 
EM&  "Give  a  laptop 


and  get  one" 
businessweek.  com/go/ tbw 


AN  XO  LAPTOP  IN  TAIPEI 
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Sprint^  ahead 


Rocket  fuel  for 
road  warriors. 

With  the  fastest  and  largest  national  mobile 
broadband  network,  you  can  work  farther 
and  faster  than  ever  before.  That's  business 
at  SprintSpeed."  Buckle  up. 


The  Sierra  Wireless  USB  AirCard ft  595U 
for  your  business  account. 

Requires  new  card  activation  and 
two-year  agreement.  No  voice 
plan  required. 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability. 
User's  speed  experience  may  vary.  Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not 
available  everywhere  See  sprini.com/coverage  tor  details.  Sprint  Mobile  Broadband  Network  reaches  over 
224  million  people.  Not  available  in  all  markets/retail  locations.  Card  Offer:  Offer  ends  1 1/3/07  or  while  supplies 
last.  Available  for  corporate-liable  accounts  (activations  using  a  business  name  and  tax  ID)  only.  May  require 
up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200  early  termination  fee/line  applies  after  30  days. 
Taxes  excluded.  Mobile  Broadband  Card  data  plan  required.  ©2007  Sprint  Nextel.  All  rights  reserved. 
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News   Insights 


Dubai's  deal  to  buy 
into  Swedish  exchange 
OMX  and  NASDAQ 
furthers  its  ambitions  to 
be  the  money  center  of 
the  Middle  East 

BY  STANLEY  REED 


AMADAN  IS  USUALLY  A  QUIET 
month  across  the  Middle  East. 
Businesses  close  their  doors  in  the 
early  afternoon,  commerce  slows 
to  a  crawl,  and  with  virtually  ev- 
eryone fasting  until  sundown, 
few  people  have  much  energy  for 
globetrotting  and  dealmaking.  So  how  to  explain 
Soud  Ba'alawy's  brutal  travel  schedule  in  the  past 
two  weeks?  Since  Ramadan  began  on  Sept.  13,  he 
has  been  to  New  York,  London,  Milan,  and  Stock- 
holm—missing Iftars,  the  traditional  breaking  of 
the  fast  every  evening,  back  home  in  Dubai. 

The  reason:  Ba'alawy  is  one  of  the  key  drivers  of 
Dubai's  effort  to  become  a  global  financial  hub.  As 
executive  chairman  of  Dubai  Group— a  big  invest- 
ment arm  of  the  emirate's  ruler,  Mohammed  bin 
Rashid  al  Maktoum— Ba'alawy  was  instrumental 
in  forging  a  complex  $6.5  billion  deal  involving 
Borse  Dubai,  NASDAQ,  the  Swedish  exchange 
operator  OMX  Group,  and  the  London  Stock  Ex- 
change. The  series  of  transactions  would  result 
in  NASDAQ  Stock  Market  Inc.  taking  over  the 
Swedish  group,  Borse  Dubai  holding  a  20%  stake 
in  NASDAQ,  and  the  U.S.  exchange  owning  a  third 
of  a  Borse  Dubai  subsidiary.  On  Sept.  26  the  deal 
took  a  step  closer  to  completion  as  investors  own- 
ing 47%  of  OMX  shares  indicated  their  support.  In 
a  related  transaction,  Borse  Dubai  will  take  over  a 
28%  stake  NASDAQ  holds  in  the  LSE. 

In  a  stroke,  NASDAQ  got  an  entree  into  the 
booming  Gulf  region  and  a  partner  that  may  yet 
help  it  get  its  hands  on  the  London  bourse.  OMX, 
which  owns  exchanges  in  Europe  and— more  im- 
portant—has developed  trading  software  used  at 
60  bourses  around  the  world,  got  extra  firepower 
in  its  efforts  to  sell  that  technology.  And  Dubai 
found  a  powerful  ally  to 
bolster  its  bid  to  become  the 
regional  money  hub. 

The    transaction    high- 
lights   the    ambitions    of 


LONG  VIEW  The 

nascent  financial 
district  in  April, 
2006 
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STOCK  EXCHANG, 

The  local  bourse 
a  moneymaker 
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Dubai  and  al  Maktoum.  With  only  mod- 
est oil  resources,  the  sheikh  has  long  nur- 
tured non-energy  industries  such  as  ship- 
ping and  high  tech.  And  using  both  his 
own  money  and  growing  piles  of  debt,  he 
has  built  a  multibillion-dollar  investment 
portfolio  that  includes  top  hotels  such  as 
New  York's  Essex  House  and  London's 
Carlton  Tower,  extensive  real  estate  hold- 
ings, and  big  stakes  in  international  bank 
HSBC  and  European  planemaker  EADS. 
Now  he  sees  opportunity  in  creating  a 
regional  banking  and  trading  hub,  hoping 
to  cash  in  on  the  trillions  of  dollars  that 


m 


have  flowed  to  the  Gulf  in  recent  years.  "If 
we  develop  a  strong  financial  market,  it 
will  change  the  region,"  Ba'alawy  says. 

To  make  that  happen,  Sheikh  Moham- 
med has  assembled  a  team  of  top  finance 
talent.  Ba'alawy,  46,  spent  a  decade  at 
Citigroup,  working  his  way  up  the  ranks 
in  risk  management  until  finally  taking 
over  as  treasurer  for  the  bank's  opera- 
tions in  the  Gulf  region.  Now,  Ba'alawy 
has  130  people  in  five  countries  scouting 
for  investments  around  the  world.  His 
chief  executive  at  Dubai  Group,  Thomas 
S.  Volpe,  is  a  former  head  of  San  Fran- 


cisco-based investment  bank  Hambre«. 
&  Quist  Inc.  And  Per  E.  Larsson,  1, 
former  boss  of  OMX'  predecessor,  is  nn 
chief  of  Borse  Dubai.  "Sheikh  Moha 
med's  main  concern  is  making  sure  ti 
city  competes  quickly  with  New  Yon 
says  Mohamed  Ali  Alabbar,  chairmar 
developer  Emaar  Properties  and  a  ck 
adviser  to  al  Maktoum. 

The  sheikh  isn't  alone  among  G, 
rulers  in  recognizing  the  potential  in 
nancial  markets.  Some  250  miles  to 
west  in  Doha,  Qatar,  Sheikh  Hamad 
Khalifa  Al-Thani  has  adopted  a  sim 


LOBBYING 


WHY  NO  OUTRAGE  FROM  WASHINGTON 


When  the  Dubai 
Group  and  NASDAQ 
announced  the 
complex  deal  on  Sept. 
20  that  would  give 
Borse  Dubai  a  20%  stake  in  the  U.S. 
exchange,  the  Washington  reaction  was 
surprisingly  calm.  No  one  denounced  the 
deal,  and  most  lawmakers  took  a  "wait- 
and-see"  attitude  in  judging  whether  it 
posed  a  national  security  risk. 

It  was  a  far  cry  from  the  firestorm  that 
greeted  Dubai  Ports  World  when  it  tried 
to  buy  a  handful  of  U.S.  ports  in  2006. 
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That  deal  fell  apart  amid  vehement  criticism 
that  key  ports  would  end  up  in  the  hands  of 
a  state-owned  company  from  a  country  with 
links  to  the  September  11  hijackers. 

The  more  measured  reaction  was  no 
accident.  In  part,  that's  because  a  stake  in 
NASDAQ  doesn't  stir  up  the  same  visceral 
fears  of  terrorism  that  the  ports  did.  But  Dubai 
and  the  United  Arab  Emirates— the  loose 
federation  of  states  to  which  Dubai  belongs— 
also  learned  a  hard  lesson  from  the  collapse 
of  the  earlier  bid.  And  over  the  past  18 
months  they've  launched  a  multimillion- 
dollar  lobbying  push  to  boost  their  image  in 


the  states  and  prevent  another  fiasco. 

Those  efforts  went  into  overdrive  in  the 
days  leading  up  to  the  NASDAQ  deal,  as  a 
handful  of  Washington  lobbyists  led  by  Get 
Salem,  a  senior  adviser  to  the  law  firm  DL/ 
Piper  and  a  past  president  of  the  National 
Association  of  Arab  Americans,  scramblec 
to  ensure  a  smoother  reception.  Dubai 
executives  believe  that  a  big  reason  the  po 
deal  ran  aground  was  that  they  didn't  give 
lawmakers  advance  warning  or  explain  the 
perspective  on  the  deal  early  enough.  So  t 
time,  they  made  sure  they  got  to  key  memi 
of  the  Administration  and  Congress  before 


itegy,  earmarking  some  $40  billion  for 
jects  that  might  reduce  the  emirate's 
)endence  on  oil  and  gas.  Giving  Dubai 
oke  in  the  eye,  Qatar  in  2005  hired  as 
:hief  financial  regulator  Phillip  Thorpe, 

0  had  been  fired  from  a  similar  job  in 
bai  after  a  flap  over  dealmaking  by  lo- 
officials.  The  Qataris  were  interested  in 
SDAQ's  stake  in  the  LSE,  and  industry 
iders  say  they  were  furious  when  Borse 
bai  and  NASDAQ  got  together.  Qatar 
ckly  responded  by  purchasing  20%  of 

LSE  and  10%  of  OMX.  Qatar  officials 
lined  to  comment,  but  their  bid  for 
X  forced  Borse  Dubai  to  raise  its  offer 
some  $700  million. 

EIKH'S  MANDATE 

LL,  DUBAI  HAS  the  upper  hand  in 
competition.  Just  about  every  major 
ik  on  earth  has  set  up  shop  in  or  near 
polished  stone  complex  called  the 
bai  International  Financial  Center, 
ling  for  work  on  mergers  and  acquisi- 
is,  Islamic  finance,  and  lending  for 
jects  ranging  from  oil  refineries  to 
ury  hotels.  Qatar's  financial  industry, 
:ontrast,  is  largely  focused  on  the  local 
rket,  though  it  will  likely  get  a  boost 
m  growing  cooperation  with  the  LSE. 
hink  I'm  the  only  investment  banker 
Doha,"  quips  Kapil  Chadda,  head  of 
estment  banking  for  HSBC  in  Qatar. 
Central  to  Dubai's  efforts  are  Ba'alawy 

1  Essa  Kazim,  a  44-year-old  with  an 
\.  in  economics  from  the  University 
owa.  In  August  the  sheikh  merged  the 
cessful  local  exchange  with  the  two- 
r-old  Dubai  International  Financial 
:hange  (DIFX),  a  bourse  with  British- 
e  regulation  aimed  at  international  in- 


Global  Dreams 

Three  key  players  behind  Dubai's  push  into  the  bourse  business 


Ba'alawy  46  44 


This  Citigroup  veteran  is 
a  trusted  member  of  the 
inner  circle  of  Dubai's 
ruler.  He's  vice-chairman 
of  Borse  Dubai  and  heads 
one  of  the  ruler's 
investment  vehicles. 


Under  this  Iowa 
University  economics 
grad,  the  local  bourse 
thrived  even  as  a  second 
exchange  for  international 
investors  faltered.  Now 
he's  in  charge  of  both. 


46 

The  former  chief  of 
Sweden's  bourse  has 
brought  his  expertise  in 
computer  systems  for 
running  exchanges  to  the 
Gulf,  where  he's  now  CEO 
of  Borse  Dubai 


vestors  that  has  been  something  of  a  flop. 
Al  Maktoum  named  Ba'alawy  vice-chair- 
man and  Kazim  chairman  of  the  merged 
company,  Borse  Dubai.  And  he  gave  them 
a  mandate  to  cut  deals  that  would  boost 
the  emirate's  profile  in  global  finance. 
Ba'alawy  is  the  strategist  and  diplomat, 
close  to  Mohamed  al  Gergawi,  the  ruler's 
right-hand  man,  and  on  good  terms  with 
outside  players  such  as  LSE  boss  Clara 
Furse.  Kazim,  on  the  other  hand,  has  won 
wide  respect  for  his  work  in  building  the 
local  bourse  into  a  big  moneymaker. 

Ba'alawy  and  Kazim  quickly  singled 
out  OMX.  So  last  spring  the  Dubai  mon- 
eymen  offered  to  buy  30%  of  the  Swedish 
outfit  but  were  brushed  off.  When  NAS- 
DAQ on  May  25  announced  a  $3.7  billion 


offer  for  OMX,  Borse  Dubai  countered 
with  its  own  bid  of  $4  billion.  With  the 
help  of  bankers  at  JPMorgan  Chase  &  Co. 
and  HSBC  (which  is  providing  nearly  all 
the  financing  for  the  deal),  the  two  teams 
kicked  off  a  series  of  meetings  in  London 
and  New  York.  NASDAQ  CEO  Bob  Greif- 
eld— who  will  also  become  vice-chairman 
of  the  DIFX— says  he  was  reassured  by 
the  Dubai  executives'  "organized  and  me- 
thodical" approach.  He  decided  that  the 
two  groups  didn't  need  to  be  adversaries. 
NASDAQ  saw  OMX  as  a  way  to  expand 
into  northern  Europe,  while  Dubai  want- 
ed OMX'  technology  to  use  in  emerging 
markets,  especially  around  the  Gulf.  "We 
went  after  OMX,"  Kazim  says,  "and  we 
wound  up  with  a  better  brand."  ■ 


news  broke  and  attitudes 

dened. 

n  the  days  before  the  deal 

disclosed,  for  example,  a 

l-ranking  Dubai  official  flew 

/ashington  for  a  series  of 

fidential  briefings.  And  as 

n  as  the  markets  closed  on 

1. 19,  Salem  and  his  team 

he  phones.  According  to  a 

litol  Hill  source,  NASDAQ 

jf  Executive  Robert  Greifeld 

sonally  called  Senator  Chuck  Schumer 

MY.),  who  had  been  a  ringleader  in  the  fight 

rthe  ports  deal.  The  basic  message,  says 

Dubai  lobbyist:  This  deal  is  good  for  U.S. 

ncial  markets  because  it  will  give  NASDAQ 

ess  to  rich  Mideast  pockets.  To  counter 

orism  fears,  the  lobbyists  argue  that  the  UAE 

Dubai  are  among  America's  strongest  allies 

le  region.  All  told,  they  rang  up  some  120 


Dubai  paid 
more  man 
$3  million  to 
lobbying 
firms 


Beltway  power  players  in  the 
first  24  hours. 

The  rapid-fire  round  of 
diplomacy  came  against  a 
backdrop  of  intense  effort  to 
bolster  ties  to  Washington. 
Dubai  alone  has  paid  more 
than  $3  million  to  three 
different  lobbying  firms, 
which  have  spent  much  of 
the  past  year  talking  up  the 
tiny  nation  in  meetings  with 
aides  to  everyone  from  Barack  Obama  (D-lll.) 
to  Vice-President  Dick  Cheney.  And  earlier 
this  year,  the  UAE  budgeted  an  additional  $5 
million  to  lobbying  firm  Harbour  Group  to 
launch  a  new  body,  the  U.S.-Emirates  Alliance, 
to  help  shape  public  opinion.  The  alliance  has 
quietly  contributed  more  than  $100,000  to  the 
Center  for  Strategic  &  International  Studies,  a 
foreign  policy  think  tank,  to  support  Mideast 


programs-though  Jon  B.  Alterman,  who 
heads  the  center's  Middle  East  research,  says 
its  programs  aren't  influenced  by  funding.  The 
alliance  has  also  sent  Reem  Al-Hashimy,  the 
UAE's  Boston  University-educated  deputy  chief 
of  mission,  to  a  dozen  U.S.  cities  since  July  to 
meet  with  civic  and  business  leaders. 

Such  moves  appear  to  be  working.  Hill 
staffers  say  the  NASDAQ  briefings  were 
clearly  effective.  A  senior  aide  at  the  Senate 
Banking  Committee  says  the  talks  kept 
people  from  "jumping  to  conclusions  about 
the  nature  of  the  investment."  While  Schumer 
has  raised  questions,  the  betting  is  that  the 
deal  will  pass  national  security  review.  "The 
fact  that  people  haven't  rushed  in  behind 
[Schumer]  suggests  that  the  proposal  hasn't 
created  the  instinctive  negative  reaction"  that 
the  ports  deal  did,  says  Joseph  Dennin,  a 
trade  attorney  at  McKenna  Long  &  Aldridge. 
-Eamon  Javers  and  Dawn  Kopecki 
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DRUG  MARKETING 


WILL  PHARMA  FINALLY 
HAVE  TO  FESS  UP? 

New  efforts  are  under  way  to  limit  or  make 
public  its  billions  in  giveaways  to  doctors 


BY  ARLENE  WEINTRAUB 

IT'S  NO  SECRET  THAT  SOME  DRUG 
companies  pay  for  doctors  to  at- 
tend medical  conferences  in  exotic 
locales.  Others  treat  them  to  pric- 
ey meals  and  pass  out  pens  and 
Post-it  notes  branded  with  product 
names.  All  told,  drug  and  medical- 
device  makers  dole  out  an  estimated  $19 
billion  worth  of  gifts  to  physicians  every 
year— a  practice  that  worries  New  Jersey 
Attorney  General  Anne  Milgram,  among 
others.  On  Sept.  19  she  summoned  a  task 
force  to  consider  putting  limits  on  this 
orgy  of  gratuities.  Although  New  Jersey 
wouldn't  be  the  first  state  to  pass  laws, 
any  action  there  would  have  a  huge  sym- 
bolic impact:  The  Garden  State  is  home 
to  many  of  the  world's  largest  pharma- 
ceutical companies,  including  Merck  & 
Co.  and  Johnson  &  Johnson. 

Milgram  is  the  latest  high-placed  party 
pooper  to  probe  how  the  medical  indus- 
try sways  physicians'  treatment  choices. 
"Patients  should  be  getting  prescription 
and  device  recommendations  based  on 
what's  best  for  them,  not  based  on  fi- 
nancial incentives  doctors  receive  from 
companies,"  Milgram  says.  Four  states 
and  the  District  of  Columbia  have  al- 
ready passed  laws  requiring  companies 
to  disclose  payments  and  other  handouts 
to  physicians.  Federal  lawmakers  are  on 


Prescription  for  Conflicts 

A  Vermont  law  requiring  drugmakers  to  disclose  gifts 
to  physicians  hasn't  slowed  the  flow 

SPECIALTY 

PSYCHIATRY 

DIABETES 

INTERNAL  MEDICINE 

TOTAL  VALUE 
OF  PHARMA 
GIFTS  IN  2006 

$502,612 

$168,649 

$150,210 

INCREASE 
OVER  2005 

63% 

81% 

25% 

AVERAGE  GIFT 
PER  RECIPIENT 
IN  2006 

$45,692 

$33,730 

$9,388 

Data:  2007  report  by  the  Vermont  Attorney  General's  Office  on  the  top  100  gift  recipients 

board:  On  Sept.  7,  Senators  Chuck  Grass- 
ley  (R-Iowa)  and  Herb  Kohl  (D-Wis.) 
introduced  a  bill  requiring  detailed,  na- 
tionwide reporting  of  which  companies 
are  giving  gifts,  how  much  those  gifts  are 
worth,  and  who  is  taking  them. 

The  trade  group  Pharmaceutical  Re- 
search &  Manufacturers  says  in  a  state- 
ment that  doctors  learn  about  new  treat- 
ments from  interactions 
with  sales  reps,  and  the 
legislation  "could  dis- 
courage this  critical  edu- 
cational component." 

In  any  event,  exposing 
the  largesse  may  not  be 
enough  to  curb  it.  In  Ver- 
mont, which  passed  its 
disclosure  law  in  2002, 
payments  to  some  special- 
ists are  increasing  at  run- 
away rates  (table).  Among 


psychiatrists,  the  11  biggest  gift  recipien 
netted  an  average  of  $45,692  each  la 
year— a  119%  jump  over  what  they  got 
2005.  Julie  Brill,  Vermont's  assistant  i 
torney  general,  says  the  law  has  triggen 
a  "robust  dialogue"  among  profession 
organizations  in  the  state,  "but  I  cann 
tell  you  it  has  reduced  the  payments." 

Part  of  the  problem  is  that  even  whe 
states  insist  on  disclosure,  the  data  a 
incomplete,  inaccessible,  or  both.  Wi 
the  exception  of  Minnesota,  the  stat 
don't  release  full  details,  partly  becau 
drugmakers  say  the  payments  are  driv- 
by  marketing  strategies  that  should 
protected  as  trade  secrets. 

In  Minnesota,  patients  can  learn  he 
much  their  doctors  have  collect 
from     medical-products     make 
though  if  s  not  easy.  At  the  Mi 
nesota  Board  of  Pharmacy,  disci  i 
sures  of  pharma  gifts  are  on  a  W  l 
site,  but  they're  not  searchable 
company  or  physician  name.  "T 
data  collection  is  extremely  crudi; 
gripes  Peter  Lurie,  deputy  director  | 
consumer  advocate  Public  Citize: 
health  research  group.  The  M 
nesota  board  is  working  on  maki: 
disclosures  searchable,  says  Exe( 
tive  Director  Cody  C.  Wiberg. 


A  MIGHTY  LOBBYING  FORCE 

SENATORS  GRASSLEY  and  Kohl  1 
lieve  their  bill  will  make  up  for  I 
shortcomings  of  state  laws.  TT 
propose  that  companies  be  requii 
to  report  details  of  all  payouts  wo 
more  than  $25,  including  compl 
descriptions  of  the  gifts  and 
names  and  addresses  of  physici; 
who  receive  them.  Kohl's  press  s- 
retary,  Ashley  Glacel,  says  the  senato: 
calling  for  "a  national  registry  that  wo 
be  online  and  easily  searchable." 

Federal  and  state  legislators  are  in 
a  tough  fight  from  the  mighty  pharr 
ceutical  lobby,  which  has  beaten  b; 
most  efforts  to  restrain  drug  marketi 
Congress  passed  a  sweeping  drug-sai 
bill  on  Sept.  20,  but  not  before  stripp 
out  provisions  that  would  have  limi 
the  ability  of  pharma  companies  to 
vertise  drugs  directly  to  consumers.  A 
in  11  states  that  weighed  legislatior 
expose  pharmaceutical  gift-giving, 
bills  either  stalled  or  were  voted  dow 
That  doesn't  bode  well  for  Senal 
Kohl  and  Grassley  or  New  Jersey's  P 
gram,  says  Dr.  Jerome  Kassirer,  a  pro 
sor  at  Tufts  University  School  of  Medk 
and  drug  industry  gadfly.  "My  guess,' 
says,  "is  that  pharma  will  push  hare 
sabotage  this."  ■ 
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JM'S  HEALTH  PLAN 
IOULD  BE  CONTAGIOUS 

he  UAW's  deal  to  assume  retiree  benefits 
lay  become  a  model  for  others 


DAVID  WELCH  AND 
iNETTE  BYRNES 

IT'S  EASY  TO  UNDERSTAND  WHY 
some  former  auto  workers  are  ner- 
vous about  General  Motors  Corp.'s 
bold  plan  to  off-load  $51  billion  in 
retiree  health-care  obligations  onto 
the  United  Auto  Workers.  Just  take 
a  look  at  Caterpillar  Inc.  In  1998, 
!  equipment  giant  set  up  a  similar  type 
health-care  trust  to  defray  increases  in 
iree  medical  costs.  By  October,  2004,  it 
i  dry,  and  retirees  saw  as  much  as  $281 
ra  taken  from  their  monthly  pension 


checks.  Now  the  retirees,  union,  and  com- 
pany are  in  litigation. 

You  might  think  that  disaster  would 
make  anyone,  management  or  labor, 
think  twice  about  a  so-called  Voluntary 
Employee  Beneficiary  Association,  or 
VEBA.  Not  so.  Soaring  health-care  costs 
have  prompted  companies  and  unions  in 
a  slew  of  troubled  industries  to  set  up  the 
trusts.  The  latest,  and  by  far  the  largest, 
is  the  tentative  deal  between  General  Mo- 
tors Corp.  and  the  UAW  that  would  create 
a  roughly  $35  billion  trust— $16  billion 
less  than  current  liabilities— to  fund  and 


GETTELFINGERThe  UAW  haggled 
with  GM  for  weeks  before 
reaching  an  agreement 

administer  benefits  for  the  compa- 
ny's retirees  and  dependents.  But 
others,  including  Ford  and  Chrys- 
ler, are  expected  to  follow.  "This 
[will]  set  a  precedent,"  says  Sean 
McAlinden,  chief  economist  at  the 
Center  for  Automotive  Research 
in  Ann  Arbor,  Mich.  "There  will  be 
other  funds  like  this  created." 

For  employers  with  aging  work- 
ers and  lots  of  retirees,  a  VEBA 
may  be  the  only  way,  short  of  an 
elusive  national  health-care  plan, 
to  strip  crushing  liabilities  from 
their  books.  While  GM  will  take 
a  big  one-time  hit,  the  ongoing 
drain  of  retiree  health  care,  which 
now  costs  $1,400  per  car,  will  finally 
end.  For  unions,  a  trust  can  provide  an 
opportunity  to  safeguard  members  from 
losing  benefits  in  the  event  of  a  corporate 
bankruptcy.  There  now  are  about  12,000 
VEBAs  nationwide.  The  United  Steel- 
workers  alone  have  set  up  more  than 
40.  Last  year  the  International  Brother- 
hood of  Electrical  Workers  developed  a 
complex  one  involving  a  number  of  em- 
ployers who  contribute  funds  to  a  trust 
for  construction  tradesmen.  "The  VEBA 
is  sensible,"  says  investor  Wilbur  Ross, 
who  established  a  union-controlled  trust 
when  he  restructured  several  steel  com- 
panies. "We  figured  the  union  is  probably 
in  a  better  position  to  figure  out  how  to 
allocate  [funds]  to  the  workers." 

The  endorsement  of  a  respected  union 
leader  such  as  UAW  President  Ronald 
Gettelfinger  could  ease  the  worries  of 
labor  groups  in  other  industries  and 
prompt  them  to  follow  suit.  Certainly, 
there  are  many  companies  that  would 
love  to  unload  medical  liabilities  from 
their  balance  sheets  onto  union-led 
trusts.  One-third  of  all  large  U.S.  busi- 
nesses offer  health  care  to  current  and 
retired  workers.  And  that  group  includes 
more  than  old  industrial  outfits.  About 


Hie  Solution  to  Detroit's  Health-Care  Woes? 

the  Big  Three  transfer  long-term  medical  liability  to  a  trust  run  by  the  UAW,  here's  what  the  plan  would  look  like: 


iSSETS 

he  Big  Three  would  have 
)  seed  the  fund  with 
bout  $70  billion  in  cash 
nd  securities,  making  it 
ne  of  the  20  largest 
enefits  funds  in  the  U.S. 


LIABILITIES 

The  fund  is  supposed 
to  pay  for  an 
estimated  $100 
billion  in  medical 
costs  over  the  next 
80  years. 


COSTS 

The  Big  Three 
spend  $350  million 
a  year  to  manage 
health  benefits.  That 
would  be  the  trust's 
obligation. 


PEOPLE 

Some  1.5  million 
retirees  and 
dependents  across 
the  country  could 
draw  benefits  from 
the  fund. 


RISK 

If  the  fund's  investment  adviser 
fails  to  generate  returns  that 
match  health-care  inflation  and 
make  up  for  underfunding, 
members  could  have  reduced 
benefits. 
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Public 
employers 
witn  tight 
budgets 
alsolike 
the  plans 
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half  of  the  companies  in  transporta- 
tion, communications,  and  finance  have 
health-care  benefits  for  retired  workers. 
Noithwest  Airlines  Corp.  retirees  are 
now  building  a  VEBA  with  funds  from 
their  bankruptcy  settlement.  For  tax 
reasons,  the  trusts  are  most  appealing 
to  unionized  companies,  which  get  to 
make  big  up-front  investments  in  them 
tax-free.  They  also  can  earn  money  on 
those  funds  without  paying  the  Inter- 
nal Revenue  Service. 

Government  employers  are  also  inter- 
ested in  VEBAs— about  80%  have  retiree 
health  plans.  Paying  those  benefits  out 
of  ever-tighter  budgets  looks  perilous 
(especially  in  the  wake 
of  a  new  accounting 
rule  requiring  health 
liabilities  to  be  valued 
accurately).  So  many 
are  now  using  VEBAs  to 
help  employees  save  for 
medical  costs  tax-free. 
"Public  employers  are 
saying  'Uh-oh,  we  need 
to  do  something  about 
this,'"  says  Mark  Wilk- 
erson,  senior  consul- 
tant with  VEBA  Service 
Group,  a  Spokane  (Wash.)-based  benefit 
consultancy  which  has  worked  on  such 
trusts  with  governments  in  Washington 
and  Montana.  Still,  few  expect  public 
employees  to  let  their  employers  off  the 
hook  by  accepting  a  proposal  like  GM's, 
which  funds  only  70%  of  the  long-term 
promise.  Governments  are  a  lot  less 
likely  to  go  bankrupt  than  struggling 
Detroit  carmakers. 

Getting  a  VEBA  established  is  no  easy 
task.  GM  and  the  UAW  reached  their 
deal  only  after  weeks  of  haggling  over 
its  terms.  They  fought  over  health-care 
inflation  rates,  actuarial  tables,  assumed 
investment  returns,  and  how  much  mon- 
ey should  seed  the  trust.  Another  tricky 
issue:  whether  a  company  is  still  on  the 
hook  if  a  trust' s  investments  go  sour  (GM 
has  limited  exposure). 

Like  investment  funds  everywhere, 
VEBAs  sometimes  underperform  infla- 
tion. Truckmaker  Navistar  International 
Corp.  set  up  an  employee  trust  in  1992 
with  $500  million,  or  50%  of  liabilities, 
and  a  promise  to  put  more  money  in 
later.  The  plan  has  kept  benefits  in  place, 
but  co-pays  have  risen  and  the  VEBA 
is  underfunded.  There's  no  guarantee 
that  won't  happen  to  UAW  workers  as 
well,  but  if  s  better  by  far  than  losing 
all  of  their  retiree  medical  benefits  if 
the  companies  they  worked  for  fell  into 
bankruptcy.  H 


TELECOM  TREMORS 


WILL  A  GOOGLE  PHONE 
CHANGE  THE  GAME? 

Mobile  biggies  are  quaking  at  the  idea  of 
competition  from  a  free,  ad-based  servio 


BY  ROGER  O.  CROCKETT 

IMAGINE  YOUR  CELL  PHONE  AS 
a  mini  marketing  machine.  As  you 
head  into  your  car  after  dinner, 
a  text  alert  pops  onto  the  screen 
of  your  handset  announcing  the 
9  p.m.  lineup  at  a  nearby  cineplex. 
You  choose  the  Jodi  Foster  flick  The 
Brave  One  and  a  promo  video  for  the  next 
Warner  Bros,  release,  a  George  Clooney 
movie,  starts  running.  Afterward,  more 
text  appears,  prompting  you  to  launch 
the  phone's  Web  browser  so  that  you  can 
click  through  to  buy  the  movie's  ring- 
tones  and  wallpaper. 

That  kind  of  24/7  advertising  engage- 
ment—on a  phone,  no  less— may  sound 
like  a  nightmare.  But  what  if  you  could 


determine  the  kinds  of  products  yot1 
pitched?  Or,  when  your  flight  gets  ■ 
celed  in  a  faraway  airport,  text  mess; 
pop  up>for  the  best  hotel  deals  in  to 
No  random  insurance  ads  or  ail 
deals  for  trips  to  places  you  never  a 
Best  of  all:  Watch  or  read  the  cus 
ads,  and  your  phone  minutes  are  fre 
For  big  cell  carriers,  that's  the 
nightmare.  And  it  may  be  coming  ir 
form  of  a  Google  phone.  Wireless  in 
try  consultants  and  marketing  execu 
with  knowledge  of  Google's  plans  s 
has  been  showing  prototypes  of  a 
phone  to  handset  manufacturers  and 
work  operators  for  a  couple  of  mo 
Its  plans  have  been  kept  top  secret  ii 
Google  is  expected  to  tap  a  compari  |  >i 


jv 
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the  Pacific  Rim  that 
specializes  in  mobile 
design  and  manu- 
a  a  facturing  to  build  a 
wdl(  handset  to  its  specs. 
Google  could  then 
apply  its  expertise  in 
operating  software 
and  user  applications, 
says  Paul  Catalano,  a 
partner  at  consultan- 
cy RelevantC  Busi- 
ness Group  (RCBG). 
Google  officials  won't 
talk  about  phones,  and 
industry  sources  don't 
expect  one  before  the 
second  half  of  2008. 

Still,  Google  has 
made  it  clear  it  has  an 
interest  in  wireless. 
It  is  experimenting 
with  wireless  broad- 
band networks  in  a 
couple  of  U.S.  cities. 
In  August,  CEO  Eric 
Schmidt  announced 
his  intention  to  par- 
ticipate in  a  federal 
auction  early  next 
;ar  of  the  sort  of  radio  spectrum  that 
ould  help  pull  off  a  phone  service. 
So  far  only  a  few  outfits  in  Europe  and 
le  U.S.  have  dabbled  with  ways  to  serve 
p  ad-based  service.  Most,  like  Virgin 
lobile  USA,  have  limited  control  over  ad 
slivery  because  their  service  runs  over  a 
etwork  leased  from  one  of  the  big  play- 
:s.  Moreover,  there  are  good  reasons 
lat  advertising  accounts  for  less  than  1% 
f  phone  company  revenues:  Consumers 
:main  skittish  about  ads  on  their  phone, 
'etworks  and  handsets  are  only  now  get- 
ng  sophisticated  enough  to  deliver  col- 
rful,  location-specific  ads.  And  Verizon, 
T&T,  and  T-Mobile  have  no  interest  in 
iving  up  their  fat  service  fees. 
That  equation  goes  out  the  window, 
tough,  once  you  combine  Google's  finan- 


cial heft  with  its  ultra-sophisticated  ability 
to  target  ads  to  specific  customers.  "The 
day  is  coming  when  wireless  users  will 
experience  nirvana  scenarios— mobile  ads 
tied  to  your  individual  behavior,  what  you 
are  doing,  and  where  you  are,"  says  Linda 
Barrabee,  wireless  analyst  at  researcher 
Yankee  Group. 

BILLIONS  OF  EYES 

GOOGLE  AND  ADVERTISERS  drool 
over  the  growth  potential  in  wire- 
less. The  more  than  2Vi  billion  phones 
in  use  worldwide  exceed  the  number 
of  PCs  and  TVs  combined.  On  Sept.  17, 
Google  announced  a  Web  program  aimed 
at  advertisers  who  have  created  sites  for 
display  on  cell  phones  and  other  hand- 
held devices.  Like  its  online  ad  network, 
Google's  AdSense  for  Mobile  delivers  ads 
relevant  to  the  advertiser's  mobile  audi- 
ence. "The  sheer  volume  of  users  across 
the  globe  makes  mobile  the  next  channel 
for  information,"  says  Dilip  Venkatacha- 
ri,  director  of  product  management  for 
Google's  mobile  team. 

Why  stop  there?  The  core  of  Google's 
online  ad  strategy  has  always  been  to 
help  advertisers  target  their  ads  so  they 
fit  like  spandex  tights  with  user  inter- 
ests. Employing  technologies  that  figure 
out  where  callers  are  and  where  they're 
headed  boosts  advertising  prices  by  50%, 
according  to  studies  by  RCBG. 

A  number  of  existing  strategies  by 
smaller  companies  offer  a  glimpse  into 
how  Google  might  play  its  wireless  hand, 
once  all  the  cards  have  been  dealt.  Blyk, 
a  wireless  startup  that  made  its  debut 
in  Britain  on  Sept.  24,  offers  free  mobile 
phone  calls  and  text  messages  for  people 
aged  16  to  24  who  agree  to  let  companies 
such  as  L'Oreal,  McDonald's,  and  Coca- 
Cola  send  text  ads  to  their  handsets.  Blyk 
leases  space  on  European  carrier  Orange's 
network  in  Britain,  but  it  operates  its  own 
billing  and  marketing  system.  That  lets  it 
retain  full  control  of  valuable  customer  in- 
formation and  avoid  sharing  ad  revenues 


baling  Up  Ads 

Marketers  will  spend  $2.7  billion  on  mobile-phone  advertising  this  year. 
Here  are  some  of  the  ways  they're  tailoring  ads  to  handsets: 

AD  MODEL                                                                                                                TREAMIHQVU' 

ADVERTISER 

Hilton  Hotels                        .  Hyundai                                 U.S.  Navy 

HOW  IT  WORKS 

The  company  sent  text            Hyundai  built  brand               At  mobile  Web  sites  such 
messages  on  special  deals       awareness  by  placing              as  ESPN,  users  click  on 
to  phones  of  people  who          static  banner  ads  on                a  Navy  link.  If  their 
agreed  to  receive                     Sprint's  mobile  Web                phone  plays  video,  they 
promotions;  10%  to  25%          portal.  Users  clicked  for          get  a  clip  of  boats 
responded.                              info  on  selected  cars.              crashing  over  waves. 

with  the  carrier.  Users  fill  out  detailed 
information  about  their  lifestyles,  areas 
of  interest,  and  brand  preferences.  Those 
who  agree  to  receive  tailored  ads  get  43 
minutes  per  month  of  free  mobile  voice 
service  and  217  free  text  messages. 

In  the  U.S.,  a  service  from  Virgin  Mo- 
bile called  Sugar  Mama  offers  subscrib- 
ers a  chance  to  earn  free  minutes  if  they 
agree  to  view  tailored  ads.  As  of  August, 
more  than  425,000  people  had  signed 
up.  They  can  choose  to  have  text  ads  in 
the  form  of  quizzes  and  games  sent  to  a 
phone  a  couple  of  times  a  week;  play  the 
games  and  you  earn  minutes. 

The  big-time  carriers  already  have  ban- 
ner ads  from  companies  such  as  Avis  or 
the  Discovery  Channel  on  the  pages  of 
their  mobile  Web  portals.  But  don't  expect 
the  phone  giants  to  change  their  business 
model  if  they  don't  have  to.  A  Verizon 
spokesman  says  the  incremental  dollar 
value  of  advertising  pales  next  to  the  cost 
of  losing  customers  who  don't  like  ads. 
Says  AT&T  Mobility's  Mark  Collins,  vice- 
president  for  consumer  data:  "We  don't 
believe  in  a  world  where  you  have  to  give 
everything  away  for  free." 

That's  precisely  what  Google  repre- 
sents. Even  without  a  network,  Ven- 
katachari  says  Google  plans  to  connect 
mobile  advertisers  with  users  based 
on  information  from  its  search  engine, 
maps,  and  other  software,  just  as  it  has 
done  on  the  desktop.  Via  Google  search, 
for  example,  an  advertiser  learns  a  user 
is  at  the  corner  bakery  in  downtown 
Chicago.  And  it  learns  the  person  has 
a  taste  for  sweets.  Wireless  carriers 
have  customer  information  as  well,  but 
"they  are  not  a  data  warehouse,  the  way 
Google  is,"  explains  Richard  Siber,  prin- 
cipal of  SiberConsulting. 

If  Google  decides  to  spend  the  $4.6  bil- 
lion that  may  be  needed  to  win  the  spec- 
trum auction,  analysts  speculate  that  it  has 
several  options:  continue  its  broadband  ex- 
pansion, or  perhaps  buy  a  wireless  carrier, 
such  as  beleaguered  Sprint  Nextel.  Then 
it  could  launch  the  first  ad- 
supported,  and  free,  nation- 
wide phone  service.  "Google  is 
the  first  gambler  sitting  down 
with  as  big  a  bankroll  as 
the  carriers  have,"  says  John 
du  Pre  Gauntt,  a  wireless  in- 
dustry analyst  for  researcher 
eMarketer.  "By  playing  in 
wireless,  they  have  caused 
people  to  look  at  the  industry 
in  a  different  way."  ■ 

-With  Jennifer  L.  Schenker 
in  Paiis  and  Olga  Kharif 
in  Portland,  Ore. 
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A  beautiful 
addition  to  the 
New  York 
street  scene. 


New  York  has  opted  for  an  innovative  new 
approach  to  street  furniture  from  CEMUSA, 
a  subsidiary  of  FCC,  in  the  largest  urban 
furniture  contract  ever  awarded  in  the  US. 

We  are  providing  3,300  bus  stop  shelters 
and  330  newsstands  across  New  York. 

We're  using  leading  international  designers  to 
bring  a  stylish  new  look  to  the  City's  streets. 

CEMUSA  already  successfully  manages 
street  furniture  contracts  in  Miami  and  Boston 
and  San  Antonio  and  over  a  hundred  other 
cities  worldwide. 

It's  another  example  of  the  diversity  of  our 
operations,  the  geographic  spread  of  our 
business  and  the  economic  scale  of  our  projects. 
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www.fcc.es 


From  departure  to  arrival,  I'm  ready  to  take  on  the  world 


You  step  off  that  plane,  and  business  becomes  your  game. 
Are  you  ready?  With  one  of  the  largest  global  networks  and  728  connecting  flights, 
we'll  be  the  pillar  that  helps  you  achieve  success  in  your  business. 
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ESSAY 


The  Power 
Players 


Presenting  the  BusinessWeek  Power  100. 
our  first-ever  ranking  of  the  most 
influential  people  in  the  world  of  sports 


BY    TOM    LOWRY    &    PETER    KEATING 


IT  MAY  BE  EASIER  TO  SINK  A  HOLE  IN  ONE  AT  THE  MASTERS 
than  it  is  to  define  clearly  what  constitutes  power  in  sports.  Is  it 
Alex  Rodriguez  swatting  homer  after  homer?  Or  NFL  Commis- 
sioner Roger  Goodell  disciplining  players  and  coaches?  Maybe 
it's  Coke's  marketing  chief,  Katie  Bayne,  doling  out  hundreds  of 
millions  of  dollars.  Or  NBA  Commissioner  David  Stern  schem- 
ing to  make  basketball  the  dominant  global  sport  instead  of 
soccer.  It's  all  of  these,  of  course,  but  we  accept  that  you  could  spend 
hour  after  hour  on  one  of  those  sports  radio  shows  jabbering  about  who 
has  real  clout  and  who  doesn't.  With  star  quarterback  and  dogfighting 
impresario  Michael  Vick  serving  as  a  recent  example,  we  also  accept 
that  power  in  sports  is  ephemeral. 


The  stories  you're  about  to  read  ex- 
amine how  power  manifests  itself  in  the 
sports  world.  To  ensure  that  we  brought 
a  full  range  of  expertise  to  bear,  we  com- 
bined this  publication's  business  insights 
with  the  encyclopedic  sports  knowledge 
of  the  writers  and  editors  at  ESPN  The 
Magazine.  Some  of  the  stories,  including 
this  essay,  were  collaborations  between 
ESPN  and  BusinessWeek  writers. 

BusinessWeek  also  ranked  the  100  most 
powerful  people  in  sports.  (ESPN  The 
Magazine,  a  strong  sports  brand  in  its  own 
right,  did  not  participate  in  the  ranking.) 
To  figure  out  who  should  be  on  the  list  and 
in  which  position,  BusinessWeek  assembled 
a  panel  of  20  seers  from  sports  and  media. 
(Their  names  are  on  the  next  page.)  We 
gave  our  panelists  several  criteria.  Among 
them:  how  individuals  rate  vs.  their  peers; 
how  much  money  they  control,  generate, 


or  influence;  how  lasting  their  impact  on 
a  sport  or  the  larger  world  of  sports  will 
be.  For  additional  help,  we  turned  to  you. 
In  four  weeks,  160,000  fans  stormed  busi- 
nessweekcom  to  nominate  their  favorite 
power  brokers. 

No  ranking  is  perfect.  And  we  expect— 
and  encourage— readers  to  debate  the  final 
BusinessWeek  Power  100  (page  53).  We  also 
wrote  about  a  dozen  contenders  who  are 
relative  unknowns  but  influential  all  the 
same  (page  64). 

If  we  learned  one  thing  from  this  pro- 
ject, it  is  that  today's  sports  potentates  are 
nothing  like  the  luminaries  of  yore.  For 
most  of  the  past  half  century,  the  clout  was 
concentrated  mostly  in  the  hands  of  gentle- 
man owners  whose  very  names  were  iconic 
in  other  fields:  Busch,  Hess,  Wrigley  With 
their  owners'  fortunes  made  elsewhere, 
the  teams  were  rich-man  trophies.  But  in 


the  past  decade  or  so,  sports  has  becor . 
not  only  a  big  business  but  a  highly  profet 
sional  one,  too.  Walk  through  a  team 
league  office  today,  and  you  might  as  wv 
be  taking  a  tour  of  a  cubicle  farm  at  at 
corporation.  Sit  in  on  a  meeting  of  spoi 
executives,  and  you  hear  talk  about  ent< 
prise  value  (what  a  team  would  be  won 
if  it  were  taken  over),  merchandise  righ 
debt  capital,  personal  brand  values,  ai 
securitization  of  stadium  naming  rights. 
Inside  this  new  sports  world  order 
as  much  MBA  as  MVP— the  teams,  t; 
leagues,  and  their  respective  commissic 
ers  play  ever  more  vital  roles.  They  cont 
hefty  sponsorships  and  valuable  broada 
and  digital  rights  as  they  pursue  an  int 
national  audience.  The  obsessive  use 
statistics  to  quantify  a  ballplayer's  vali 
perfected  by  Oakland  A's  General  Me 
ager  Billy  Beane  in  the  late  1990s— a 
chronicled  in  the  best-seller  Moneyball- 
applied  to  all  aspects  of  sports  today.  T 
value  of  the  average  National  Footb 
League  franchise  is  expected  to  exceed 
billion  in  a  few  years,  up  from  $250  milli 
a  decade  ago.  With  more  people  able 
buy  their  way  into  sports  but  with  a  limil 
number  of  teams— 122  in  pro  hockey,  ba 
ball,  football,  and  basketball  combinec 
the  stakes  grow  higher.  "Because  these : 
much  bigger  businesses  today,  they  have 
be  run  in  more  sophisticated  ways,"  Si 
Randall  Campbell,  managing  director 
Societe  Generate,  a  big  sports  financ 
"Whole  new  industries  of  financial  a 
professional  services  cater  to  sports  nov 


44  I  BusinessWeek  I  October  8,  2007 


Driving  much  of  the     HEADLINER 

»wth  in  value  are  the  Kobe  Bryant 
hts  sold,  at  escalat-  (No.  88  on 
;  prices,  to  deliver  the  the  list) 
nes  to  the  masses,  be 
n  TV,  radio,  the  Web,  or  your  cell  phone, 
afs  why  media  executives,  whose  com- 
lies  help  fill  team  and  league  coffers, 
ik  so  prominently  on  the  Power  100. 
Drts  is  one  of  the  last  forms  of  televised 
:ertainment  that  remain  mostiy  TiVb- 
>of  and  can  draw  a  mass  audience.  And 
it's  why  Dick  Ebersol  (No.  7  on  our 
),  chairman  of  NBC  Universal  Sports  & 
mipics,  is  one  of  the  most  lauded  execu- 
js  at  parent  General  Electric  Co. 
Another  group  wielding  enormous 
wer  as  companies  become  more  deeply 
ibedded  in  sports:  corporate  marketers, 
arly  half  a  century  ago  a  Cleveland  law- 
•  named  Mark  McCormack  helped  cre- 
the  sports  marketing  industry  when 
began  representing  his  good  friend, 
fer  Arnold  Palmer  (No.  76).  That  in 
n  gave  rise  to  the  talent,  marketing, 
i  promotions  giant  IMG,  now  owned 
Ted  Forstmann  (No.  26).  And  Dallas 
wboys  owner  Jerry  Jones  (No.  53)  may 
/e  changed  the  game  himself  in  1995 
en  he  defied  the  NFL  and  sold  sponsor- 
p  rights  at  Texas  Stadium  to  the  likes  of 
ce  and  PepsiCo.  Today  companies  are 
illing  out  billions  of  dollars  to  put  their 
inds  on  everything  from  stadiums  to 
ivling  balls.  Tony  Ponturo  (No.  20),  for 
e,  chief  sports  marketer  for  Anheuser- 
sch  Cos.,  gets  to  decide  where  to  spend 


With  more  people  able  to  buy  their  way  into  sports  but  with  a 
limited  number  of  teams,  the  stakes  are  getting  higher 


tre  than  $300  million  a  year 
Of  course,  nobody  would  be  spending 
;  bucks  for  tickets  to  the  game  or  for 
:  extra  sports  tiers  on  cable  if  it  weren't 

the  athletes,  especially  those  marquee 
ks  not  requiring  a  full  name:  Tiger 
3.2),  Peyton  (No.  13),  LeBron  (No.  19), 
tod  (No.  28),  and  Kobe  (No.  88).  They 

the  draw.  That's  why  individual  brand 
sports  has  never  mattered  more.  Salaries 
/e  made  players  rich  (the  average  sal- 
'  for  a  Major  League  Baseball  player, 

example,  is  nearly  $3  million),  and 
a;e  endorsement  deals  make  them  even 
tier.  "Nothing  is  as  powerful  as  an  iconic 
yer,"  says  Howard  Nuchow,  head  of  rep 
mcy  GAA  Sports.  "They  have  more  sway 
in  ever  before.  They  can  lift  a  league." 


Just  35  years  ago,  Pittsburgh  Pirates  third 
baseman  Richie  Hebner  went  home  to 
New  England  in  the  winter  to  earn  a  few 
bucks  as  a  gravedigger.  Today  an  athlete's 
first  priority  in  the  off-season  might  be 
having  his  agent  get  him  on  MTV  Cribs  to 
showcase  his  house  and  fleet  of  cars. 


Managing  all  that  wealth  and  all  the 
other  new  riches  bubbling  up  from  mod- 
ern sports  has  made  the  most  physical  of 
all  industries  the  ultimate  white-collar 
enterprise,  where  success  is  measured  by 
two  types  of  ROE:  return  on  equity  and 
return  on  ego.  ■ 


The  Power  100  Panelists  SHANE  BATTIER  NBA  forward  AMANDA  BEARD  Olympic  swimmer  BILL 
COWHER  retired  NFL  coach  CARL  EDWARDS  NASCAR  driver  BRAD  FAXON  PGA  golfer  SAL 
GALATIOTO  president,  Galatioto  Sports  Partners  MARK  GANIS  president,  SportsCorp.  MARTINA 
HINGIS  tennis  star  RICK  HORROW  CEO,  Horrow  Sports  Ventures  MARK  KRIEGEL  author,  columnist 
TOMMY  LASORDA  baseball  legend,  Hall  of  Famer  LISA  LESLIE  WNBA  center  DAVID  MARTIN 
president,  InterBrand  NEAL  PILSON  consultant,  former  president,  CBS  Sports  MICHAEL  RAPKOCH 
founder,  Sports  Value  Consulting  SCOTT  ROSNER  lecturer,  University  of  Pennsylvania  Wharton  School 
MARK  SPITZ  swimming  legend  GLENN  STOUT  author,  editor,  The  Best  American  Sports  Writing  series 
PAT  SUMMITT  head  coach,  University  of  Tennessee  Lady  Volunteers  PAUL  SWANGARD  managing 
director,  Warsaw  Sports  Marketing  Center...AND  THE  FANS 
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Dreams  are  good. 


Realities  are  better 
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What  if  today  were  Someday?  The 
day  you  got  to  buy  your  dream  house. 
The  day  you  got  to  take  your  company 
global.  Or  the  day  you  got  to  start  your 
own  business.  Well,  today  is  Someday. 
Because  no  matter  what  your  dream 
is,  or  how  seemingly  impossible,  we 
have  the  resources  to  help  you  succeed: 
financial  guidance,  capital,  loans,  credit 
cards,  innovative  ideas  and  services. 
Together,  these  resources  add  up  to 
one  Citi,  with  one  goal  -  turning  your 
dreams  into  realities.  Today  is  Someday. 
Citi.  Let's  get  it  done. 

citi.com/letsgetitdone 


let's  get  it  done' 
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PROFILES 


Roger  Goodell 

The  NFL  boss  expects  scandals.  What 
keeps  him  up  at  night  is  maintaining 
momentum  in  a  shifting  media  landscape 

BY    GEOFF    GLOECKLER    AND    TOM    LOWRY 


EVERY  DAY,  ROGER  GOODELL  IS  REMINDED  OF  THE 
importance  of  conviction.  Hanging  on  the  wall  of  the 
National  Football  League  Commissioner's  Park  Avenue 
office  is  a  framed  letter  that  his  late  father,  New  York  Sena- 
tor Charles  E.  Goodell,  sent  to  President  Richard  Nixon 
denouncing  the  war  in  Vietnam.  Few  Republican  lawmak- 
ers at  the  time  came  out  against  the  conflict,  and  Senator 
GoodelPs  stance  would  eventually  cost  him  his  political  career. 

In  his  second  season  running  the  NFL,  Goodell  is  every  bit  as  unbowed 
as  his  father  when  it  comes  to  managing  one  of  the  most  sprawling,  com- 
plex businesses  in  sports.  Quick  and  forceful  decisions  about  quarterback 
Michael  Vick's  dog-fighting  escapades,  Patriots  Coach  Bill  Belichick's 


spying  on  an  opposing  team,  and  new 
policies  to  protect  players  who  suffer  con- 
cussions are  helping  to  define  Goodell 
as  the  kind  of  executive  who  goes  with 
his  gut.  That  management  style  sets  him 
apart  from  his  predecessors:  the  cerebral, 
lawyerly  Paul  Tagliabue  and  the  smooth- 
talking  marketer  Pete  Rozelle. 

But  the  48-year-old  former  high  school 
jock  (he  lettered  in  three  sports)  will  need 
all  the  conviction  he  can  muster  if  he  is  to 
protect  the  NFL's  stellar  brand  and  push 
the  league,  whose  yearly  revenues  top  $6 
billion,  to  the  next  level.  "If  s  an  awesome 
responsibility,"  says  Goodell,  "not  only 
to  maintain  the  level  of  success  the  NFL 
has,  but  to  build  on  that."  He  adds  with  a 
smile,  "I  am  awake  a  lot  of  nights." 


Goodell  isn't  especially  communica- 
tive, but  you  can  imagine  what  keeps  him 
up:  A  larger  global  presence  remains  elu- 
sive, the  game's  violence  and  impact  on 
players'  health  faces  greater  scrutiny,  and 
off-the-field  shenanigans  pose  potential 
risks  to  the  NFL's  integrity. 

Goodell  inherited  a  league  he  helped 
build  from  a  collection  of  largely  mom- 
and-pop  operations  into  a  sophisticated 
entertainment  business  requiring  consen- 
sus among  32  teams  and  leaders  of  the 
players'  union.  He  has  spent  his  entire  ca- 
reer at  the  NFL,  starting  out  in  1982  as  an 
intern  in  the  league's  public  relations  de- 
partment. A  quick  learner,  Goodell  caught 
the  attention  of  Commissioner  Rozelle 
and  became  a  key  deputy  to  Tagliabue.  He 


credits  both  for  where  he  is  today.  "Thi 
taught  me  the  important  aspects  of  tli 
job,"  he  says.  "And  that  was  my  MBA.  Thl 
was  my  opportunity  to  learn  about  ho 
you  can  do  this  job  as  well  as  possible,  ai 
do  it  your  own  way."  Goodell  was  put 
charge  of  initiatives  that  drove  the  NFI 
growth  over  the  past  decade— billions 
dollars  in  TV  rights  deals,  corporate  spo 
sorships,  and  new-stadium  constructic 
That's  why  even  though  some  185  nam 
were  floated  initially  as  possible  succe 
sors  to  Tagliabue  two  years  ago,  includi: 
Condoleezza  Rice  and  Jeb  Bush,  the  j 
was  always  considered  Goodell's  to  lose'. 

Goodell  tends  to  view  the  NFL  as 
large  corporation  with  32  divisions.  T 
fans  are  his  customers.  "We  operate  a 
very  high  level,"  he  says.  "I  talk  to  CE 
that  run  Fortune  500  companies  abc 
what  they  do  to  be  successful.  And  we  a 
ply  some  of  the  same  principles."  Amo 
his  confidants  are  Bob  Iger  of  Walt  D 
ney,  Jeff  Immelt  of  General  Electric,  a 
Sam  Palmisano  of  IBM. 

At  the  league,  Goodell's  inner  cir 
of  advisers  includes  a  team  of  execut 
vice-presidents:  Eric  Grubman,  a  font 
Goldman  Sachs  &  Co.  banker;  Jeff  Pa 
who  once  worked  at  the  same  law  firm 
Tagliabue;  Joe  Browne,  the  longtime  pi 
He  relations  chief  who  started  at  the  leag 
as  a  high  schooler;  and  Steve  Bornste 
the  former  head  of  ESPN  who  oversi 
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the  league's  cable  channel,  NFL  Network. 
Among  the  issues  about  which  Goodell 
has  sought  advice:  preparing  a  disciplin- 
ary policy  for  erring  players;  bringing  the 
operation  of  NFL.com  in-house  (it  had 
been  outsourced  to  CBS  SportsLine.com); 
and  shutting  down  the  money-losing  NFL 
Europa.  The  league's  international  strat- 
egy will  now  center  on  hosting  up  to  two 
regular  games  abroad— a  move  Goodell 
hopes  will  win  over  new  fans  as  baseball 
and  basketball  have  done. 

Goodell  also  has  been  talking  a  lot  about 
bringing  more  innovation  to  pro  football. 
For  example,  he  is  considering  putting 
Motorola  transmitters  in  the  helmets  of 
offensive  linemen  so  they  can  hear  the 
quarterback  That  would  help  keep  play- 
ers from  jumping  offside,  meaning  fewer 
penalties  and  a  faster  game.  And  while  he 
sees  TV  as  the  best  way  to  reach  fans— after 
all,  the  networks,  ESPN,  and  DirecTV  pay 
the  NFL  $3.7  billion  a  year  for  the  rights 
to  air  games— he  is  constantly  assessing 
the  changing  media  landscape.  "There's  a 
whole  new  generation  coming  up,"  he  says. 
"We  have  to  be  responsive  to  that." 

What  worries  Goodell  most,  though,  is 
complacency,  allowing  the  years  of  suc- 
cess as  a  brand  and  a  business  to  lull  the 
NFL  into  a  false  sense  of  security.  Making 
the  tough  calls  on  Vick  and  Belichick  was 
the  easy  stuff.  Staying  No.  1  is  something 
else  altogether. 


Scott 
Boras 


BY    MATTHEW    COLE 

The  uber-agent  uses  data  mining  to 
attract  baseball  talent 

CONVENTIONAL  WISDOM  SUG- 
gests  it's  lonely  at  the  top.  But 
if  so,  Scott  D.  Boras  doesn't 
seem  to  mind.  Boras,  54,  is 
the  most  successful  agent  in 
baseball,  and  possibly  the  most  power- 
ful figure  in  the  game.  Sports  agents 
have  long  been  characterized  as  sleazy 
moneymen,  willing  to  do  anything  to 
get  a  higher  price  for  their  client.  Boras 
is  no  exception.  He  has  been  called  the 
Most  Hated  Man,  and  the  Ruin  of  the 
American  Pastime.  "When  you  negotiate 
between  millionaires  and  billionaires," 


Boras  has  said,  "it's  hard  to  be  a  sympa- 
thetic figure." 

Nonetheless,  Boras'  pioneering  use  of 
game  statistics  to  help  his  clients  train  and 
perform  better  has  helped  him  negotiate  $3 
billion  in  player  contracts  over  the  past  30 
years,  including  $252  million  over  10  years 
for  Alex  Rodriguez,  the  largest  deal  ever.  As 
such,  he  is  a  trendsetter.  Jeff  Moorad,  a  for- 
mer agent  and  now  an  executive  vice-presi- 
dent with  the  Arizona  Diamondbacks,  says 
Boras  is  at  the  industry's  vanguard.  When 
it  comes  to  training,  he  says,  "Scott  has 
taken  the  lead  in  the  current  thinking." 

Boras  grew  up  the  son  of  a  farmer  south 
of  Sacramento,  Calif.,  and  was  devoted  to 
baseball.  During  his  five-year  career  in  the 
minor  leagues,  he  studied  the  business  of 
pharmaceuticals  at  the  University  of  the 


Pacific,  where  he  learned  how  to  mark 
new  drugs  and  products  by  setting 
speculative  value— a  skill  perfectly  suit 
for  selling  young  baseball  players  w! 
have  never  played  in  the  big  leagues.  1 
followed  that  up  with  a  law  degree  b 
quickly  ended  up  back  in  baseball,  neg 
tiating  minor  league  contracts  for  his  f< 
mer  teammates.  By  1980,  he  had  decid 
his  calling  was  as  a  baseball  agent. 

What  differentiates  Boras  from  1 
peers  and  lends  him  his  power  is  how 
uses  stats.  Baseball  is  a  game  of  histc 
and  numbers.  Boras'  approach  has  be 
to  identify  and  organize  data— stats— ii 
way  that  can  explain  his  players'  peril 
mance  or  help  them  study  their  succc 
and  failures  on  the  field. 

In  the  early  1990s  Boras  brought  ii 
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HEARD  ON  BROADWAY 
MONDAY  2:29  PM 

Guy  with  PDA:  I  love  it.  How  soon  can  we 
get  this  into  stores? 

Short  guy:  Six  months,  maybe  seven. 

Guy  with  PDA:  What  can  we  do  in  six  weeks? 

Short  guy:  Change  the  color? 

While  other  people  talk  about  getting  to  market  faster, 
we  can  help  you  get  to  market  faster.  IBM  worked  with 
Clarion  Malaysia  to  speed  product  innovation,  reducing 
design  cycle  time  by  half.  See  how  at  ibm. com/do/costs 

STOP  TALKING 
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HEARD  ON  RED-EYE  TO  FRANKFURT 
WEDNESDAY  6:15  AM 

Pink  argyles:  How  are  we  doing  on  the 
global  collaboration  plan? 

Barefoot:  We're  having  trouble  getting 
buy-in  from  the  local  offices. 


You've  heard  everyone  talk  about  innovative  business 
models,  but  IBM  has  the  experience  to  help  you  actually 
get  it  done.  Download  our  white  paper  "The  Power  of  Many" 
at  ibm.  com/do/collaboration 
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lSA  computer  scientist  and  a  Harvard 
jnomics  major  to  put  together  a  da- 
rase  with  stats  from  1871  to  the  pres- 
t  day.  The  system,  which  cost  millions 
dollars  to  build,  keeps 
)re  of  every  pitch  and  at- 
t  in  the  major  leagues  in 
d  time.  The  Boras  Corp. 
adquarters  in  Newport 
ach,  Calif.,  resembles  a 
ill  Street  trading  firm: 
ws  and  rows  of  desks 
ed  with  flat-screen  pan- 
:  displaying  tickers  of 
-to-the-minute  data  of 
ents'  performance. 
Since  Boras  can't  guar- 
tee  his  players  will  per- 
■m,  he  has  put  in  place 
reral  elements  to  make 
re  they  have  everything  they  need  to  do 
.  In  2003  he  opened  a  training  institute 
nearby  Aliso  Viejo  with  a  former  major 
igue  trainer  to  give  his  young  clients  a 
dlity  and  training  program  dedicated  to 
eir  individual  talents  and  positions.  He 


Boras  was 
the  first 
to  assert 

authority 

oyer 
training 


was  the  first  in  his  industry  to  take  athletic 
training  away  from  baseball  teams— to 
much  initial  grumbling  from  the  coach- 
es—supplanting them  as  the  authority 
on  how  to  condition  and 
take  care  of  players.  Boras 
says  the  idea  is  to  make 
sure  his  clients  have  all  the 
tools  to  fulfill  the  expec- 
tations of  their  contract. 
"You  keep  great  players 
in  the  game  longer,  you 
increase  the  level  of  play, 
and  thereby  increase  the 
revenues  because  the  fans 
will  be  more  interested  in 
seeing  great  players  play." 
Come  November,  Boras 
is  poised  to  break  his  re- 
cord with  a  new  $300  mil- 
lion contract  for  Rodriguez,  for  which  his 
take  is  5%.  And  his  future  looks  bullish. 
After  all,  baseball  is  the  only  major  sport 
without  a  salary  cap.  Plus,  if  s  breaking  at- 
tendance records,  and  MLB's  annual  rev- 
enue—roughly $6  billion  this  year— con- 


tinues to  grow  at  a  double-digit  pace.  The 
upshot:  Boras  can  ask  for  ever-increasing 
salaries  for  his  clients.  That' s  power. 


James 
Delany 

BY    GEOFF    GLOECKLER 


On  his  watch,  the  Big  Ten  Conference 
"has  become  a  major  corporation" 

JAMES  E.  DELANY  HAS  NEVER  BEEN 
one  to  walk  away  from  a  fight.  For 
nearly  two  decades  he  has  pre- 
sided over  the  Big  Ten— one  of  the 
oldest  and  most  profitable  college 
sports  conferences,  which  includes  every- 
thing from  basketball  to  track  and  field. 
In  that  time  he  has  taken  on  all  comers- 
university  presidents,  athletic  directors, 
crazed  fans,  Congress— all,  he  says,  with 
the  aim  of  improving  college  sports. 

Most  recendy,  Delany,  59,  has  been 
tangling  with  cable  executives  who  are 
reluctant  to  carry  the  Big  Ten  Network, 
a  new  partnership  with  Fox  that  carries 
a  mix  of  games  and  classic  sports  high- 
lights. Pushing  around  the  cable  guys 
is  hard  enough  for  media  moguls,  let 
alone  a  league  commissioner.  But  for  the 
most  powerful  man  in  the  most  power- 
ful conference,  if  s  just  another  battle  he 
intends  to  win.  "Jim  is  part  of  the  Big  Ten 
team,"  says  Myles  Brand,  director  of  the 
National  College  Athletic  Assn.  "He's  go- 
ing to  do  everything  in  his  power  to  make 
sure  his  team  wins." 

Delany  has  been  throwing  his  weight 
around  since  joining  the  Big  Ten  in  1989. 
He  led  the  push  for  gender  equality;  he 
helped  negotiate  a  multibillion-dollar 
deal  with  CBS  Corp.  for  rights  to  the 
NCAA  basketball  tournament;  he  added 
Penn  State  to  his  roster  of  schools,  as  well 
as  $95  million  to  his  conference's  rev- 
enues. "The  Big  Ten  has  become  a  major 
corporation,"  says  Lee  Corso,  football  an- 
alyst on  ESPN's  College  GameDay.  "And 
if  s  because  Delany  runs  it  that  way." 

For  the  most  part,  Delany  keeps  a 
low  profile.  A  former  athlete— he  played 
basketball  at  the  University  of  North 
Carolina  at  Chapel  Hill— he  says  he  was 
probably  more  widely  recognized  when 
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he  was  20  years  old  than  he  is  now.  "But 
that's  not  a  bad  thing,"  he  says. 

He  may  be  alluding  to  his  support  for 
the  oft-criticized  Bowl  Championship  Se- 
ries (BCS).  In  the  eyes  of  many  fans,  Delany 
is  standing  in  the  way  of  a 
real  football  playoff.  Fans 
want  a  matchup  more  like 
the  one  used  in  college  bas- 
ketball, where  teams  are 
divided  into  brackets  and 
compete  in  a  single-elimi- 
nation, winner-take-all 
tournament.  Instead,  teams 
make  the  cut  based  on  a 
complex  equation  of  polls 
and  computer  averages. 

A  sports  fan  himself, 
Delany  understands  the 
appeal  of  a  playoff.  But  his 
fear  is  that  such  a  setup 
would  erode  the  value  of 
the  regular  season.  For 
his  11  schools,  the  excite- 
ment—and ticket  sales— generated  by 
regular  season  games  are  unmatched. 
Take  away  the  importance  of  the  regu- 
lar season  by  introducing  a  playoff,  and 
the  attendance  numbers  could  plummet, 


Delany 
aims  to 

get  his 

new 
Big  Ten 
Network 
on  cable 


along  with  revenues.  "It's  simply  not  in 
our  best  interests,"   Delany  says.  "We 
started  the  BCS  to  create  a  healthier  bowl 
environment.  We  didn't  see  it  as  a  first  step 
toward  a  full-fledged  NFL-style  playoff." 
The   debate   over   the 
BCS  isn't  likely  to  disap- 
pear, but  Delany  hopes  the 
obstacles  standing  in  the 
way  of  the  Big  Ten  Net- 
work can  be  worked  out 
sooner  rather  than  later. 
"We  found  a  good  partner 
in  Fox  and  a  willingness 
from  our  schools  to  take 
some  risk  on  it,"  Delany 
says.  But  persuading  the 
cable  guys  remains  a  chal- 
lenge. Delany  wants  the 
network  to  be  part  of  the 
basic  cable  package  in  Big 
10  states  and  is  looking  for 
around  $1  per  subscriber. 
So  far  the  five  major  cable 
companies  have  balked.  "There  are  only 
eight  networks  that  get  more  than  50cf," 
says  Derek  Baine,  senior  media  analyst 
at  Kagan  Research.  "I  don't  think  that 
kind  of  a  rate  is  going  to  fly."  For  now, 


the  Big  Ten  Network  is  available  only 
DirecTV,  EchoStar,  and  Insight  Commu 
cations— the  ninth-largest  U.S.  cable  p, 
vider.  Comcast  Corp.  has  ended  talks  ah 
adding  BTN,  but  Delany  remains  typia 
undaunted.  "I'm  hoping  a  year  from  n 
things  will  feel  better  for  everybody." 


LaDainiaiu 
Tomlinson 


BY    MARK    HYMAN 

A  clean  image  has  won  the  footba 
player  outsize  endorsements 

LADAINIAN  "L.T."  TOMLINS 
doesn't  wield  as  much  cl< 
as  Peyton  Manning,  the 
dianapolis  Colts  quarterb; 
whose  string  of  endorseme 
catapulted  him  to  the  No.  13  spot 
BusinessWeek's  Power  100.  But  Tom] 
son,  a  running  back  with  the  San  Di< 
Chargers,  is  developing  his  own  bn 
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power:  a  scrubbed,  socially  conscious 
lage  that  has  won  him  his  share  of  cor- 
•rate  deals— with  Nike,  Campbell  Soup, 
'&T,  ESPN  Radio,  and  others— and  has 
ade  him  a  role  model. 
Tomlinson  and  his  marketing  agent, 
an  Zucker,  are  trying  to  build  a  Tom- 
ison  brand  by  emphasizing  the  dual 
ipeal  of  his  athletic  performance  and  his 
lilanthropic  endeavors  off  the  field.  It's 
[work  in  progress.  In  research  conduct- 
j.  by  Davie  Brown,  a  Los  Angeles  firm 
at  measures  celebrity  wattage,  Tomlin- 
n's  face  or  name  was  recognized  about 
)%  of  the  time,  vs.  more  than  50%  for 
anning.  Those  who  knew  Tomlinson, 
ough,  rated  him  the  most  trustworthy 
PL  player  and  the  most  effective  corpo- 
te  spokesman.  "People  who  know  him 
ally  like  him,"  says  Scott  Sanford,  senior 
rector  of  talent  at  Davie  Brown,  which 
presented  AT&T  in  talks  that  resulted  in 
>mlinson's  pitching  for  the  telecom  gi- 
lt. "Those  scores  are  off  the  charts." 
Tomlinson,  28,  has  a  life  story  that 
sonates  with  fans  and  chief  market- 
g  officers  alike.  He  grew  up  near 
iaco,  Tex.,  raised  by  a  single  mother 
iho  scraped  together  about  $250  so 
12-year-old  Tomlinson  could  attend 
summer  football  camp  hosted  by  his 
alias  Cowboys  idol,  Emmitt  Smith. 


After  that  camp,  Tomlinson  never  con- 
sidered a  sport  other  than  football. 

Since  becoming  a  wealthy  player— he 
brings  in  an  estimated  $7  million  to  $8  mil- 
lion a  year  in  salary  and  endorsements— 
Tomlinson  has  become  a  modest  philan- 
thropist. Each  year  his  Touching  Lives 
Foundation  funds  three  football  camps  and 
awards  $1,000  scholarships  to  25  college- 
bound  students.  And  he  doesn't  shy  away 
from  structuring  endorsements  to  reflect 
his  values.  When  Nike  approached  with 
an  offer  to  put  his  name  on  a  kids'  shoe, 
"Scream  LT,"  Tomlinson  insisted  that  the 
sneaker  retail  for  no  more  than  $50.  "I 
didn't  want  it  to  be  priced  where  many  kids 
couldn't  afford  it,"  he  says. 

That  Tomlinson  is  an  outstanding  foot- 
ball player  only  enhances  his  market- 
ability, of  course.  In  the  2006  season  the 
running  back  broke  a  46-year-old  record 
for  points  in  a  season  and  was  named 
NFL  Most  Valuable  Player.  Such  prowess 
makes  him  a  fantasy  footballer's  dream, 
and  Fox  Sports  knows  it.  In  July  the  net- 
work hired  Tomlinson  to  help  sell  its  fan- 
tasy football  game.  He  is  featured  in  a  wry 
commercial  for  Fox  in  which  he  hangs  out 
with  the  geeky  owner  of  a  fantasy  team. 
Says  Brian  Grey,  a  senior  vice-president  at 
Fox  Sports:  "To  have  an  association  with  a 
guy  like  L.T  is  a  huge  credibility  factor." 
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caps,  and  beer 
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Arturo 
Moreno 


BY    RONALD    GROVER 

He's  bringing  the  Angels  into  the  black 
by  cutting  prices  and  raising  spending 

SHORTLY  AFTER  BUYING  THE 
Los  Angeles  Angels  of  Anaheim 
from  Walt  Disney  Co.  in  2003, 
Arturo  Moreno  did  the  unthink- 
able: He  cut  ticket  and  beer  pric- 
es—and then  he  spent  $145  million  to 
sign  four  of  baseball's  hottest  free  agents 
and  fortify  an  already  formidable  team. 

Today  the  Angels'  $102  million  payroll 
is  among  Major  League  Baseball's  hefti- 
est, and  ticket  prices  are  in  the  middle  of 
the  pack.  Yet  the  gamble  seems  to  have 
paid  off.  Moreno  routinely  fills  Angel 
Stadium  to  near  capacity,  has  tripled  ad 
revenues,  and  says  the  Angels  will  earn 
$11  million-plus  this  year  after  years  of 
losses.  "He's  made  his  [team]  one  of  the 
real  quality  franchises  in  baseball,"  says 
agent  Arn  Tellem. 

Moreno,  who  sold  his  billboard  com- 
pany, Outdoor  Systems  Inc.,  for  $8.3 
billion  in  1999,  has  been  training  for 
the  big  leagues  for  years.  He  and  several 
other  investors,  including  comedian  Bill 
Murray,  bought  the  Class  A  Salt  Lake 
City  Trappers  minor  league  team  for 
$150,000  in  1986,  then  sold  the  fran- 
chise six  years  later  for  $1.75  million. 
After  that  he  was  part  owner  of  the 
Arizona  Diamondbacks,  before  selling 
out  after  a  disagreement  over  how  to 
run  the  team. 

By  the  time  he  bought  the  Angels 
for  $180  million,  Moreno,  now  61,  had 
learned  a  thing  or  two  about  appealing  to 
fans.  A  marketing  major  from  the  Univer- 
sity of  Arizona,  Moreno  understands  that 
players  win  games  but  he  cites  studies 
showing  folks  put  an  even  higher  priority 
on  safe,  clean  ballparks  and  wholesome 
fun.  "Even  the  best  teams  only  win  50 
of  their  81  home  games,"  he  says.  "That 
means  you  have  to  give  them  a  good  time 
even  when  the  team  loses." 

Last  year  a  family  of  four  spent  less 
on  an  Angels  game  than  all  but  four  of 
the  major's  30  other  teams,  according 
to  Team  Marketing  Report.  Not  bad  for  a 
team  that  just  won  its  third  division  title 
in  four  years.  Winning  helps;  so  does 
a  cut-rate  $7  Angels  cap  that  Moreno 


October  8,  2007  I  BusinessWeek  I  61 


— »■"»■■» 


PROFILES 


figures  will  turn  kids  into  walking  ad- 
vertisements. He  also  has  reached  out  to 
Hispanics,  signing  the  likes  of  slugger 
Vladimir  Guerrero— even  though  doing 
so  busted  the  budget  in  2004.  "Arte 
knew  he'd  take  a  loss,  but  Guerrero  is  al- 
ways smiling,  always  making  friends  for 
the  team,"  say  Angels  General  Manager 
Bill  Stoneman.  "And  he  can  really  hit." 

Not  that  Moreno  is  some  sit-in-the- 
skybox  owner,  content  to  lose  billions 
to  stoke  his  own  ego.  "This  is  about 
bringing  more  in  than  I  spend,"  he 
says.  Just  ask  high  school  pitching  phe- 
nom  Matt  Harvey,  a  client  of  fiber- agent 
Scott  Boras.  Harvey  held  out  for  $1  mil- 
lion more  than  the  Angels  were  willing 
to  offer,  says  Stoneman.  Moreno,  who 
passed  on  Harvey,  dismisses  the  stand- 
off with  Boras.  "Scott  who?"  he  asks 
with  a  smile. 


Heidi 
Ueberroth 

BY    DIANE    BRADY 

The  NBA  marketing  executive  is 
behind  a  big  global  expansion 

IN  CHINA  THE  MEDIA  HAVE  DUBBED 
her  the  "NBA  Goddess  of  Wealth." 
With  83%  of  15-  to  24-year-olds 
in  that  country  calling  themselves 
fans  of  the  NBA— up  from  75%  last 
year— there's  money  to  be  made.  Few 
are  more  aware  of  that  than  Heidi  Ue- 
berroth, 42.  As  president  for  global  mar- 
keting partnerships  and  international 
business  operations,  she  has  helped 
the  NBA  forge  an  unrivaled  global  pres- 
ence, with  games  now  airing  in  215 
countries  and  41  languages.  She  has  be- 
come something  of  a  celebrity.  "On  one 
Chinese  game  we  were  televising,  the 
announcer  would  say,  'There's  Heidi,'  as 
the  camera  cut  to  her,"  says  NBA  Com- 
missioner David  J.  Stern. 

Ueberroth  grew  up  in  California's  San 
Fernando  Valley,  the  second  of  four  kids. 
She  became  fluent  in  French  after  spend- 
ing a  year  abroad  in  high  school  and 
took  a  job  marketing  tennis  at  Ohlmeyer 
Communications  in  Paris  after  complet- 
ing her  English  degree  at  Vanderbilt 
University.  She  joined  the  NBA  in  1994 
as  director  of  international  marketing, 


helping  to  build  the 
NBA  brand  by  selling 
TV  rights  around  the 
world.  "Heidi  was  the 
pioneer  who  built  the 
relationships  and  put 
together  the  broad- 
casting deals,"  says 
Scott  McCune,  vice- 
president  for  world- 
wide sports,  entertain- 
ment, and  media  at 
Coca-Cola  Co.  When 
they  met  in  1994,  he 
says,  "We'd  sit  there, 
trying  to  determine 
the  price  of  advertising 
in  Prague." 

Ueberroth  cites  some 
early  mentors,  starting 
with  Stern  and  Deputy 
Commissioner  Adam 
Silver.  Her  father,  Peter, 
made  millions  in  the 
travel  industry  before 
organizing  the  1984 
Los  Angeles  Summer 
Olympics  and  later  be- 
coming commissioner 
of  Major  League  Base- 
ball. "He  taught  me  to 
be  creative  in  problem 
solving,"  she  says.  "As 
a  kid,  whenever  I'd 
look  to  him  for  an  an- 
swer, I  would  get  15 
more  questions."  Such 
experience  no  doubt 
helped  her  navigate  a  notoriously  politi- 
cal and  macho  business  led  by  a  famously 
hands-on  boss. 

Commanding  respect 
while  managing  growth  is 
challenging,  too.  The  pres- 
sure, notes  Ueberroth,  is 
"trying  to  set  up  the  infra- 
structure to  keep  up  with 
demand."  That  means  hir- 
ing the  right  people  and 
establishing  a  range  of 
partnerships  while  staging 
an  ever-expanding  list  of 
events  worldwide. 

While  others  may  be 
better  versed  in  the  in- 
tricacies of  individual 
markets  or  of  the  game 
itself,  what  distinguishes 
Ueberroth  is  an  unrelenting  focus  on  hav- 
ing partners  profit  from  their  association 
with  the  NBA.  For  Lenovo  Group  Ltd.'s 


The 
challenge 

lsin 
keeping 
up  with 
soaring 
demand 


chief  marketing  officer,  Deepak  Adv 
that  showed  itself  in  Ueberroth's  const 
search  for  new  ways  to  highlight 
"Lenovo  Stat"— a  p 
minus  statistic  on  pk 
impact  introduced 
year.  Says  Advani:  "  I 
starts  every  meeting  \  | 
a  question:  What  n 
can  we  do  to  help  yoi 
One  of  the  most  cril 
tasks  on  her  team's  p 
is  creating  a  $2  bil 
unit  called  NBA  CI 
that  will  sell  a  10%  s\ 
to  outside  investors. 

It's  a  large  mand 
but     Ueberroth     c; 
imagine  any  other 
to  spend  her  time  t 
mixing  media,  sports,  and  travel.  "I 
how  entrepreneurial  the  job  is,"  she  s 
"There's  so  much  more  we  can  do." 
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The  Internet  can't  hide  from 
the  AT&T  LaptopConnect  Card. 


Tired  of  playing  hide  and  seek  with  the  Internet?  Get 
the  AT&T  LaptopConnect  Card  and  easily  access  the 
Internet  at  mobile  broadband  speeds  when  you're  out 
of  the  office,  on  the  road,  away  from  hotspots. 


>  Delivers  mobile  broadband  speeds  in  more  than 
165  major  U.S.  markets  and  more  cities  worldwide 
than  any  other  U.S.  carrier. 

>  Send  and  receive  email,  download  large 
attachments,  and  access  corporate  systems 
at  mobile  broadband  speeds. 

>  Enables  secure  laptop  connections  to  AT&T 
BroadbandConnect  and  EDGE  networks. 


>  Fast  and  easy  set  up. 


AT&T  Global  3G 
LaptopConnect  Card 

after  $100  mail-in  rebate 
with  2-year  service 
agreement  on  DataConnect 
plan  $59.99  or  higher. 


For  more  information,  vis  eless.att.com/laptopconnect  or  go  to  your  nearest  -     IT  store. 

iverage  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing  address 
thin  AT&T's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market  and  may  not  be  available  from  independent  retailers.  Early 
rmination  Fee:  None  if  cancelled  in  the  first  30  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Sales  tax  calculated  based  on  price  of  unadivated  eciuipment.  Certain  email  systems 
iy  require  additional  hardware  and/or  software  to  access.  Service  provided  by  AT&T  Mobility.  ©2007  AT&T  Knowledge  Ventures.  All  rights  reserved.  AT&T  and  the  AT&T  logo  are  trademarks  of  AT&T 
owledge  Ventures  and/or  AT&T  affiliated  companies 
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SHADOW     PLAYERS 


They've  Got 
Game,  Too 


5 

Not  everyone  with  juice  made  it  onto  th< 
Power  100.  Here's  a  look  at  a  few  more 
contenders  with  plenty  of  clout 


Joseph  Ravitch  and  Gregory  Carey 
Managing  Directors,  Goldman  Sachs 

If  in  the  past  few  years  you  have  blj 
looking  to  buy  or  sell  a  team,  finano 
new  stadium  or  refinance  your  cunn 
one,  launch  your  own  TV  channel,  or  i\ 
a  corporate  name  on  an  arena,  chances  j 
Ravitch  and  Carey  have  been  part  of 
discussion.  "We  are  competitive  on  e\ 
deal  going  out,"  says  Carey,  whose  s  | 
cialty  is  financing  new  facilities.  Ami 
those  projects:  the  new  Yankee  Stadil 
($968  million)  and  the  Giants'  porlf 
of  a  new  Meadowlands  stadium  ($(« 
million).  Says  Yankees  President  Ra[ 
Levine:  "With  these  guys,  you  know 
expertise  is  going  to  be  there." 

Executives  like  the  fact,  too,  that 
Goldman  team  has  deep  relationsh  I 
Ravitch,  for  example,  is  also  co-h' 
of  the  firm's  media  investment  ba 
ing  practice,  so  as  a  schmoozer  in  t 
world  his  advice  is  all  the  more  welcc 
to  sports  executives.  Among  his  de 
he  helped  advise  the  NBA  on  its  rec 
creation  of  a  separate  unit  to  develop 
league  in  China  and  on  the  sales  of 
Seattle  SuperSonics  ($350  million)  i 
the  New  Jersey  Nets  ($300  million). 

Dr.  James  Andrews 
Surgeon 

A  renowned  orthopedic  surgeon  v 
has  operated  on  hundreds  of  professio 
athletes,  Andrews  routinely  protects 
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WHEN  YOU  TURK  YOUR  CAR  OH, 
DOES  IT  RETURN  THE  FAVOR? 

In  today's  luxury  game,  the  real  question  isn't  about  whether 
your  car  has  French-stitched  interior  accents  or  an  available 
40-gig  hard-drive  that  lets  you  store  thousands  of  songs.  The 
question  isn't  about  a  6-speed  transmission,  variable  valve 
timing,  or  a  host  of  available  features  including  all-wheel 
drive,  a  304  hp  Direct  Injection  V6.  ambient  interior  lighting, 
articulating  headlamps,  performance  brakes  or  any  of  that.  No, 
in  today's  luxury  game,  the  real  question  is,  when  you  turn  your 
car  on,  does  it  return  the  favor?  Nicely  equipped  at  $41,775." 

CADILLAC. COM 
'-£ifk  LIBERTY,  mm  PURSUIT. 
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multimillion-dollar  investments  of  ner- 
vous team  owners.  He's  best  known  as 
the  surgeon  major  league  pitchers  see  for 
new  elbows.  Although  he  didn't  invent  it, 
he  has  performed  thousands  of  so-called 
Tommy  John  surgeries. 

Steve  Shore  and  Barry  Prevor 
Founders  and  co-CEOs,  Steve  &  Barry's 

Their  idea  was  simple:  Offer  affordable 
licensed  sportswear  and  people  will  come. 
It  worked.  Case  in  point:  Starbury  lis,  the 
shoe  worn  on-court  by  New  York  Knick 
Stephon  Marbury,  which  sells  for  $14.98. 
Next  up:  the  EleVen  line  of  athletic  wear, 
designed  and  worn  by  tennis  star  Venus 
Williams. 

Randy  Freer 
President,  FSN  Networks 

Freer  has  been  instrumental  in 
boosting  local  sports  coverage  on  cable 
through  Fox's  19  regional  sports  net- 
works, which  reach  more  than  80  mil- 
lion homes.  FSN,  with  revenues  of  more 
than  $1.5  billion,  controls  the  local  sports 
rights  of  nearly  two-thirds  of  NBA,  NHL, 
and  MLB  teams. 

Will  Leitch 
Blogger,  Deadspin.com 

Leitch's  daily  posts,  written  in  his 
Brooklyn  apartment,  garner  thousands 
of  unique  page  views.  He's  the  go-to 
source  for  inside  information  on  ev- 
erything from  team  controversies  and 
gossip  to  breaking  news— peppered  with 
his  own  brand  of  snarky 
humor. 


shed  light  on  the  steroids/HGH  issue 
hovering  over  Major  League  Baseball. 
If  his  much  anticipated  report  names 
names,  it  will  shake  up  baseball. 


Joe  Spear  and  Earl  Santee 
Architects,  HOK Sport 

Between  them,  they 
have  worked  on  designs 
and  renovations  for  more 
than  20  baseball  venues, 
including  Oriole  Park  at 
Camden  Yards  in  Balti- 
more and  Jacobs  Field  in 
Cleveland,  the  two  stadi- 
ums that  began  a  craze  for 
retro  ballparks.  Next  up: 
new  parks  in  Miami  and 
Washington,  and  Yankee 
Stadium  in  New  York. 


They  may 
not  make 
headlines, 
but  these 
players 
are  game- 
changers 


Warren  Legarie 
Agent  for  NBA  coaches 

When  a  team  is  looking 
for  a  new  head  coach  or 
general  manager,  chances 
are  they  go  to  Legarie  first. 
He's  the  agent  for  almost  a 
dozen  A-list  NBA  coaches 
and  front-office  personnel. 
But  his  crowning  achieve- 
ment is  the  four-year- 
old  Las  Vegas  Summer 
League,  a  two-week  event 
where  NBA  teams  send 
top  talent  to  sharpen  their 
skills  in  the  offseason.  The 
Vegas  Summer  League  is 
so  successful  that  the  NBA 
invested  in  it  this  year. 


Former  Senator  George  Mitchell 
Steroids  Investigator,  A.  LB 

For  the  past  18  months,  Mitchell  and 
his  team  have  been  interviewing  players, 
doctors,  pharmacists— anyone  who  can 


Steve  Clarkson 
Quarterback  guru 

Joe  Montana  entrusts  both  his  sons  to 
Clarkson's  tutelage.  The  45-year-old  Clark- 
son  learned  quarterbacking  in  the  1980s 


while  starting  for  three  seasons  at  San  J( 
State  University.  After  a  brief  stint  in  1 
Canadian  Football  League,  the  native  I 
geleno  returned  to  southern  California 
tutor  kids  on  the  basics  of  the  position.  T 
decades  later  he  has  built  himself  a  whl 
who  roster  of  clients.  Clarkson  commar 
$3,000  plus  travel  expenses  for  a  j 
vate  talent  evaluation,  then  an  additio 
$1,000  per  four-hour  session. 

Steve  Greenberg 
Dealmaker 

The  son  of  baseball  Hall  of  Fan 
Hank  Greenberg  rose  to  prominence 
the  deputy  commissioner  of  MLB.  Th< 
days,  as  part  of  investment  firm  Aller 
Co.,  Greenberg  drums  up  lots  of  busin: 
in  baseball— he  recendy  brokered  the  s 
of  the  Milwaukee  Brewers  and  Ada 
Braves  and  was  instrumental  in  build; 
Pittsburgh's  PNC  Park  and  the  Mets'  n 
stadium.  In  1995,  Greenberg  co-founc 
the  Classic  Sports  Network,  which  \ 
bought  by  ESPN  and  renamed  ESPN  CI 
sic.  He  did  the  same  with  CSTV,  which 
sold  to  CBS  in  2006. 

-By  Tom  Lowry,  Geoff  Gloeck 

Mark  Hyman,  David  Po, 

and  ESPN  The  Magaz 
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When  you  need  someone  to  go  the  extra  mile. 

Above  and  beyond.  Far  and  wide  - 
to  get  you  the  IT  help  you  need,  we're  there. 

More  demands  and  more  pressure.  Less  time  and  fewer  resources.  Business  today  is  full  of  challenges.  When  it 
comes  to  technology,  CDW  will  do  what  it  takes  to  respond  to  your  needs.  We  have  products  from  the  top  names 
in  the  industry,  in  almost  every  technology  category  imaginable.  Our  dedicated  account  managers  and  technology 
specialists  can  offer  advice  and  create  solutions,  from  the  simple  to  the  complex.  We  even  have  a  full  range  of  custom 
configuration  services  at  your  disposal.  So  when  you  need  IT  help,  think  CDW.  We're  there  with  whatever  you  need, 
whenever  you  need  it. 


CDW.com    800.399.4CDW 


CDW  Corporation 
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A  Tiger  Roar; 

In  Detroit 
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Owner  Mike  Ilitch  made  risky  moves 
threw  good  money  after  bad— to  turn 
around  this  struggling  city's  big  league  teaii 


BY    DAVID    WELCH 

IT'S  A  WARM,  LATE  AUGUST  EVENING  AT  COMERICA  PARK 
in  downtown  Detroit,  and  the  hometown  Tigers  are  chasing 
the  New  York  Yankees  for  the  fourth  and  final  playoff  spot.  The 
atmosphere  is  electric  and  the  sellout  crowd  on  its  feet  as  the 
Tigers  keep  slamming  away  en  route  to  a  16-0  victory.  Over  the 
four-game  set  against  the  Bronx  Bombers,  170,000  fans  filled 
every  seat,  with  some  paying  $15  to  stand  on  a  balcony  over  the 
right  field  wall.  By  mid-September,  the  team  would  draw  a  record  3  mil- 
lion—double the  attendance  in  2003. 

The  Tigers  have  become  a  hot  ticket,  not  to  mention  a  real  turnaround 
story  in  a  town  hungry  for  comebacks.  The  team's  resurrection  isn't  just 
on  the  field,  either.  Not  only  is  attendance  up,  but  almost  every  patch  of 

Ilitch  had  watched  build  the  Mon- 
treal Expos  on  a  shoestring  in  the  early 
1990s  and  then  put  together  a  Florida 
Marlins  club  that  won  a  World  Se- 
ries in  1997.  Promising  to  plunk  down 
the  cash  for  good  players,  Ilitch  hired 
Dombrowski  as  general  manager  and 
president  and  brushed  the  mothballs 
off  his  checkbook.  "They  say  you  have 
to  spend  money  to  make  money,"  says 
Dombrowski.  "Mr.  I  is  that  way." 

So  the  question  that  looms  large  is: 
Why  wasn't  he  "that  way"  for  the  first 
decade  that  he  owned  the  Tigers?  After 
all,  this  is  the  same  guy  who  built  Little 
Caesars  from  the  ground  up.  This  is  the 
same  guy  who  revamped  the  hapless 
Detroit  Red  Wings— a  hockey  club  so  bad 


! 
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advertising  space  in  the  stadium  is  sold 
out.  Owner  Michael  Ilitch  says  last  year 
he  made  money  for  the  first  time  since  he 
bought  the  franchise  in  1992.  One  reason 
is  that  making  it  to  the  World  Series  last 
year  helped  double  season-ticket  sales,  to 
more  than  19,000  seats.  Still,  says  Ilitch 
in  a  rare  interview:  "Building  baseball 
was  tough  for  me.  It's  an  expensive  sport. 
You  lose  a  lot  of  money." 

How  did  Ilitch  turn  this  money-loser 
into  a  winner?  He  threw  good  money 
after  bad.  In  2001,  after  a  decade  of 
mostly  losing  seasons  and  Gatorade 
buckets  of  red  ink,  Ilitch  went  for 
broke.  He  replaced  a  front  office  that 
had  produced  so  many  bad  teams  and 
went  after  Dave  Dombrowski,  whom 
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locals  nicknamed  it  the  Dead  Wingt! 
and  went  on  to  win  three  Stanley  Cups : 
the  past  decade.  And  this  is  the  same  gj 
who  was  a  shortstop  in  the  Tigers  fajfc 
system  back  in  1950s.  But  Ilitch  endun 
a  decade  of  Tigers  GMs  who  made  t 
trades,  showed  no  knack  for  selectii 
talent,  and  racked  up  a  losing  record  tl|t 
turned  fans  off.  "I  didn't  make  the  ri{  j 
choices  in  hiring,"  Ilitch  says.  "I  was- 1| 
spending  because  it  was  all  in  disarray 

When  Ilitch,  now  78,  had  finally  h\:  \ 
enough  depressing  seasons,  he  w» 
for  broke  and  took  chances  too  set 
for  most  owners.  He  and  Dombrow* 
needed  a  big  name  to  show  other  ss^r 
players  they  were  serious  about  a  tu:i 
around.  So  they  started  courting  futi 
Hall   of  Fame   catcher  Ivan   "Pudg 
Rodriguez,  a  perennial  Ail-Star.  Do  ^ 
browski  says  their  expectation  was  tl 
"people  would  say  if  Pudge  was  willii 
to  go  [to  Detroit],  they  must  be  cotjrt 
mitted  to  change."  There  were  two  i 
flags,  though.  Rodriguez  was  not  oi 
an  aging  star,  but  he  had  a  bad  ba 
Before  signing  the  catcher  in  Februz 
2003,  Ilitch  met  him  at  a  hospital  o 
side  Detroit  where  doctors  were  che   ( 
ing  him  out.  He  convinced  Rodrigx 
that,  despite  the  fact  that  the  Tig 
had  just  lost  a  near-record  118  gam 
he  would  build  a  winner.  Rodrigi 
seemed  game,  but  the  doctor's  ex; 
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isn't  a  good  report,"  Hitch  says.  "You 

erally  don't  go  against  a  doctor's  as- 

;ment."  But  he  did.  Hitch  signed  the 

her  for  $10  million  a  year. 

Iven   after   bagging    Pudge,   Dom- 

ivski  says  the  Tigers  were  getting 

ers  only  from  big  names  with  physi- 

baggage.  Slugger  Magglio  Ordonez 

le  on  board  from  the  White  Sox  for 

million  a  year— after  he  had  just  had 

or  knee  surgery.  While  most  teams 

lid  have  shied  away  from  rolling 

?e  dice,  both  deals  have  paid  off— 

ninating  in  a  trip  to  the  World  Se- 

.  That  performance  helped  Dom- 

wski  lure  slugger  Gary  Sheffield  from 

Yankees  for  over  $14  million  a  year. 

VTiat's  the  lesson  for  other  fran- 

bes?  Despite  the  burden  of  a  $101 

lion  payroll,  which  has  more  than 

lbled  since  2003,  the  team  is  mak- 

money.  Even  when  the  team  was 

;ding  cash,  Hitch's  other  businesses 

•e  raking  it  in,  often  helped  by  re- 

onships  with  the  Tigers.  His  Little 

sars  Pizza  empire  sells  a  lot  of  pies 

]omerica.  And  Hitch  profited  nicely 

no.  real  estate  developments  that  skirt 

ballpark,  which  he  built  with  state 

istance  in  2000.  Still,  Hitch  says  nei- 

Ir  the  pizza  nor  the  real  estate  deals 

Set  team  losses. 

i?hat  was  then.  Now  Hitch  says 
I  Tigers  are  a  legitimate  money- 
jker.  One  indication  of 
for  improving  financial 
Qth:  Team  revenues 
|  up  11%  this  year,  to  an 
Imated  $180  million, 
tourse,  with  revenues 
i  the  Tigers  will  get 
i»  from  MLB's  revenue- 
iring  program,  which 
i.nels  cash  to  poorer 
tns  to  help  level  the 
ying  field.  And  league 
istance  will  keep 
Ipping  as  revenues  rise 
1  the  Tigers  pay  down 
Jts. 

3ut  the  franchise 
>uld  be  able  to  thrive 
hout  MLB  largesse, 
troit  isn't  a  small  mar- 
like Pittsburgh  or 
nsas  City.  It's  a  sports- 
zed  town  of  5.5  million  people.  "II- 
l  realized  that  he  has  one  of  the 
ger  markets  and  a  new  park,"  says 
drew  Zimbalist,  professor  of  sports 
momics  at  Smith  College.  "If  he  plays 


One  big 

question: 

Why  did  it 

take  Ilitch 

a  decade 

to  turn 

around 

the  team? 


it  right,  he  can  make  out  on  his  invest- 
ment. He's  looking  at  a  Red  Sox-type 
business  model." 

To  even  get  mentioned  in  the  same 
breath  with  the  Red  Sox, 
Dombrowski  had  to  re- 
build the  organization 
that  underlies  any  team. 
In  2003,  the  year  after 
Dombrowski  joined, 
Baseball  America  rated 
the  club's  minor  league 
system  29th  out  of  30 
teams.  So  Dombrowski 
started  bringing  in  tal- 
ented scouts.  Now,  Base- 
ball America  ranks  the 
Tigers  farm  system  14  th 
in  the  league. 

Ilitch  says  he  has  hit 
his  first  goal  with  the 
Tigers,  which  was  draw- 
ing more  fans  than  the 
Red  Sox.  That  took  some 
savvy  marketing.  With 
Detroit's  economy  suf- 
fering, the  team  had  to  offer  value 
deals,  says  Bob  Raymond,  Tigers  vice- 
president  for  ticket  sales.  Now  on  week- 
nights,  families  can  get  four  tickets,  hot 
dogs,  and  drinks  for  $63.  Last  season, 


Ilitch  gave  away  a  General  Motors  car  at 
every  weekend  game. 

Filling  the  stands  is  just  part  one 
of  Hitch's  strategy.  Next,  he  wants  the 
Tigers  to  be  serious  rivals  of  the  Yan- 
kees and  Red  Sox— in  the  pennant  race 
every  year.  His  plan  is  to  build  a  first- 
rate  farm  system  (he  just  inked  high 
school  pitcher  Rick  Porcello  to  a  $7.3 
million  deal)  and  fill  in  the  gaps  with 
big-name  veterans.  Despite  a  fattening 
payroll,  he  still  spends  half  what  George 
Steinbrenner  does  and  two-thirds  of 
what  the  Sox  shell  out.  But  Ilitch  has  his 
boundaries.  He  won't  go  after  Yankees 
star  Alex  Rodriguez  if  he's  available 
after  this  season.  "That  could  take  $30 
million,"  Ilitch  says.  "We're  not  ready  to 
make  that  leap." 

Although  a  string  of  injuries  crippled 
this  season's  playoff  bid,  Ilitch  thinks 
the  Tigers  can  be  consistent  contenders. 
Having  spent  so  much  to  turn  around 
the  team,  he  has  to  believe.  Should  fans 
again  desert  the  club,  he  would  be  left 
with  expensive  contracts  and  falling 
revenue.  "If  you  fall  down  in  the  [stand- 
ings] and  attendance  drops,  it's  a  risk. 
It's  dangerous,"  he  says.  As  Mr.  I  knows, 
you  can't  steal  second  and  keep  your 
foot  on  first.  ■ 
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Putting  Accenture's 
research  to  work. 


High-performance  strategy, 
delivered. 

High  performers  know  to  concentrate 
resources  on  their  core  business, 
rather  than  divert  resources  to  less 
strategic  projects.  To  direct  capital 
to  its  energy  business,  BP  selected 
Accenture  to  assist  in  separating 
and  selling  their  commodity  chemical 
assets.  Accenture  helped  BP  deliver 
the  complex  separation  program  on 
an  aggressive  12-month  schedule, 
as  well  as  support  the  sale  that 
generated  $9  billion  for  BP  Group. 


Marriott 

Online  high  performance, 
delivered. 

Technology  innovation  fuels 
high-performance  businesses. 
Working  with  Accenture,  Marriott 
implemented  a  new  internet 
platform  and  a  unique  search 
engine  that  helped  the  company 
grow  annual  online  sales  to 
$4  billion,  making  Marriott.com  the 
largest  hotel  company  website 
in  the  world. 
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Ve  know  what  it  takes  to  be  a  Tiger. 

:cording  to  our  landmark  research  oh  leaders  in  35 
dustries,  high  performer's  consistently  excel  at 
instating  information  into  business  value,  particularly 
rough  the  strategic  use  of  IT.  For  an  in-depth  look 
our  study  of  and  experience  wfth  high  performers, 
iitaccenture.com/research 
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High  performance.  Delivered 
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Inside  Commish  Carolyn  Bivens' 
hard-nosed  drive  to  remake  the  LPGA 

DESPITE  HER  22-YEAR  MEM- 
bership  at  the  Congressional 
Country  Club  in  Washington, 
Carolyn  F.  Bivens  spent  parts  of 
her  first  year  as  commissioner 
of  the  Ladies  Professional  Golf  Assn.  look- 
ing like  a  duffer  lost  in  the  rough.  In  the 
months  following  her  appointment  in 
late  2005  as  the  tour's  first  female  chief, 
Bivens  picked  a  fight  with  the  media  that 
prompted  some  key  outlets  to  briefly  stop 


covering  the  tour,  provoked  a  mass  exodus 
of  staff  upset  by  her  autocratic  ways,  and 
alienated  the  operators  of  some  of  the 
LPGA's  oldest  tournaments.  That  rocky 
start  left  many  LPGA  observers  wonder- 
ing if  the  former  USA  Today 
exec  and  marketing  strate- 
gist would  survive  for  long. 
But  survive  she  did.  Biv- 
ens is  now  25  months  into 
her  tenure,  and  her  shake- 
up  is  paying  dividends. 
Tournament  purses  have 
risen  22%,  to  $54.8  million, 
thanks  in  part  to  the  in- 
flux of  deep-pocketed  spon- 
sors. And  a  bevy  of  telegenic 
young  phenoms  like  Mor- 
gan Pressel,  Brittany  Linci- 
come,  and  Paula  Creamer 
has  average  viewership  up  sharply  since 
2005— by  14%  on  network  TV  and  47% 
on  cable.  Having  endured,  and  in  many 
instances  vanquished,  her  critics,  Bivens  is 
now  unquestionably  in  control  of  the  tour. 


A  slew 

ofnew 

sponsors 

has  helped 

raise 

purses 


"The  bottom  line  is  that  with  the  path  w 
were  on  before,  we  were  not  going  to  b 
growing,"  says  Rae  Evans,  a  Washingto 
lobbyist  who  serves  as  chair  of  the  LPGA 
board.  "She  has  been  an  agent  of  chang 
I  think  those  [past]  criticisms  are  yeste: 
day's  news." 

If  you  think  the  inauspicious  start  cha' 
tened  Bivens,  think  again.  The  LPGA  chii 
makes  no  apologies  for  rattling  cages  ; 
the  58-year-old  tour,  telling  more  tha 
one  interviewer:  "I  didn't  take  the  jo 
to  be  voted  Miss  Congeniality."  She  sed 
her  game-changing  overhaul  as  cruci; 
to  making  sure  the  players  reap  their  fa 
share  of  the  spoils  from  the  growing  fa  \ 
interest  in  the  LPGA  "There  were  a  nun 
ber  of  people  invested  in  maintaining  tr 
status  quo,"  says  Bivens.  "It  would  ha^ 
been  criminal  not  to  change  the  businei 
model.  The  value  of  the  LPGA  had  change 
exponentially,  and  the  contracting  and  fl 
fees  hadn't  caught  up  to  that." 

The  tour  Bivens  inherited  was  filj 
from  healthy.  Since  2001,  the  numb 
of  tournaments  had  shrunk  from  40  » 
35,  and  interest  among  TV  networks  wn 
so  limited  that  the  LPGA  not  only  didr 
receive  rights  fees  but  had  to  buy  air  tin 
to  broadcast.  The  tour  couldn't  even  a 
ford  to  provide  health  care  or  retiremei 
plans  to  its  players. 

Perhaps  more  important,  the  LPC 
didn't  control  any  of  the  tournaments  on  i 
calendar.  That  left  it  vulnerable  to  tl 
whims  of  tournament  operators.  For  e 
ample,  in  2006  CBS  decided  to  move  the  i 
nal  rounds  of  the  McDonald's  LPGA  Char, 
pionship  to  early  afternoon— a  time  si 
that  was  clearly  unpalatable  to  the  toi> 
NBC  was  willing  to  air  the  tournament  ir 
better  slot  for  $1.5  millic 
But  the  tournament' s  own 
opted  for  The  Golf  Chann 
which  cost  much  less 
about  $300,000— but  cou 
deliver  only  a  quarter  oft 
NBC  audience. 

From  Day  One,  Bive; 
moved  fast  to  reshape  t 
LPGA  She  replaced  the  ( 
iting  staffers  with  a  teg 
heavy  on  marketers  and  i 
tellectual-property  lawyt 
who  could  help  strike  bet 
deals  with  sponsors,  licet 
ees,  and  networks.  For  players,  she  hir 
a  "branding  coach"  to  help  enhance  th 
marketability.  What's  more,  Bivens  grac 
ally  hiked  the  sanctioning  fees  charg 
to  the  tournament  owners  to  $100,0( 
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from  the  $10,000  or  so  many  had  paid— a 
fee  that  wasn't  enough  to  cover  the  cost  of 
setting  up  the  course  and  providing  week- 
end child  care  for  players.  That  triggered 
a  backlash  among  tournament  operators, 
but  many  players  backed  Bivens.  "In  the 
past  I  think  our  leadership  was  in  a  posi- 
tion of  wanting  to  please  too  much.  She 
wanted  to  do  things  differently,"  says  tour 
veteran  Wendy  Ward. 

And  Bivens  began  negotiating  with  new 
sponsors  who  could  help  boost  purses, 
which  at  an  average  of  $1.4  million  each 
were  worth  about  a  quarter  as  much  as 
PGA  prizes.  A  singular  success  was  signing 
up  Ginn  Clubs  &  Resorts  to  sponsor  a  new 
$2.6  million  tournament  in  Orlando  and  a 
separate  $2.6  million  event  in  Hilton  Head, 
S.C.  But  Bivens  opened  a  hornet's  nest 
when  she  gave  Ginn's  Hilton  Head  event 
the  same  week  long  held  by  the  $1.5  mil- 
lion ShopRite  LPGA  Classic  outside  Adantic 
City.  Bivens  maintains  she  offered  Larry 
Harrison,  operator  of  the  ShopRite,  eight  al- 
ternate dates.  However,  Harrison  told  inter- 
viewers at  the  time  that  she  was  bargaining 
in  bad  faith  by  suggesting  dates  like  the  July 
4  weekend,  which  she  knew  wouldn't  work. 
Harrison,  who  declined  to  comment  for  this 
story,  agitated  for  an  insurrection  among 
other  operators,  but  it  didn't  materialize, 
leaving  Bivens  even  stronger.  "I  think  the 
Harrisons  were  counting  on  other  [tourna- 
ment] owners  to  rise  up,  but  they  didn't. 
There  was  too  much  fear,"  says  one  former 
ShopRite  tournament  official. 

Still,  Bivens  has  a  long  way  to  go.  To 
help  boost  her  bargaining  position  with  the 
networks,  she's  staggering  the  renewals  of 
tournaments  so  they'll  all  come  up  together 
in  2009.  She  also  is  angling  for  the  tour  to 
be  more  like  the  PGA  and  stage  big  tourna- 
ments at  storied  courses— a  shift  she  thinks 
will  build  the  buzz  around  those  events. 
And  most  important,  she  won't  be  satisfied 
until  the  LPGA  owns  and  operates  more  of 
its  own  tournaments,  as  the  PGA  does  with 
the  Players  Championship  and  the  Tour 
Championship. 

To  that  end,  she  has  already  gained 
control  of  the  season-ending  ADT  Cham- 
pionship held  in  mid-November  in  West 
Palm  Beach,  which  pays  two-thirds  of  its 
$1.55  million  purse  to  the  winner  (win- 
ners usually  get  15%  of  the  purse).  That 
disproportionate  payout  upset  some  older 
tour  players,  but  their  complaints  have 
fallen  on  deaf  ears.  One  more  reason 
Carolyn  Bivens  won't  be  winning  that 
congeniality  award  anytime  soon.  ■ 

-With  Paula  Lehman  in  New  York 


A  Family  Feud 

Jeopardizes  a 

NASCAR  Brand 


February  2001:  NASCAR  icon  Dale  Earn- 
hardt is  killed  at  the  Daytona  500.  His  wife, 
Teresa,  the  stepmother  of  Dale  Jr.,  takes 
over  as  CEO  of  Dale  Earnhardt  Inc.,  which 
she  and  Earnhardt  had  founded  in  1980. 

June  2003:  Dale  Jr.  turns  down  a  lifetime 
deal  with  DEI  during  contract  talks.  He 
tells  reporters  he  was  "always  going  to 
wonder  what  it  would  be  like  to  drive  for 
somebody  else." 

Winter  2005:  In  the  off-season,  with  Te- 
resa in  charge,  the  decision  is  made  to 
switch  Dale  Jr.'s  and  Michael  Waltrip's 
crew  chiefs  and  cars.  The  result  is  a  los- 
ing season  for  Junior. 

December  2006-January  2007:  A  verbal 
battle  begins  between  Dale  Jr.  and  his 
stepmother.  In  December,  Teresa  tells  The 
Wall  Street  Journal,  "[Dale  Jr.  has]  to 
decide  on  whether  he  wants  to  be  a  NAS- 
CAR driver  or  ...a  public  personality."  The 
comments  come  after  Dale  Jr.  made  a  14- 
place  improvement  in  the  standings  for 
the  2006  season.  A  month  later,  Dale  Jr. 
calls  his  relationship  with  Teresa  "black 
and  white,  very  strict,  in  your  face ...  It  ain't 
a  bed  of  roses." 

February  2007:  Dale  Jr.,  represented  by 
his  sister  Kelley,  meets  for  contract  talks 
with  Max  Siegel,  a  music  executive  newly 
appointed  as  president  of  global  opera- 
tions at  DEI  by  Teresa,  who  had  removed 


herself  from  the  negotiations.  Soon  aft 
Dale  Jr.  tells  reporters  he  wants  major; 
ownership  of  DEI  before  he  re-ups. 

May  2007:  Dale  Jr.  announces  he's  leavii 
DEI.  Aside  from  Junior's  victories,  the  tet . 
hasn't  won  a  race  in  three  seasons.  Fori 
values  the  company  at  $57  million  but  se  , 
it  would  be  half  that  were  Junior  to  leave 

June  2007:  Dale  Jr.  announces  he  w 
drive  for  Hendrick  Motorsports  Inc. 

August  2007:  DEI  says  it  will  retain  D;> 
Jr.'s  signature  No.  8  car,  a  decision  Jum 
says  was  "upsetting  as  hell."  He  ft. 
reporters  Siegel  tried  to  compromise  t 
Teresa  wouldn't  budge. 

September  2007:  DEI  announces  tl 
when  the  2008  NASCAR  season  begii 
Mark  Martin  and  Regan  Smith  will  s{ 
driving  duties  in  the  No.  8  car.  Dale 
announces  he  will  drive  No.  88,  spo 
sored  by  PepsiCo's  Mountain  Dew  Ai. 
Energy  drink  and  the  National  Gua 

-Paula  Lehm 
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THE  POWER  OF  SPORTS 

SLIDE  SHOWS  The  Power  100  list;  athletes  in 
business;  and  embarrassing  moments  in  sports 

FORUMS  Have  issues  with  our  list?  Tell  us  abo 
it.  Or  start  your  own  discussion. 

VIDEO  Roger  Goodell,  David  Stern,  Brian  Robe 
and  Roger  Federer  talk  about  power  and  sports. 

BOOK  EXCERPT  James  Citrin's  The  Dynamic  \ 

looks  at  pro  athletics  through  a  business  prism. 

PODCAST  Executive  Editor  John  A.  Byrne  inte 
views  Senior  Writer  Tom  Lowry  and  Staff  Editor 
Geoff  Gloeckler. 

BUSINESSWEEK  WEEKEND  A  look  at  the  sea 
ary  ticket  market,  ticket  prices,  and  MLB  Comr 
sioner  Bud  Selig.  Check  your  local  TV  listings  or 
visit  busmessweekweekend.com. 
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"That's  Confidence.  That's  Copystar." 

Cost  isn't  about  today's  purchase  price.  Copystar  printers  and  MFPs  are 
designed  to  offer  long-term  savings  and  reliable  performance.  In  fact,  we  deliver 
one  of  the  lowest  total  cost  of  ownership  in  the  business.  Visit  our  website  and 
use  our  unique  online  TCO  Tracker*  tool.  It  allows  you  to  calculate  what  you'd 
save  by  switching  from  your  current  printer  to  a  comparable  Copystar  model. 
Learn  more:  www.copystar.com 
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Smokestack  Asia 


Forget  electronics. 
Heavy  industry 
exports  to  China 
are  doing  the  job 


BY  MOON  IHLWAN 

INVESTORS    IN    SOUTH    KOREA 
two  best-known  blue  chips  ha\ 
scant  reason  for  cheer  these  day  \ 
The  leading  icon  of  Korean  corpc  j 
rate  success,  Samsung  Electronic  j 
appears  headed  for  a  third  straigl  j 
year  of  falling  profits  as  a  result  ( j 
the  crash  in  memory-chip  prices.  An 
growth  at  Hyundai  Motor  Co.  has  stalle  j 
as  Korea's  surging  currency  has  erase- 
most  of  the  automaker's  cost  advantag, 
vis-a-vis  its  Japanese  rivals. 

Time  to  bail  out  of  the  Korean  stoq 
market?  Investors  don't  seem  to  thin 
so.  The  Seoul  exchange's  benchmajt 
KOSPI  index  has  surged  34%  so  far  tht 
year  despite  the  U.S.  credit  crunch.  Til 
chief  attraction:  Korea's  steel  mills,  ship 
builders,  petrochemical  operations,  art 
other  smokestack  industries.  Shares 
petrochemical  producer  LG  Chem  Ltt 
and  steelmaker  Posco  have  more  thi, 
doubled.  And  Hyundai  Heavy  Indun 
tries  Co.  (the  world's  largest  shipbuilder 
which  split  from  Hyundai  Motor  Co 
2002)  has  tripled.  Samsung's  share 
meanwhile,  are  down  by  13%  this  yea 
and  Hyundai  Motor's  are  up  just  5- 
"Forget  about  the  Digital  Era  and  fan 
marketing,"  says  Park  Kyung  Min,  chi  | 
executive  at  Seoul-based  fund  manag 
Hangaram    Investment    Managemer :• 
"If  s  all  China  and  emerging  markets." 

SAVVY  INVESTING 

IN  THE  LATE  '90S,  Korea's  old  indu 
trial  sector  seemed  like  deadweight  wh( 
compared  with  the  country's  boomit 
technology  companies.  Its  foundries  at 
petrochemical  operations  epitomized  tl 
debt-fueled  expansion  that  wounded  Kor 
in  the  1997  Asian  foreign  exchange  cris 
No  other  country  poured  as  much  mon 
into  production  facilities,  and  many  b 
sic  industries  became  hopelessly  oversu 
plied.  Korea  in  1998  had  nearly  50  millic 
tons  of  steel  production  capacity,  abo 
double  domestic  demand.  Two  sprav 
ing  new  Korean  ethylene  plants  added 
a  global  capacity  glut.  And  all  of  Kore; 
major  shipyards  built  new  dry  docks  ev  | 
as  rivals  fretted  about  oversupply. 


liese  days,  though,  all  that  investment 
ooking  mighty  smart.  With  emerg- 

economies  booming,  the  gluts  have 
nged  into  shortages,  and  Korea  has 
iy  capacity  to  crank  out  steel,  container 
)s,  and  the  plastics  needed  for  every- 
ig  from  MP3  players  to  car  bumpers, 
pbuilders  Hyundai  Heavy,  Samsung 
ivy  Industries,  and  Daewoo  Shipbuild- 

&  Marine  Engineering  all  now  have 
rly  four  years  of  order  backlogs  as  ship- 

3  cater  to  ballooning  trade  between  Chi- 
md  the  rest  of  the  world.  And  in  the  first 
it  months  of  this  year,  exports  of  steel 
)t  by  26%,  ships  and  heavy  machinery 
h  as  bulldozers  by  25%,  and  petro- 
micals  by  22%.  "China  certainly  was  a 
or  in  freeing  us  from  debt  and  starting 
irtuous  circle  of  profits  and  growth," 
i  Kim  Tae  Han,  strategy  chief  at  Sam- 
g  Total  Petrochemicals  Co.,  an  affiliate 
Samsung  Group  now  half-owned  by 
rich  oil  giant  Total.  Its  profit  in  the  first 
'of  2007  climbed  16%,  to  $250  million, 
sales  of  $1.8  billion,  up  3-3%  from  a 
r  earlier.  Since  1999,  the  company's 
orts— mosdy  to  China— have  jumped 
140%,  to  $2.3  billion  last  year. 

PORTUNITY  KNOCKED 

\T'S  NOT  TO  SAY  Korea  felt  no  pain 
he  intervening  years.  Companies  that 
e  leveraged  to  the  hilt  folded  or  were 
1.  Hyundai  Petrochemical  Co.,  which 
rid  itself  $2.9  billion  in  debt  after 
Iding  a  new  ethylene  plant,  went  into 
:ivership  in  2001,  while  Hanbo  Steel 
it  bankrupt  in  1997  after  racking  up 

4  billion  in  debt.  Yet  many  factories 
t  failed  were  so  high-tech  that  no  one 
ed  scrap  them.  Hanbo,  for  instance, 
;  bought  by  the  company  now  known 
Hyundai  Steel  in  2004  for  $750  mil- 
i— one  of  three  failing  mills  Hyundai 
taken  over  since  2000.  "The  financial 
is  was  a  huge  opportunity  for  us  to 
•  modern  facilities  on  the  cheap," 

5  Kim  Sang  Gyu,  business  strategy 
:f  at  Hyundai  Steel,  an  affiliate  of  the 
omaker  and  now  Korea's  second-larg- 
steel  producer.  Sales  jumped  38%  in 
first  half,  to  $4  billion,  while  exports 
red  47%,  to  $950  million. 

Vith  China  and  the  Middle  East  build- 
basic  industries  like  crazy,  Koreans 
iw  the  current  boom  won't  last  forev- 
But  for  now,  they're  happy  to  fall  back 
".heir  smokestack  companies  while  the 
while  stars  ride  out  the  turmoil  in  the 
.  and  the  developed  world.  Says  econ- 
ist  Lim  Kyung  Mook  at  Korea  Devel- 
nent  Institute,  a  government-funded 
tk  tank:  "The  economy  is  much  more 
meed  and  healthier  now."  ■ 
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InfoTech  Retailing 


Where  Dell  Sells 
With  Brick  and  Mortar 

In  crucial  economies  overseas,  its  old 
direct-sales  model  hasn't  paid  off 


BY  JACK  EWING 

UYINGACOMPUTER,PUT- 
ting  it  in  your  trunk,  and 
driving  home  with  it  may 
not  seem  revolutionary— 
I  unless  that  computer  is  a 
Dell.  The  company  pio- 
neered made-to-order,  di- 
rect-to-customer  PC  sales,  and  boasts  on 
its  Web  site  that  it  can  introduce  the  latest 
technology  "more  quickly  than  companies 
with  slow-moving,  indirect  distribution." 
Now,  as  its  global  market  share  slips, 
Dell  Inc.  is  giving  that  slow-motion 
model  a  closer  look.  The  company  is 
cautiously  becoming  a  brick-and-mor- 
tar  retailer,  a  path  that  has  paid  off 
big-time  for  rival  Apple  Inc.  but  which 
hobbled  computer  maker  Gateway  Inc. 
In  October,  Dell  will  open  a  store  in 
an  upscale  Moscow  mall.  That  follows 
the  introduction  of  a  similar  outlet  in 
downtown  Budapest  in  April. 

These  aren't  the  simple  kiosks  found  in 
some  U.S.  malls,  where  consumers  can 
try  out  Dell  machines  but  must  place 


an  order  for  later  delivery.  Although 
operated  by  local  partners,  these  stores 
stock  only  Dell  PCs,  which  shoppers 
can  buy  on  the  spot  and  take  home.  "In 
Hungary,  Internet  shopping  is  not  as 
widespread  as  in  the  U.S.  or  Western 
Europe,  so  it  is  very  important  that  peo- 
ple can  come  to  the  brand 
store,"  says  Tamas  Dam- 
jan,  country  manager  for 
Dell  Hungary.  Dell  won't 
detail  plans  for  stores 
elsewhere,  but  hints  that 
more  are  likely. 

Not  long  ago,  this  ap- 
proach would  have  been 
sacrilegious,  but  Dell 
needs  to  find  a  way  to  tap 
into  emerging  markets. 
In  Russia,  for  instance, 
laptop  sales  are  growing 
about  50%  a  year,  but  Dell 
only  ranks  eighth,  with  a 
4.2%  share,  according  to 
researcher  IDC.  In  desk- 
tops,  Dell   doesn't   even 


TAKE-OUT 

A  shopper 
in  Budapest, 
where  people 
prefer  stores 
to  Internet 
buying 


THE  STAT 


14% 

Second-quarter 
growth  in  personal 
computer  sales 
outside  of  the  U.S., 
compared  with 
5.9%  in  the  U.S. 
domestic  market 


Data:  Gartner  Inc 


make  the  top  10.  To  boost  its  share,  t 
company  needs  stores  since,  like  m( 
emerging  countries,  Russia  lacks  t 
home  delivery  services  needed  to  su 
port  direct  sales,  and  customers  ha 
little  experience  with  e-commerce. 

The  stores  in  Budapest  and  Mosc< 
represent  just  the  latest  move  toward  t 
ditional  retailing  for  Dell.  This  year,  t 
company  started  selling  at  Wal-Mart 
the  U.S.,  Carphone  Warehouse  stores 
Britain,  and  Bic  Camera  outiets  in  Jap; 
And  on  Sept.  24,  Dell  announced  it  v 
teaming  up  with  C 
na's  biggest  electron 
retailer,  Gome.  Af 
nearly  a  decade  in  C 
na,  the  second-bigg 
computer  market  af 
the  U.S.,  Dell  has  1 
than  10%  share  amo 
corporate  buyers  the 
and  only  2.5%  of  consumers.  Thafs 
part  because  the  Chinese  enjoy  shoppi 
in  stores  and  find  delivery  inconveniei 
Dell  is  also  considering  traditional  ret 
outlets  in  India,  another  market  with  vi 
potential  but  similarly  poor  conditio 
for  direct  sales. 

Selling  in  retail  stores  exposes  E! 
to  new  challenges:  anticipating  w 
kind  of  PCs  consumers  will  want 
managing  inventory.  With  direct  sa 
Dell  builds  only  the  machines  that  c 
tomers  order.  And  it's  not  clear  w> 
competitive  advantage  a  PC  from  a  I 
store  has  over  a  machine  from  a  ri 
with  more  retailing  experience. 

While  Dell's  retail  presence  may  sig 
the  start  of  a  fundamental  shift  in  sti 
egy,  it  isn't  yet  large  enough  to  add  a 
of  sales.  At  the  500-square-foot  Budap 
store,  about  50  to  100  people  visit  o 
typical  day,  and  sales  usually  amo 
to  a  couple  of  PCs  or  laptops  daily.  0 
recent  weekday  morni 
only  one  customer  is 
the  store:  Gyorgy  Fisd 
a  48-year-old  informati 
technology  manager  fo 
government  research  in 
tute.  Although  he  ha 
yet  pulled  out  his  wa. 
Fischer  says  he's  thri 
with  Dell's  Latitude  ( 
notebook  and  its  three-j 
guarantee.  Says  Fischei 
don't  know  any  other  c< 
panies  that  offer  sue! 
long  warranty."  ■ 

-With  Jason  Bus. 
Moscow,  Louise  Lee  in 
Mateo,  andJuditZet 
in  Buda 
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Media  Cable  Clashes 


Fox  vs.  CNBC: 
Countdown  to  War 

Fox  Business  Network  has  the  deep  pockets  and 
patience  of  News  Corp.  behind  it.  It'll  need  them 


BY  RONALD  GROVER 
AND  DIANE  BRADY 

IT'S  T-MINUS  THREE  WEEKS  ON 
the  eighth  floor  of  News  Corp.'s 
Manhattan  headquarters.  On  Oct. 
15,  the  company  that  Rupert  Mur- 
doch built  by  challenging  incum- 
bents will  launch  Fox  Business 
Network.  And  Roger  Ailes,  who 
founded  Fox  News  as  a  populist  stomp- 
ing ground  and  beat  down  CNN  in  the 
process,  is  busy  laying  plans  for  his  bat- 
tle with  CNBC,  the  highly  lucrative  busi- 
ness channel  owned  by  General  Electric. 
"Nothing  turns  on  this  company  like  tak- 
ing on  the  other  guy,"  says  a  long-time 
Fox  executive. 

It's  going  to  be  a  tough  fight,  but  one 
worth  the  risk  for  Murdoch.  He  and  Ailes 
will  have  to  go  after  CNBC's  upscale 
and  highly  educated  viewers  and  top- 
name  advertisers  because  that's  where 
the  money  is.  CNBC  brings  in  $245  mil- 
lion a  year  in  advertising,  according  to 
SNLKagan.  It  has  a  57%  operating  margin 
and  operating  profits  of  $335.3  million 
(Cable  operators  also  pay  it  27$  a 
month  for  each  subscriber.)  A 

Murdoch    and    Ailes    are 
starting  out  with  one  big  dis- 
advantage, though.  Initially, 
FBN  will  be  seen  in  just  over 
30  million  homes— about 
one-third  of  CNBC's  reach 
and  less  even  than  Bloom- 
berg TV's.  And  will  those 
viewers  want  what  FBN 
is  offering?  Murdoch  has 
said  the  new  channel  will 
be  for  "Main  Street,"  dis- 
tinguishing it  from  what 
he  calls  CNBC's  Wall  Street 
focus.  But  Fox's  populist 
programming  may  not  go 
over  so  well  with  business 
executives.  "The  question 
isn't  whether  we're  ready 
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for  Fox  Business  [but]  are  they  ready  for 
us,"  says  CNBC  President  Mark  Hoffman. 
Over  the  past  20  years,  Murdoch,  of 
course,  has  successfully  taken  on  not  just 
CNN  but  the  Big  Three  TV  networks  and 
ESPN,  too.  His  gains  weren't  easy,  cheap, 
or  quick.  Murdoch  is  fine  with  that.  He 
waited  nearly  a  decade  and  lost  $2  billion 
before  British  Sky  Broadcasting  took  off. 
Today,  News  Corp.  sits  atop  nearly  $8  bil- 
lion in  cash.  If  Murdoch  wants  to  spend 
half  a  billion  on  FBN  before  turning  a 
profit,  as  analysts  project,  he  can  afford  to. 


For  now,  Murdoch  and  Ailes  have  b' 
operating  in  stealth.  It  has  only  beer 
the  past  few  weeks  that  FBN  salespee 
have  approached  advertisers,  and  e 
then  they  haven't  yielded  much  infon 
tion  about  the  programming.  The  19-s 
PowerPoint  presentation,  which  Busin 
Week  has  viewed,  focuses  mainly  on  i 
success  of  Fox  News.  "I'm  just  not  s 
what  their  strategy  is,"  says  Chris  Gei 
a  senior  executive  at  media  buyer  OMI 

STAR  SEARCH 

CHANCES  ARE,  though,  that  Fox's  cr 
nel  could  end  up  looking  a  lot  like  CN 
at  least  during  the  trading  day.  Hoffr 
acknowledges  that  Ailes— who  ran  i 
channel  for  three  years  before  he  left- 
Fox  in  1996— tried  to  entice  super 
Jim  Cramer,  whose  high-voltage  pers* 
has  helped  boost  prime-time  ratingj 
CNBC.  Ailes  will  probably  approach"! 
networks  other  brand  name,  Maria  1 
tirorno,  whom  he  first  put  on  air  in  1<1 
when  her  contract  expires  in  two  ye 
(Bartiromo  is  also  a  BusinessWeek  col 
nist.)  And  he  may  be  interested  in  hi 
Liz  Claman,  the  former  CNBC  anci 
after  her  noncompete  agreement  end 
mid-October.  For  now,  FBN's  headline 
"tear  up  your  credit  card"  radio  finari; 
guru  Dave  Ramsey,  who  will  have  a  prir 
time  show.  Ailes  declined  to  commenti 
Over  at  CNBC,  Jeff  Zucker,  the  heai 
NBC  Universal,  is  using  the  high-pn 
Today  show  to  promote  his  busi: 
channel.  And  CNBC  is  likely  to  fc 
anew  on  prime  time  with  shows 
American  Greed  and  the  edgier  Fast  A 
ey  with  Dylan  Ratigan,  which  it  will  nr 
to  the  important  5  p.m.  slot. 

But  the   real   conundrum  i 

CNBC  is  its  relationship 

The   Wall  Street  Joui 

now  that  Murdoc1 

buying  Dow  Jones  & 

the  paper's  owner. 

$5  billion.  CNBC  h 

contract,  which  last* 

more  years,  that  gi\ 

exclusive  access  to. 

nal  reporters  for  stn 

business  news.  Mure 

however,  says  they 

appear  on  FBN  to 

about  topics  such  as 

sonal  finance.  And,  the 

neither  side  will  say  anyt 

now,   Murdoch   is   pror. 

calculating  how  much  he 

have  to  pay  to  end  the  arra 

ment  with  C 

AILES  The  ex-CNBC      altogether.  II * 

head  is  taking  it  slow       -With  Burt  1 


making  the  sky  the  best  place  on  earth 


*& 


ffiANCEKLM 

i  our  Sky  Team  partners 


www.airfrance.com/us 


Finance  Deals 


Private  Equity's 
Public  Moves 

With  big  buyouts  in  the  doldrums,  firms  are 
picking  up  small  pieces  of  companies 


BY  MATTHEW  GOLDSTEIN 

NEED  MORE  PROOF  THE 
buyout  boom  has  fiz- 
zled? With  dozens  of 
megadeals  on  hold  in 
the  wake  of  the  cred- 
it crunch,  private  equi- 
ty firms  with  huge  war 
chests  are  pouncing  on  private  invest- 
ments in  public  equity  (PIPEs),  an  obscure 
market  that  has  burned  them  before. 

In  recent  weeks,  officials  at  Blackstone 
Group  and  the  private  equity  arm  of  Gold- 
man, Sachs  &  Co.  have  said  they  see  pipes 
as  a  lucrative  opportunity— comments  that 
followed  a  spate  of  recent  PIPE  invest- 
ments by  other  firms.  If  s 
not  private  equity's  usual 
playground.  In  a  typical 
deal,  an  investor  negotiates 
direcdy  with  a  company  to 
buy  a  minority  stake,  usu- 
ally purchasing  restricted 
stock  at  a  deep  discount  or 
high-yield  bonds  th;U  con- 
vert into  equity  at  a  pre- 
determined price.  Owners 
of  such  securities  usually 
take  a  passive  stance  toward 
management. 

This  is  a  far  cry  from 


the  activist  role  private  equity  firms 
usually  play,  a  strategy  that  has  been 
the  key  to  their  high  returns.  Investors 
in  private  equity  funds  may  come  to 
resent  forking  over  the  usual  1%  to  2% 
in  annual  fees  and  20%  of  profits,  if  the 
funds'  managers  don't  have  the  power 
or  will  to  force  change  at  underper- 
forming  companies  through  their  PIPE 
investments.  "We're  not  looking  to  pay 
private  equity  fees  for  something  that 
we  could  replicate  in  public  markets," 
says  Erik  Hirsch,  chief  investment  of- 
ficer at  Hamilton  Lane,  a  money  man- 
ager with  $10  billion  of  investments  in 
private  equity  funds. 


Money  to  Burn 

Firms  with  billions  to  deploy  can't  make  big  buyouts. 
Now  they're  taking  small  stakes  in  public  companies 
in  so-called  PIPE  deals,  like  these. 

FIRM 

INVESTMENT 

SIZE 
(millions) 

APOLLO  MANAGEMENT 

AgFeed  Industries 

$3 

WARBURG  PINCUS 

Inspire  Pharmaceuticals 

$75 

ELEVATION  PARTNERS 

Palm 

$325 

K0HLBERG  KRAVIS  ROBERTS 

Sun  Microsystems 

$700 

Having    raised    more    th 
$300  billion  last  year,  prn 
equity  firms  are  scrambling 
find  new  ways  to  deploy  tl 
cash.  That  was  the  case  the 
time  this  crowd  jumped  i 
PIPES  in  1999  and  2000— an 
timed  bet  at  the  peak  of  the  t 
boom.  The  bust  bruised  m 
players,  a  big  reason  why 
industry  has  shied  away  fi 
PIPEs  until  fairly  recently. 

This  time  around,  buj : 
firms  may  be  hoping  to  capi 
ize  on  the  changing  natun 
PIPEs.  The  market,  long  dc 
nated  by  fast-money  hedge  fu 
and  marred  at  times  by  trac 
scandals,  has  historically  been  a  func 
source  for  small,  cash-starved  compa 
hoping  to  stay  afloat.  Now  with  n 
traditional  corporate  lenders  tighter 
their  purse  strings,  bigger  compa 
looking  for  faster  financing  are  incr 
ingly  raising  money  this  way.  In  Aug. 
troubled  mortgage  lender  Countryv 
Financial  Corp.  sold  a  $2  billion  stale 
Bank  of  America  Corp.  Rather  than  g( 
to  the  open  market,  BofA  got  an  advaj 
geous  deal  straight  from  Countryv 
for  preferred  stock  that  can  convert 
common  shares  at  $18.  That  and  o 
big  deals  are  fueling  a  boom:  Thro 
August  companies  raised  $36.6  bili 
with  PIPEs,  compared  with  $28  bil* 
in  all  of  2006,  according  to  research  l 
PlacementTracker. 


SMALLER  BASKETS 

SUCH  SUPERSIZE  PIPES  started  to  p 
private  equity's  interest  even  before 
buyout  boom  faded  this  summer1 
April,  2006,  Blackstone  invested 
billion  in  Deutsche  Telekom  in  exchs 
for  a  4.5%  equity  stake.  Kohlberg  Ki 
Roberts  &  Co.  bought  $700  millio 
convertible  bonds  last  January  from 
giant  Sun  Microsystems  Inc.  The  list 
only  grown  in  recent  months.  Eleva 
Partners  has  a  $325  million  deal  ir 
works  for  a  piece  of  handheld  m 
Palm  Inc.,  and  in  late  September,  Ger 
Atlantic  in  Greenwich,  Conn.,  pai( 
billion  for  a  piece  of  the  Bolsa  de  Mt  | 
dorias  &  Futuros,  a  Brazilian  financia 
change  that  is  pursuing  a  public  offe: 
Douglas  A  Cifu,  a  partner  at  law  firm 
Weiss  who  worked  on  the  General  A 
tic  deal,  anticipates  private  equity  i 
may  complete  more  PIPE  deals  this 
than  classic  buyouts.  "The  buyout  si 
put  a  lot  of  eggs  into  one  basket," 
Cifu.  "Now  they  are  having  to  dive 
their  skills."  ■ 


I 


Data:  PlacementTracker 
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Environment  Green  Energy 


Catching  the  Wind 
In  a  Bottle 

A  group  of  Midwest  utilities  is  building  a  plant 
that  will  store  excess  wind  power  underground 


BY  ADAM  ASTON 

HE  FUTURE  IS  TAKING 
shape  under  the  wind- 
swept corn  and  soybean 
fields  outside  Dallas  Cen- 
ter, Iowa.  At  the  Iowa 
Stored  Energy  Park,  a  co- 
alition of  local  utilities  is 
grappling  with  one  of  the  thorniest  chal- 
lenges in  the  field  of  renewable  power: 
how  to  store  the  excess  energy  windmills 
create  when  demand  is  low  so  it  can  be 
used  later,  when  the  need  is  greater. 

The  group  is  building  a  system  that 
will  steer  surplus  electricity  generated  by 
a  nearby  wind  farm  to  a  big  air  compres- 
sor (diagram).  Connected  to  a  deep  well, 
the  compressor  pumps  air  into  layers  of 
sandstone.  Some  3,000  feet  down  and 
sealed  from  above  by  dense  shale,  the  po- 
rous sandstone  acts  like  a  giant  balloon. 
Later,  when  demand  for  power  rises,  this 
flow  is  reversed.  As  the  chamber  empties, 
a  whoosh  of  air  flows  back  up  the  pipe 
into  a  natural-gas-fired  turbine,  boosting 
its  efficiency  by  upwards  of  60%. 

This  trick  does  more  than  capture 
wind  that  might  otherwise  be  wasted.  It 
also  lets  the  utility  sell  the  stored  energy 
when  demand  is  peaking  and  prices  are 
highest,  says  Kent  Hoist,  the  parks  de- 
velopment director.  Backed  by  funding 
from  the  Energy  Dept.,  more  than  100 
municipal  utilities  in  Iowa,  Minnesota, 
and  the  Dakotas  are  ponying  up  a  total  of 
$200  million  to  build  the  268-megawatt 
system.  Begun  in  2003,  the  project  is  on 
track  to  go  online  in  2011. 

Although  Iowa's  compressed  air  ener- 
gy storage  (CAES)  project  will  be  the  first 
of  its  type  to  bank  green  energy,  it  may 
soon  have  company.  In  West  Texas,  TXU 
Corp.  is  working  with  Shell  WindEnergy 
to  build  a  massive  installation  of  wind- 
mills with  3,000  megawatts  of  capacity. 
The  companies  hope  to  connect  the  wind 
farm  to  a  CAES  system  that  will  pump 
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air  into  underground  salt  domes.  Other 
potential  CAES  sites  are  being  explored 
in  New  Mexico  and  the  Gulf  Coast. 
Nationally,  the  Electric  Power  Research 
Institute  estimates  that  more  than  85% 
of  the  U.S.  has  subterranean  features  that 
could  support  the  technique. 

For  now,  CAES  is  the  lowest-cost  way 
to  store  very  large  volumes  of  power, 


according  to  the  Energy  Dept.'s  Sani 
National  Labs.  While  American  Elect 
Power  Co.  and  Siemens  Wind  Power  i 
testing  truck-sized  batteries  with  capa 
ties  of  a  megawatt  or  more,  big  batter 
rely  on  costly,  exotic  chemicals.  CAES, 
contrast,  combines  less  pricey  industj 
machinery  with  the  earth's  free  ston 
capacity.  And  while  battery  life  is  m 
sured  in  hours,  the  geology  below 
Iowa  project  can  store  about  20  wee 
worth  of  air  supply. 

Despite  being  unpredictable,  wine' 
the  nation's  fastest-growing  form  of 
newable  energy.  In  the  past  five  ye 
output  from  wind  farms  has  grown  t 
fold,  to  more  than  12,000  megawatts, 
about  1%  of  total  U.S.  supply.  Its  fans  p 
diet  that  someday  wind  could  supply  ! 
or  more  of  the  nation's  electricity.  Th; 
already  the  case  in  Spain  and  Denmai 

Perhaps    subterranean   storage   te 
niques  will  help  wind  power  reach  its 
tential.  "Near  term,  it  has  the  best  cha 
of  being  adapted  by  the  utilities,"  says  S 
dia  stored-energy  expert  Garth  Corey. 


Free  Storage 

Surplus  wind  energy  can  be  piped 
below  ground  and  released  later, 
as  needed,  to  generate  power 


O  Windmills  sometimes  make  more  pow« 
than  needed,  especially  at  night.  So  utilities 
are  trying  to  capture  energy  that  would 
otherwise  go  to  waste. 
©  Excess  wind  power  is  directed  to  a 
compressor  that  pumps  air  into  a  layer  of 
porous  sandstone  deep  underground. 
©  As  pressure  rises,  the  sandstone  fills  wn 
air,  which  displaces  groundwater.  Duringtl? 
day,  or  whenever  demand  peaks,  utilities 
tap  these  underground  reserves. 
©  The  compressed  air  is  piped  back  upM 
the  surface,  helping  to  drive  a  gas  turbine 
that  supplies  a  community. 
©  The  extra  forced  air  enables  the  turbin 
perform  using  much  less  natural  gas  than 
would  normally  consume. 
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Managing  I  Brand  Makeover 


Paul  Stuart  Tries 
To  Unstuff  the  Shirts 

To  update  its  conservative  image,  the  clothier 
is  introducing  a  bolder,  cheekier  line 


BY  ELIZABETH  WOYKE 

OR  54  YEARS,  CLIFFORD 
Grodd,  the  83-year-old  CEO 
of  high-end  clothing  retailer 
Paul  Stuart,  has  arrived  at 
the  New  York  flagship  store 
before  dawn  to  examine  ev- 
ery pattern,  display,  and  ad. 
Grodd,  a  former  U.S.  Air  Force  pilot,  is  a 
man  of  routine.  Every  work  day,  he  arrives 
fresh  from  the  Yale  Club,  which  opens  ear- 
ly to  allow  him  his  4  a.m.  workout.  Grodd 
then  dresses,  dons  suspenders,  adjusts  his 
pocket  square,  and  heads  to  work,  where 
the  starting  time  for  most  employees  is 
7:00  a.m.  His  stringent  standards  and 
studied  idiosyncratic  style  lead  underlings 
to  joke  that  "Grodd  is  in  the  details." 

That  painstaking  approach  to  business 
created  a  devoted  following  for  the  69- 
year-old  brand,  which  has  stores  in  New 
York  and  Chicago  and  100  licensed  stores 
internationally.  It's  also  left  Paul  Stuart 


with  an  aging  customer  base  and  a  reputa- 
tion for  conservative  fashion.  To  update 
the  brand's  image,  Grodd  is  launching  a 
new  line  of  clothing  in  Paul  Stuart  stores 
on  Oct.  8— the  company's  first-ever  sub- 
brand,  called  Phineas  Cole— to  appeal  to 
a  hipper,  younger  demographic.  Grodd's 
challenge  is  shared  by  many  a  CEO:  Stay 
relevant  by  adapting  to  changing  customer 
needs  and  tapping  new  growth  markets, 
but  maintain  the  connection  with  core 
customers.  The  need  to  master  this  balanc- 
ing act  is  particularly  acute  for  Grodd,  who 
owns  a  majority  stake  and  became  CEO 
in  1965  when  his  father-in-law,  Ralph 
Ostrove,  stepped  down.  He  wants  Paul 
Stuart  to  remain  family-owned  and  says 
he  rebuffs  at  least  two  to  three  offers  a  year 
from  private  equity  firms  and  others. 

In  Phineas  Cole,  Grodd  thinks  he's 
found  a  way  to  achieve  that  balance.  If 
Paul  Stuart  is  a  cosmopolitan  man  in  his 
50s,  Phineas  is  his  thirtysomething  errant 


Paul  Stuart, 
updates  its 
look  with  the 
new  Phineas 
Cole  line 


*  JACKETS  are  cut  shorter 
and  slimmer,  with  two  extra 
interior  pockets  for  a  PDA  or 
cell  phone 

TIES  have  lost  some  of 
their  width  and  come  in 
bolder  colors  and  patterns 


-m  TAGS  on  limited-edition 
suits  and  shirts  sport 
irreverent  phrases  such  as 
"no  sartorial  cowardice" 


nephew,  tapping  away  on  his  PDA 
sporting  purple  socks  and  an  orange 
He  is  described  by  company  executive 
a  world  traveler  with  a  rakish  attitude 
an  impeccable  sense  of  style.  Present 
Phineas  as  a  fictional  relative  (there 
a  real  Paul  Stuart— Paul  Stuart  Ostn 
the  founder's  son)  is  helpful  for  the  li. 
designers,  who  say  they  continually 
themselves:  "Would  Phineas  wear  th 
It  also  frames  the  launch  as  an  evolutio 
new  member  of  an  expanding  family, 
allows  Phineas  to  trade  on  Paul  Stui; 
cachet  and  heritage,  says  Madison 
ley,  a  strategist  at  retail  consultants  I 
Salmon  Associates. 

That  translates  into  a  sleeker,  w 
contemporary  silhouette  and  bolder 
ors  and  patterns.  Jackets  are  slimmer  l 
a  half-inch  shorter  than  classic  Paul  Sm 
styles  and  sport  two  extra  interior  poc 
for  MP3  players  or  PDAS.  Trousers  are  1 
and  lean,  and  shirts  cut  close  to  the  bl 
with  no  pockets.  Prices  are  similar  to  th 
of  the  main  brand— $1,400  to  $2,400 » 
suit,  $190  to  $300  for  a  shirt,  $110  to  j 
for  a  tie.  Both  lines  are  designed  in-hc 
and  are  partly  hand-sewn. 

SUCCESSION  PLANS 

THE  ROLL-OUT  OF  Phineas  mirroii 
broader  shift  within  Paul  Stuart.  Altho 
Grodd  brushes  away  talk  of  retirementu 
get  too  much  fun  out  of  what  I  do.  Plai 
golf  or  bridge  wouldn't  be  sufficiently  c 
lenging"— he's  thinking  about  success) 
Growth  has  been  steady,  he  says,  buti 
company  could  benefit  from  a  fresh  v 
The  logical  choice,  he  acknowledges,  i  i! 
47-year-old  nephew,  Michael  Ostrove, 
rently  vice-president  Grodd 
acquired  an  experienced  No.  2  1 
the  hiring  late  last  year  of  i 
veteran  Sandy  Neiman  as  dire 
of  merchandising. 

Neiman's  charge:  Revitali 
Paul  Stuart  that  has  aged  alt 
side  its  baby  boomer  custor ; 
and  bolster  its  e-commerce  t ! 
ness.  Plans  for  Phineas  inc^ 
guerrilla  marketing,  Web  video,  a  1 1 
and  possibly  celebrity  endorsers  w 
wear  the  line  to  events  and  host  lai 
parties.  "Gordon  Gekko's  back,  a'i 
with  an  interest  in  proper  dressi 
says  Neiman,  so  Web  ads  will  ta 
young  Wall  Streeters. 

The  strategy  makes  sense,  says  F 
ard  Jaffe,  retail  analyst  at  Stifel  Nico! 
But,  he  adds,  "I  don't  know  how 
find  this  customer  and  let  him  k 
you're  younger  than  you  appear."  G 
hopes  putting  young  Phineas  front 
center  will  do  the  trick.  ■ 
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The  annual  Harold  W.  McGraw,  Jr. 

Prize  in  Education  recognizes 

outstanding  innovators  in 

education.  We  are  proud  to  honor 

this  year's  winners. 


is  our 
classroom 


DIS  B.  DEFLEUR 

esident,  Binghamton  University 
ate  University  of  New  York 

>  president  of  a  public  research  university 
ith  more  than  14,300  students,  Lois  DeFleur 
troduced  one  of  the  nation's  first  and 
rongest  international  education  programs. 
le  school  encourages  language  education 
:ross  the  curriculum,  offers  opportunities 
!  study  other  cultures  on  campus  and 
ants  dual-diplomas  with  universities  in 
•veral  countries. 


REYNAULD  SMITH 

Social  Studies  &  AP  American  History  Teacher 
Eastern  Senior  High  School,  Washington,  D.C. 

Since  Reynauld  Smith  wove  Eastern's  fledgling 
Model  United  Nations  program  into  his 
Advanced  Placement  American  History  class, 
he  has  provided  hundreds  of  District  of 
Columbia  public  school  students  with  their 
first  glimpse  of  a  global  perspective.  His 
international  focus  also  extends  to  class  trips 
through  Ecuador,  Portugal,  the  Dominican 
Republic  and  Mexico. 


VIVIEN  STEWART 

Vice  President  for  Education 
The  Asia  Society 

Vivien  Stewart  has  dedicated  her  career  to 
promoting  the  study  of  Asia  and  other  world 
regions,  cultures,  languages  and  global  issues 
in  America's  schools.  She  brings  educators, 
policy  makers  and  civic  leaders  from  the  East 
and  the  West  together  to  build  connections 
and  exchange  ideas.  These  partnerships 
provide  a  forum  where  expertise  and 
resources  -  often  developed  by  Stewart 
herself-  help  improve  education  to  meet 
the  demands  of  globalization. 


learn  more  about  the  Harold  W.  McGraw,  Jr.  Prize  in  Education  and 
e  2007  winners,  visit  www.mcgraw-hill.com/prize2007. 


HlroldW 
McGraw,  Jr. 


m 


Celebrating  20  Years 


The  McGraw-Hill  Compamt 


Rubbing  Customers 
The  Right  Way 

Massages  and  other  unlikely  Six  Sigma 
ventures  are  winners  at  Starwood  Hotels 


BY  SPENCER  E.  ANTE 

IN  JANUARY,  2006,  THE  WESTIN 
Chicago  River  North  hotel  was 
picked  to  pilot  a  project,  dubbed 
Unwind,  for  the  upscale  hotel 
chain.  The  purpose:  to  think  up 
a  set  of  nightly  activities  that 
would  draw  guests  out  of  their 
rooms  and  into  the  lobby  where  they 
could  mingle,  develop  a  greater  loyalty 
to  the  hotel  group,  and  maybe  spend  a 
little  more  money.  Westin  spied  an  op- 
portunity after  a  study  found  that  34% 
of  frequent  travelers  feel  lonely  away 
from  home.  The  Unwind  project  led 
the  Westin  to  develop  dozens  of  activi- 
ties, including  massages,  at  the  Chica- 
go hotel. 

Instead  of  hiring  the  usual  ethno- 
graphers or  consultants,  Westin  owner 
Starwood  Hotels  &  Resorts  Worldwide 
Inc.  turned  to  Six  Sigma,  a  manage- 
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ment  process  known  for  reducing  de- 
fects and  increasing  efficiency.  It  was  a 
surprising  move  given  Six  Sigma's  rap 
as  a  creativity  killer.  But  under  Geof- 
frey A.  Ballotti,  president  of  Starwood's 
North  America  Div,  the  company  is 
using  Six  Sigma's  strengths  to  pro- 
mote innovation— and  generate  tens 
of  millions  in  new  revenue.  Combining 
creativity  and  efficiency  is  a  delicate 
managerial  maneuver  that  few  service 
companies  can  pull  off. 

Starwood  succeeded,  in  large  part,  be- 
cause it  began  with  a  culture  of  creativity 
before  introducing  the  management  tool. 
Design  has  long  played  a  major  role  in 
the  company,  with  noted  architect  David 
Rockwell  designing  its  hip  W  Hotels 
brand  back  in  the  '90s. 

Starwood  gets  a  boost  out  of  Six  Sigma 
by  using  its  techniques  to  dream  up  proj- 
ects across  the  company.  Massage  is  just 


one  of  hundreds  of  ventures  done  this 
This  year's  food  and  beverage  enginee 
program,  which  rejiggers  the  choice: 
room-service  and  catering  menus  base 
their  popularity,  has  generated  $20  miJii 
in  extra  revenue. 

In  2006,  programs  developed  uic 
Six  Sigma  delivered  more  than  i|i 
million  in  profit  to  its  bottom  line. . 
result,  the  White  Plains  (N.Y.)  comt 
is  one  of  the  world's  most  profitable 
tel  operators:  Its  net  margin  is  nt 
15%,  higher  than  those  of  rivals  Hi 
Hotels  Corp.  and  Marriott  Internati 
Inc.  "We  have  been  driving  our  ma 
growth  faster  than  our  competitx 
says  Ballotti.  "When  people  ask  wit 
point  to  Six  Sigma." 

The  group  that  runs  the  effort  is  h 
ed  by  Brian  Mayer,  who  claims  the  qi 
tide  of  vice-president  for  Six  Sigma 
eration  innovation,  and  room  suppoi 
grew  up  in  the  hospitality  industry," 
Mayer,  whose  grandfather  and  fathe: 
catering  businesses.  "The  joke  is  tl 
was  born  in  a  chafing  dish." 

Since  the  program  launched  in  2 
Mayer's  crew  has  trained  150  emt 
ees  as  "black  belts"  and  more 
2,700  as  "green  belts"  in  the  an 
Six  Sigma.  Based  mostly  at  the  he 
black  belts  oversee  the  projects  v 
green  belts  hammer  out  the  dei 
The  key  to  their  success,  says  May 
that  instead  of  acting  like  "suits" 
posing  their  will  from  "corporate,' 
Six  Sigma  specialists  operate  more 
partners  who  help  local  hotels  : 


r  own  objectives.  Indeed,  almost 
Vo  of  the  creative  concepts  come 
1  in-house  staff.  And  every  project 
t  be  overseen  by  a  hotel  employee, 
focusing  on  their  goals  and  bud- 
it  enables  us  to  become  a  partner 
le  operation,"  says  Mayer. 

IT  TEAMS 

,  INNOVATION  process  begins  when 
1  teams  pitch  Mayer's  group  on  a  new 
.  "They  fight  for  our  resources,"  says 
er.  A  Six  Sigma  Council  composed  of 
Dtti  and  his  13  direct  reports,  includ- 
lis  senior  vice-president  for  sales  and 
keting,  then  evaluates  an  idea's  merit 
d  on  the  division's  priorities  and  the 
set's  expected  payoff.  If  the  council 
■oves  a  project,  black  belts  and  green 
i  are  deployed  like  SWAT  teams  to  the 
Is  to  carry  it  out. 

t  the  case  of  Unwind,  a  Six  Sigma 
l  in  January,  2005,  brainstormed 
i  a  group  from  the  Westin  Chicago 
:r  North  Hotel  that  included  the 
ctors  of  rooms,  food  and  beverages, 
sales.  In  that  meeting,  the  hotel's 
•ss  director  "came  up  and  said: 
y  don't  we  do  massage?'"  says 
r  Simoncelli,  the  hotel's  general 
ager. 

lie  team  liked  the  idea  and  started 
esign  the  experience.  First  up  was 
ing  out  the  logistics:  getting  the 
sage  chairs,  choosing  the  uniform  of 
nasseuse,  determining  the  best  loca- 
for  the  table.  In  October,  2005,  the 
1  staged  a  dry  run.  The  team  quickly 


learned  they  had  a  problem:  The  guests 
wanted  the  complimentary  massage  to 
last  longer  than  the  hotel  anticipated. 
"We  had  to  come  up  with  a  diplomatic 
way  of  saying  there  is  a  limited  amount 
of  time  in  the  massage  chair,"  says  Si- 
moncelli. After  completing  the  pilot  in 
a  few  weeks,  the  Six  Sigma  team  turned 
over  the  project  to  its  hotel  sponsor,  in 
this  case  the  rooms  director.  Last  year 
the  hotel  introduced  massage  and  found 
a  nice  surprise:  Later  on,  the  revenues 
from  paid  massages  in  the  hotel  spa  hit 
an  all-time  high,  rising  30%  over  the 
previous  year. 

After  a  prototype  rolls  out,  green 
belts  shift  into  analytics  mode.  They 
spend  a  lot  of  time  with  the  E-Tool, 
a  proprietary  Web-based  system  that 
allows  Starwood  to  monitor  a  slew  of 
performance  metrics  to  gauge  the  suc- 
cess or  failure  of  a  new  project.  E-Tool 
lets  hotel  managers  rapidly  spread  and 
drive  consistent  execution  of  each  proj- 
ect. That's  no  easy  task  at  Starwood, 
which  owns,  manages,  or  franchises 
800  hotels,  and  rolls  out  new  projects  to 
them  every  two  weeks.  Green  belts  enter 
every  project  into  the  E-Tool,  which  cur- 
rently contains  3,000  to  4,000  items. 
The  entries  are  detailed  and  include 
photographs  and  project  descriptions 
as  well  as  how-to  instructions.  The  Un- 
wind program  alone  produced  120  new 
activities— one  for  each  Westin  hotel, 
including  traditional  fire  dancing  in  Fiji 
and  Chinese  watercolor  painting  in  Bei- 
jing. "I  probably  will  make  50%  fewer 


mistakes  than  if  I  had  rolled  out  a  project 
myself,"  says  Simoncelli. 

Some  projects  lead  to  big  cost  savings 
and  a  healthier  workplace.  Consider  a  ho- 
tel safety  effort  that  was  made  mandatory 
for  all  North  American  hotels.  Starwood 
launched  the  initiative  in  early  2004  after 
executives  noticed  that  workers'  compen- 
sation claims  were  skyrocketing.  A  Six 
Sigma  team  researched  the  problem  and 
discovered  the  biggest  cause  of  accidents 
were  slips  and  falls,  and  housekeepers 
often  suffered  from  back  strains.  The 
team  developed  new  work  processes,  in- 
cluding a  stretching  routine  required  for 
all  housekeepers  and  new  cleaning  tools 
with  longer  handles.  In  the  past  three 
years,  Starwood  has  slashed  the  number 
of  workers'  claims  in  half,  and  their  cost 
has  fallen  69%. 

The  latest  effort  is  an  initiative  to 
drive  down  the  company's  energy  costs. 
Thanks  to  a  program  that  offers  energy 
consumption  tips,  such  as  shutting  off 
computers,  Starwood  estimates  it  will 
cut  its  power  bill  this  year  by  about  $11 
million.  Part  of  the  program  requires 
hotels  to  replace  incandescent  lights  with 
compact  fluorescent  bulbs  in  75%  of  their 
rooms.  There  was  a  lot  of  pushback  from 
hotel  staff  who  felt  the  new  bulbs  would 
not  throw  off  such  a  pleasing  light.  But  a 
Six  Sigma  group  allayed  those  concerns 
by  setting  up  a  dozen  rooms  with  differ- 
ent bulbs.  "We  had  top  leaders  figuring 
out  which  one  was  best,"  says  Ballotti. 
"The  collective  power  of  getting  these 
folks  together  is  just  amazing."  ■ 
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ExecutiveLife  Business  Traveler 


Will  Fly  for  Food 

To  whet  passengers'  appetites,  airlines  are 
improving  the  onboard  fare,  byamydunkin 


AIRLINE  FOOD  HAS  BEEN  THE 
stuff  of  jokes  since  almost  the 
dawn  of  aviation.  But  after  many 
years  of  dulling  passengers'  ap- 
petites, a  number  of  carriers  insist 
they've  gotten  serious  about  upgrading 
the  air  fare,  even  in  economy. 

Following  recent  menu  improvements 
in  business  and  first  class  (table),  Delta 
Air  Lines  is  getting  set  to  roll  out  cold  en- 
trees created  for  coach  by  chef  Todd  Eng- 
lish, owner  of  six  Olives  restaurants.  The 
initial  selections— at  $7  to  $10,  on  a  par 
with  airport  shops— include  a  roast  beef 
Cobb  salad  sandwich,  grilled  shrimp 
salad,  and  black  olive  spaghetti  salad. 
"We  are  trying  to  do  a  range  of  things 
that  are  familiar  but  push  the  enve- 
lope a  bit,"  says  English  (right,  with 
olive  spaghetti  salad).  "You  can't  get 


too  esoteric  on  a  plane." 

I  tasted  all  three  dishes, 
which  will  be  available  from 
Nov.  1  on  longer  domestic 
flights;  my  favorite  was  the 
roast  beef.  Then  again,  English 
prepared  and  served  them  at  01 
ives  in  New  York  Will  the  bread 
be  as  crisp  and  the  ingredients 
as  fresh  when  they  come  out 
of  a  cooler  at  30,000  feet? 

English,  who  took  part 
in  an  ambitious  catering 
venture    for    Northwest 
Airlines  in  the  1990s,  says 
he  and  Delta  thought  long 
and  hard  about  what  foods 
would  hold  up  well  in  the 
air.  They'll  soon  see  if  customers 
approve.       -With  Romy  Drucker 
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FRONT  OF  PLANE                                                       MAIN  CABIN 

AMERICAN 

A  trio  of  chefs  designs  international  first-class  menus  that 
include  entrees  such  as  mojito  shrimp  with  pineapple.  Business 
class  on  Boeing  767s  gets  similarly  enhanced  fare. 

The  buy-onboard  service  offers  $2  to  $4  snack  options.  "Free 
Light  Meals"  for  $5,  such  as  an  Asian  chicken  wrap,  are  avail,  i 
on  U.S.,  Caribbean,  and  Mexico  flights  of  three  hours  or  long 

CONTINENTAL 

A  "Congress  of  Chefs"  highlights  international  flavors.  For  the 
Oct.  1  inaugural  flight  from  New  York  to  Mumbai,  gosht  pasanda 
(lamb  chops  in  yogurt-cream  sauce)  will  be  served. 

It  offers  a  rarity  in  21st  century  domestic  flying:  compliment  • 
coach  meals.  Sandwiches  and  salads  are  prepared  by 
Continental's  own  division,  Chelsea  Food  Services. 

DELTA 

Miami  chef  Michelle  Bernstein's  menu  items  have  been  featured 
in  international  BusinessElite  since  August,  2006.  She  just 
moved  into  U.S.  first  class. 

Delta  reinstituted  a  food-for-sale  menu  in  September  after 
offering  only  snacks  since  2003.  Todd  English's  entrees  will 
appear  on  Nov.  1  for  $7  to  $10  each. 

JETBLUE 

Passengers  get  a  choice  of  snacks,  including  cashews,  biscotti, 
munchies  mix,  and  the  carrier's  signature  Terra  Blues  potato 
chips.  Wash  it  down  with  a  cup  of  Dunkin'  Donuts  coffee. 

This  is  a  one-class  airline,  so  everyone  gets  the  same  food. 

LUFTHANSA 

"Connoisseurs  on  Board"  appoints  renowned  chefs  to  design 
menus  for  first  and  business  classes.  In  October,  David  Bouley 
is  the  featured  culinary  master  for  all  long-haul  flights. 

Economy  cabin  has  full  complimentary  service,  with  the  nur  1 
of  meals  depending  on  the  length  of  the  flight.  If  you  don't  w  1 
the  standard  fare,  you  can  preorder  from  a  list  of  20  options  I 

MIDWEST 

Chef  Shawn  Monroe  of  Mader's  restaurant  in  Milwaukee  helped 
develop  the  Best  Care  Cuisine  program  in  2005.  October's 
menu  includes  a  hot  pulled-pork  panini  lunch  for  $10. 

This  is  a  one-class  airline,  so  everyone  gets  the  same  food. 

Menu  items  are  subject  to  change  and  may  not  be  available  on  all  routes 
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Dining  to  a  city  near  you. 


nfluencer 


From  the  authors  of  the  Net  M  Tim  Bestseller 

crucial  conversations 


Influencer 


Power 
To  Change 

Anything 


re  You  an  Influenced 

i  one  of  the  New  York  Times  bestselling  authors  of  the  new  book  Influencer:  The 
ver  to  Change  Anything,  for  a  powerful  presentation.  Based  on  research  with  the 
Id's  best  influencers,  Influencer 'will  teach  you  how  to  dramatically  increase  your 
i  influence  in  your  work,  your  personal  life,  and  your  world.  You  will  receive: 

•  A  dynamic  and  thought-provoking  90-minute  presentation  by  an  author 
» A  copy  of  the  new  book  Influencer:  The  Power  to  Change  Anything 

•  An  assessment  to  measure  your  Influencer  Quotient  (IQ) 

■  author  team  behind  Influencer,  and  the  national  bestseller  Crucial  Conversations, 
;  been  featured  in  the  New  York  Times,  The  Wall  Street  Journal,  and  USA  Today.  Their 
dership  teachings  are  widely  used  by  over  300  of  the  Fortune  500  Companies. 


loseph  Grenny    Jo, 


^^  The  authors  of  Influencer:  The  Power  To  Change  Anything 

To  register  visit  www.influencerbook.com 


insors: 


BusinessWeek 
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com 


Influencer  LIVE!  Event  Cities: 


Atlanta  •  Austin  •  Boston 

Calgary  •  Chicago  •  Columbus 

Dallas/Ft.  Worth  •  Denver 

Des  Moines  •  Detroit 

Houston  •  Las  Vegas 

Los  Angeles  •  Miami 

Minneapolis  •  New  York  City 

Orlando  •  Phoenix 

Raleigh/Durham  •  Salt  Lake  City 

San  Jose  •  San  Diego 

Toronto  •  Washington  DC 


To  register  visit 

www.influencerbook.com 

For  questions,  call  1 .800.449.5989 


"AN  INSTANT  CLASSIC!  Whether 
you're  leading  change  or  changing 
your  life,  this  book  delivers. " 

—  Stephen  R.  Covey,  author  of  The  7 
Habits  for  Highly  Effective  People 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT PARKER 


Resplendent 
Rieslings 


RIESLINGS  FROM  the  steep  slate  slopes 
of  Germany's  Mosel  River  Valley  are 
delicate  and  light-bodied  wines.  Those 
labeled  Kabinett  are  usually  no  more 
than  10%  alcohol.  All  display  a  discreet 
sweetness,  which  makes  them  good 
partners  for  spicy  foods,  especially  fiery 
Asian  cuisine.  No  trees  are  killed  in 
making  these  wines,  either:  They're 


aged  in  old  barrels  or  stainless  steel. 

The  following  selections,  reviewed  by 
my  colleague  David  Schildknecht,  are 
from  the  2005  vintage,  an  exceptionally 
strong  one  for  the  Mosel.  They  will  stay 
fresh  and  gain  complexity  for  five  or 
more  years,  but  you'll  succumb  to  temp- 
tation long  before  that. 

Selbach-Oster  Zeltinger  Sonnenuhr 
Riesling  Kabinett 

91  points.  From  a  sweet  spot  where  slate  cliffs 
and  pooled  water  channel  the  sun's  energy 
into  the  grapes,  this  wine  smells  alluringly  of 
vanilla,  nut  oil,  baking  spices,  and  flowers. 
Creamy  and  rich  with  nougat  and  maple  syrup 
notes,  it  also  has  invigorating  apple  and  lime 
flavors.  $15 

Schloss  Lieser  Riesling 
90  points.  Scents  of  root  beer  and  licorice  are 
followed  by  a  rich  palate  that  combines  apple 
and  melon  with  the  aforementioned  root  and 
herbal  aromas.  A  superbly  concentrated 
finish  adds  baking  spices  and  underlying 
notes  of  toasted  nuts  and  wet  stones,  a 
common  characteristic  of  wines  grown  on 
slate  slopes.  $15 

Zilliken  Riesling  Butterfly 

88  points.  Made  to  retain  only  the  subtlest 

hint  of  sweetness,  this  cuvee  offers  scents 


and  flavors  of  sweet  cherry, 
baking  spices,  and  wet  stones.  It 
has  a  satiny,  plush  texture,  palpable 
density,  and  a  foundly  rich,  judiciously 
sweet  finish  that,  besides  cherry, 
suggests  kumquat,  lemon  oil,  and 
honey.  At  11.5%  alcohol,  it's  fuller-bodied 
than  most  Mosel  rieslings.  $16 


Reinhold  Haart  Riesling  Haart  to 
Heart 

88  points.  From  Piesport's  foremost  vintner, 
this  wine  teems  with  grapefruit  and  pineapple 
flavors,  supported  by  a  modest  amount  of 
residual  sugar  and  a  creamy  texture.  A  fine, 
sappy  finish  incorporates  grapefruit  zest, 
toasted  nuts,  and  wet  stones.  Like  the  Zilliken, 
it  is  11.5%  alcohol.  $17 

Heribert  Kerpen  Wehlener 
Sonnenuhr  Riesling  Kabinett 
90  points.  From  one  of  the  Mosel's  great 
vineyards,  this  wine  displays  hints  of  apple 
and  vanilla.  It  is  juicy  on  the  palate,  with  a 
subtle  and  alluring  suggestion  of  creaminess. 
A  long,  nuanced  finish  displays  dried  apple, 
vanilla,  and  wet  stones.  $19 

Dr.  Loosen  Bernkasteler  Lay  Riesling 

Kabinett 

92  points.  This  really  ripe  yet  still  delicate 

wine  offers  a  torrent  of  black  cherries  in  the 


nose,  mingled  with  vanilla,  lime  zest,  floi  I 
and  baking  spices.  Subtly  creamy  in  text  f 
yet  juicy  and  ingratiating  on  the  palate,  i 
launches  a  lovely  long  finish  of  cherry,  v; 
and  salt.  $22 


Reichsgraf  von  Kesselstatt 
Scharzhof berger  Riesling  Kabin 
90  points.  Lemon  oil,  peach,  and  a  punj 
whiff  of  spice  and  sea  breeze  inform  the 
almost  prickly  nose  of  this  Kabinett  f  ron 
vast  but  quality-conscious  estate.  A  brij 
tongue-nipping,  invigoratingly  intense  p 
leads  to  a  refined,  ringing  finish.  $22  ■ 


Robert  Parker  is  the  world's  most  influen  I 
wine  critic.  Visit eRobertParker.com  tost  f* 

of  thousands  of  tasting  notes,  buy  his  boi 
subscribe  to  his  newsletter,  The  Wine  Adv 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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fORUM 


Staying  on  the  Fast  Track 

Leadership,  Innovation,  Performance 

6-7  November  2007,  China  World  Hotel,  Beijing 


e  innovation.  Redefine  business  models.  Stay  on  the  fast  track  of  growth.  CEOs  have  to 
ver  consistently  on  these  high  expectations.  And  while  opportunities  abound,  the 
ilenges  have  never  been  greater.  The  CEO  Forum  provides  unique  access  to  business 
lers,  global  CEOs  and  policy  makers  and  over  two  days  of  intense  dialogue  you  will  learn 
'  to  outthink  the  fast  pace  of  change. 

esight.  Insight.  Onsite.  At  The  1 1th  Annual  CEO  Forum. 


ect  Speakers 


1 


The  Right  Honorable 
Tony  Blair 

Former  Prime  Minister  of 

Great  Britain  and  Northern  Ireland 


Professor  Robert  Mundell 

professor,  Columbia  University  and 
1999  Nobel  Laureate  for  Economics 
United  States 


lid  Rashid  Al  Zayani,  chairman,  Alzayani  Investments,  Bahrain 

i  Bemardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 

oria  Chu  Pao,  president,  Platts,  United  States 

?r  Lau,  chairman  and  chief  executive,  Giordano  International,  Hong  Kong 

n  Mullen,  chief  executive  officer,  DHL  Express,  Germany 

y  Provoost,  chief  executive  officer,  Philips  Consumer  Electronics,  The  Netherlands 

l  Rosling,  executive  director,  Tata  Sons,  India 

hankar,  group  head,  Client  Relationships,  Standard  Chartered  Bank,  Singapore 

Kiran  Mazumdar  Shaw,  chairman  and  managing  director,  Biocon  Group,  India 

tain  Wei  Jiafu,  president  and  chief  executive  officer,  COSCO  Group,  People's  Republic  of  China 

ng  Xin,  chief  executive  officer,  SOHO  China,  People's  Republic  of  China 
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Strategic  partnership  enquiries 

Alan  Wong:  Tel  (852)  2151  8220 
Email:  alan.wong@dnmstrategies.com 


Speaking  opportunities 

Priscilla  Poon:  Tel  (852)2581  0142 
Email:  priscilla.poon@dnmstrategies.com 


Participant  registration 

Karen  Lee:  Tel  (852)  2151  8215 
Email,  karen.lee@dnmstrategies.com 


For  agenda  go  to:  www.dnmstrategies.com 


PersonalFinance  Strategies 


The  Portfolio 
Balancing  Act 

In  turbulent  times-like  these-the  "rules"  for  asset 
allocation  often  go  out  the  window,  bybrianhindo 


DEAR  INVESTOR,  PROVIDED  YOUR  head  has  stopped 
spinning  from  these  tortuous  few  months,  let's  talk 
for  a  bit  about  asset  allocation.  You  know,  adjusting 
the  holdings  in  your  401(k),  Individual  Retirement 
Account,  or  personal  portfolio  so  you  don't  end  up 
with  all  your  money  in  the  same  place  at  the  same 
time.  As  you  also  know,  you're  supposed  to  keep 
rebalancing  that  portfolio  according  to  your  age,  goals,  and  tolerance 
for  risk.  5  You  may  have  noticed  where  the  conventional  wisdom  has 
gotten  you  over  the  summer:  in  a  hole.  Large-cap  stocks,  small-cap 
growth  stocks,  high-yield  bonds,  private  equity— they've  all  traded 

in  the  same  direction.  Down.  So  much  for      It  will  come  from  performance  over  the 


a  balanced  portfolio.  All  it  has  bought  you 
is  an  evenly  distributed  plunge— good  for 
Olympic  divers,  bad  for  you. 

You  may  take  solace  from  the  big 
bounceback  after  the  Fed's  recent  rate 
cut.  But  the  real  salve,  of  course,  won't 
come  from  daily  or  monthly  movements. 


long  term.  When  clients  complain  to 
financial  adviser  Charles  Massimo  of 
CJM  Fiscal  Management  in  Garden  City, 
N.Y.,  about  the  markets,  he  tells  them  "to 
ignore  the  noise." 

Yeah,  right.  There's  a  reason  these  gy- 
rations are  so  hard  to  ignore.  The  idea 


behind  asset  allocation  is  to  have  inv* 
ments  with  little  or  no  correlation— thef 
not  doing  the  same  thing  at  the  st- 
time.  But  when  investors  get  spool) 
they  sell  indiscriminately,  and  the  corn 
tions  jump.  It  happened  in  1987,  in  19! 
in  1998,  and  again  this  summer.  "His* 
shows  that,  in  the  short  term,  correlatii 
often  spike  in  times  of  trouble,"  says  M 
Stern,  chief  investment  officer  at  Bet 
mer  Trust  in  New  York. 

INHERENTLY  UNSTABLE' 

TO  REALLY  SEE  WHAT'S  happen:* 
look  under  the  hood.  The  most  red 
Journal  of  Financial  Planning  shtt 
that  correlations  among  asset  cl 
es— the  underpinning  of  any  alloca 
strategy— are   more   changeable  t 
we're  led  to  believe  (chart).  Williai 
Coaker  II,  senior  investment  officei 


lb       ' 


nana 


ities  for  the  San  Francisco  City  & 
|ity  Retirement  System,  researched 
correlations  for  18  asset  classes  for 
1970-2004  period.  U.S.  stocks  (the 
dard  &  Poor's  500-stock  index)  and 
is  (U.S.  investment-grade  issues) 
■  a  0.23  correlation,  which  means 
only  23%  of  the  time  are  bonds  and 
<s  acting  the  same  way.  But  remem- 
that's  an  average,  and  the  actual 
Nations  range  from  -0.31  to  0.77.  (A 
itive  correlation  means  two  assets 
e  in  opposite  directions.) 
hat's  more,  Coaker  showed  in  a  pre- 
s  article  that  correlations  don't  just 
ice  around  but  sometimes  change 
•  behavior.  From  1970  through  1998, 
•national  stocks  had  0.48  correla- 
with  U.S.  stocks.  "But  from  1998  to 
I,  it  rose  to  0.83,"  he  writes.  These 
ionships  are  "inherently  unstable." 


If  correlations  are  volatile,  does  it  make 
sense  to  keep  your  allocations  constant? 
Most  advisers  would  say  yes.  But  not  all. 
Elliot  Fineman,  a  senior  vice-president 
at  Compass  Investors,  a  Kenilworth  (111.) 
money  manager,  compares  conventional 
asset  allocation  to  driving  at  a  constant 
speed,  regardless  of  traffic  and  road  con- 
ditions. "You'd  have  a  serious  accident," 
says  Fineman.  Compass  issues  asset  al- 
location recommendations  every  five 
weeks  based  on  a  model  that  crunches 
economic  and  market  indicators. 

An  even  more  radical  approach:  Put 
85%  to  95%  of  your  money  in  an  ultra-safe 
asset  like  U.S.  Treasury  bills  or  inflation- 
indexed  bonds,  and  put  the  rest  in  specu- 
lative, leveraged  bets.  That's  the  sort  of 
approach  advocated  by  Boston  University 
finance  professor  Zvi  Bodie  (BW— Sept. 
10)  and  by  hedge  fund  manager  Nassim 


BALLPARK  FIGURES 


Adding  U.S.  bonds  to  a  portfolio  of 
U.S.  stocks  provides  diversification 
because  bonds  have  only  a  0.23 
correlation  to  the  Standard  &  Poor's 
500-stock  index.  That  means  only 
23%  of  the  time  do  bond  prices 
move  in  sync  with  the  S&R  But  the 
correlations  used  for  asset  allocation 
are  long-term;  in  the  short  run,  the 
numbers  can  vary  greatly.  The  range 
of  correlation  of  U.S.  bonds  to  the 
S&P  500  runs  from  -0.31  to  0.77. 
(Correlations  can  be  from  1.0,  or 
perfect  correlation,  to  -1.0,  in  which 
the  relationship  is  inverse,  moving  in 
exactly  the  opposite  direction.) 


CORRELATION  VS.  S&P  500 

FROM  1970-2004 

SMALL-CAP  GROWTH  STOCKS 

EMERGING  MARKET  STOCKS 

INTERNATIONAL  STOCKS 

REAL  ESTATE 

HIGH-YIELD  BONDS 

U.S.  BONDS 

NATURAL  RESOURCES 
• 
GLOBAL  BONDS 


-0.5 


0 


0.5 


1.0 


•^AVERAGE  CORRELATION; 

SHADED  AREA  INDICATES  RANGE  OF  ACTUAL  CORRELATIONS 

Data:  Journal  of  Financial  Planning  (September.  2007) 


Nicholas  Taleb  in  his  best  seller  The  Black 
Swan:  The  Impact  of  the  Highly  Improbable. 
It  minimizes  damage  from  an  ugly  down- 
turn while  maintaining  some  upside. 

Does  this  mean  asset  allocation  doesn't 
work?  Not  at  all.  But  it  may  work  better 
in  some  periods  than  others.  If  that 
seems  like  too  much  risk,  you  may  want 
to  consider  one  of  the  alternatives.  ■ 


No  one  ever  daydreamed  their 
way  to  a  fruitful  retirement. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 


PersonalFinance  I  Book  Excerpt 


Why  Cooler 
Heads  Prevail 


INVESTORS  WHO  USE  COMPUTER  SCREENS  to  pick  stocks  don't  at- 
tract a  lot  of  hype.  There's  not  a  lot  of  drama  in  combing  over  gigabytes 
of  data  looking  for  companies  with  strong  sales  growth  and  expanding 
profit  margins.  $But  this  is  exactly  how  Louis  Navellier,  49,  has  carved 
out  a  niche  as  a  quantitative,  or  "quant,"  investor.  Stock  picks  from 
Louis  Navellier's  Emerging  Growth,  his  oldest  newsletter,  have  a  19.2% 
annualized  return  since  1985,  when  Hulbert  Financial  Digest  began 
tracking  it.  Today,  Navellier  &  Associates,  based  in  Reno,  Nev.,  runs 
three  other  newsletters  and  manages  $5  billion  for  individuals  and  in- 
stitutions. $  Navellier  lays  out  his  stockpicking  strategies  in  the  newly 
published  The  Little  Book  That  Makes  You  Rich:  A  Proven  Market- 
Beating  Formula  for  Growth  Investing.  In  the  chapter  excerpted  and 
edited  below,  he  discusses  how  investors  make  bad  investment  decisions 
by  letting  their  emotions  get  in  the  way. 


In  their  hit  song,  Emotional  Rescue,  the 
Rolling  Stones  promise  to  come  to  the 
emotional  rescue  of  a  poor,  unloved 
girl.  Much  as  the  Stones  can  save  the 
broken  heart  of  the  lovelorn,  numbers 
can  rescue  investors  from  emotionally 
driven,  costly  mistakes.  I  have  come  to 
appreciate  some  things 

about    numbers:    They  YOU  Can  ShOW 

don  t  panic;  they  don  t  -  - 

get  greedy;   they  don't  lOVe  tO  StOCKS, 

have  an  argument  with  a  i  i  ? . 

but  stocks  can  t 


love  you  back 


spouse  or  associates  and 
as  a  result,  make  bad 
decisions. 

One  of  the  most  com-  "i^"^^^^ 
mon  emotional  mistakes 
is  the  "gambler's  fallacy."  That  is  a 
tendency  to  think  that  when  a  tossed 
coin  lands  on  heads  five  times  in  a  row 
it  is  much  more  likely  to  land  on  tails  the 
next  time.  This  supposition  is  incorrect. 
The  odds  of  flipping  tails  on  the  sixth  try 
are  exactly  what  they  were  the  first  five: 
50-50.  Each  flip  occurs  independently  of 
the  others.  Still,  we  grab  onto  such  ideas 
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to  help  us  rationalize  a  bad  decision. 
So  what  does  that  tell  us  about  invest- 
ing? Just  because  the  market  has  been 
up  or  down  the  past  several  days  doesn't 
mean  it  has  to  do  anything  one  way  or 
the  other  with  tomorrow.  Day  to  day, 
market   moves  are  random.  Still,  I  hear 
investors  say,  "It  can't 
go  down  anymore."   It 
can,  and  it  will  take  your 
money  with  it. 

Another  bad  behav- 
ior is  selling  winners  too 
soon  and  losers  too  late. 
If  you  take  5%  to  10% 
profits  on  your  best  stocks 
and  huge  losses  on  your 
worst,  holding  onto  the  belief  that  they  will 
bounce  back,  your  results  will  be  bleak. 

SET  YOUR  WINNERS  FREE 

ASSUME  FOR  ARGUMENT'S  sake  that 
your  stock  picks  go  up  about  70%  of  the 
time  (that  would  make  you  a  superstar). 
Now  suppose  you  have  a  $100,000  port- 
folio. If  you  take  5%  profits  on  your  win- 


ners, it's  a  $3,500  gain  over  a  year.  1 
lose  an  average  of  20%  on  the  other 
a  $6,000  loss.  In  the  end,  you  are 
stockpicker  but  still  losing  money. 

Now,  let's  reverse  this.  Say  you 
30%  winning  stocks  and  made  50 
them  each  year.  That  is  a  $15,000  \ 
If  you  limit  your  loss  to  5%  on  1< 
picks,  you  would  lose  $3,500.  The  i 
is  a  net  profit  of  $11,500!  These  exar 
are  extreme  but  show  that  by  sellinj 
picks  and  keeping  good  ones,  yoi 
greatly  improve  your  returns. 

Then  there's  the  danger  of  falli: 
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i  with  a  stock,  especially  one  that 
,  been  good  to  you.  When  should  you 
?  When  the  company's  fundamentals 
in  to  break  down,  such  as  a  failure  to 
;t  earnings  expectations  or  a  decline 
»rofit  margins,  or  if  the  stock  becomes 
|  too  volatile. 

Consider  the  case  of  online  auction  site 
y.  We  began  buying  the  stock  in  Febru- 
2003,  as  the  company  was  beating 
11  Street  analysts'  estimates.  We  had  a 
iderful  ride,  but  eventually  the  stock 
ame  too  volatile  and  risky  to  hold. 
April,  2005,  I  advised  my  newsletter 
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readers  to  sell,  and  some  strongly  dis- 
agreed. They  told  me  that  they  did  not 
want  to  sell,  that  it  was  their  favorite  stock, 
that  they  didn't  want  to  pay  taxes  on  their 
capital  gains.  These  objections  mark  the 
usual  symptoms  of  falling  in  love  with  an 
investment.  You  can  show  love  to  stocks, 
but  stocks  can't  love  you  back  When  they 
become  too  risky,  you  have  to  sell  them 
and  move  on,  even  if  they  made  you  rich. 

Those  who  refused  to  sell  came  to 
regret  it.  By  August,  2006,  eBay  was 
back  around  my  original  purchase  price. 
Investing  should  not  be  a  round-trip 
proposition.  You  don't  want  to  ride  a 
stock  to  a  huge  gain  only  to  hold  it  while 
it  falls  back  in  price. 

Investors  also  tend  to  fall  victim  to 
what  superinvestor  Warren  Buffett  calls 
the  rearview  mirror  effect.  That  means  we 
tend  to  be  the  most  influenced  by  what 
has  happened  recendy  instead 
of  what  is  happening  right  now. 
As  the  market  goes  higher,  indi- 
vidual and  institutional  inves- 
tors become  more  bullish;  when 
the  market  has  sold  off  for  an 
extended  period,  they  become 
more  reluctant  to  buy. 

We  see  this  behavior  in  trad- 
ing history.  Through  1987,  the 
single  highest-volume  month 
in  the  history  of  the  New  York 
Stock  Exchange  was  August, 
1987,  the  month  the  prices 
peaked.  We  saw  it  again  in 
2000,  with  volume  peaking 
about  six  months  after  prices. 
At  the  bottom,  volume  was  less 
than  half  what  it  was  at  the 
market  high. 

Relying  on  hindsight  can  have  dev- 
astating results.  In  2002,  as  investors 
were  licking  their  wounds  from  the  dot- 
com bust,  the  bear  market,  a  recession, 
and  the  aftershock  of  September  11,  we 
focused  on  the  numbers.  Our  research 
told  us  to  buy,  and  we  bought.  In  2003, 
as  investors  moved   aggressively  into 
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stocks,  we  had  already  selected  ours. 
We  can't  help  our  emotional  and  men- 
tal biases.  Some  are  hardwired  into  us 
from  birth.  Some,  such  as  the  herd  in- 
stinct, are  just  part  of  our  social  environ- 
ment. It  is  easier  to  take  the  pain  of  mar- 
ket losses  when  everyone  else  is  feeling 
it,  too.  This  herd  instinct  protects  us  from 
admitting  the  mistake  was  ours  alone. 

We  also  like  to  have  our  opinions 
confirmed  by  others,  especially  so-called 
experts.  If  you  want  to  see  this  bias  in 
action,  talk  to  someone  who  is  bearish 
on  stocks.  They  will  cite  all  the  doom- 
and-gloom  columnists  who  share  their 
opinion  and  drag  out  charts,  graphs,  and 
slides  that  support  their  view.  Any  evi- 
dence to  the  contrary  will  be  ignored! 

We  also  have  a  tendency  to  congratu- 
late ourselves  for  our  brilliance  when  we 
succeed  but  blame  outside  influences  for 
our  failures.  When  a  stock  we  picked  goes 
up,  it  is  because  we  are  clever  and  made 
the  right  choice.  When  a  stock  we  picked 
goes  down,  if  s  the  economy,  the  Federal 
Reserve,  the  broker,  or  those  hedge  funds 
that  made  things  go  wrong.  A  potentially 
fatal  side  effect  of  this  all-too-human  trait 
is  what  happens  when  we  get  good  results 
from  bad  decisions:  We  do  the  same  thing 
again,  usually  to  a  bad  outcome. 

I  have  a  friend  who  trades  options  who 
once  remarked  that  the  worst  thing  that 
can  happen  to  a  novice,  unknowledge- 
able  options  trader  is  to  make  money  on 
his  first  trade.  This  leads  him  to  believe 
he  actually  knows  what  he 
is  doing,  and  large  losses  are 
sure  to  follow. 

All  of  these  characteristics 
and  biases  are  part  of  being 
human.  When  put  into  play 
in  the  stock  market,  they 
can  lead  to  serious  loss  and 
damage  to  your  net  worth.  I 
have  not  figured  out  how  to 
stop  being  human,  and  I  do 
not  think  you  will  be  able  to, 
either.  I  know  that  I  can  be 
a  sucker  for  a  great  story,  or 
get  lulled  into  a  false  sense 
of  security,  or  believe  my 
own  hype,  or  even  follow  the 
herd,  which  is  why  I  steer 
clear  of  it  all  when  it  comes 
to  making  money  in  stocks 
and  instead  stick  with  the  numbers.  ■ 


Reproduced  with  permission  of  John 
Wiley  &  Sons  Inc.  from  The  Little  Book 
That  Makes  You  Rich:  A  Proven  Market- 
Beating  Formula  for  Growth  Investing 
by  Louis  Naveilier.  Copyright  ©  2007  by 
Phillips  Investment  Resources  LLC. 
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TIME  WARNER  TELECOM  HAS  TURNED  THE  CORNER. 


WHAT'S  POWERING  NEW  GROWTH  AT  PLUM  CREEK  TIMBER. 


UNIVERSAL  ELECTRONICS'  REMOTES  MAY  HAVE  A  DEAL  IN  ASIA. 
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A  Feisty  Little  Telecom 

TIME  WARNER  TELECOM  (TWTC),  no  longer  part  of 
Time  Warner,  is  the  David  battling  Goliaths  AT&T  and 
Verizon.  But  investors  looking  for  fast  growth  in  the  $110 
billion  business-enterprise  telecom  market  are  betting  on  TWTC, 
which  offers  broadband  connections 
for  data,  high-speed  Web  access,  local 
voice,  and  long-distance  service.  AT&T 
and  Verizon  combined  have  77%  of  the 
market,  vs.  TWTC's  1%.  Even  so,  TWTC's 
sales  grew  19%  in  the  second  quarter 
and  are  expected  to  speed  up  in  the 
years  ahead.  AT&T  and  Verizon  are  the 
largest  buyers  of  TWTC's  services:  They 
use  TWTC  in  areas  they  don't  serve. 
"TWTC  has  become  a  very  effective 
competitor  and  second-source  supplier 
to  companies  that  need  regional 

or  metro  telecom  services,"  says  Joan  Lappin,  president  of 
Gramercy  Capital  Management.  Lappin  bought  in  at  5  in  2005 
and  expects  the  stock,  now  at  22.47,  to  hit  35  in  18  months.  After 
years  of  losses,  TWTC  has  finally  turned  around,  says  Lappin, 
partly  due  to  acquisitions.  In  2006,  Time  Warner  spun  off  TWTC 
and  later  sold  its  44%  stake.  Donna  Jaegers  of  Janco  Partners, 
which  has  done  banking  for  TWTC,  sees  "pretty  dramatic" 
growth  ahead.  In  2008,  she  expects  earnings  of  68<t  a  share  on 
sales  of  $1.25  billion,  vs.  a  10<t:  loss  in  2007  on  $1  billion.  Jaegers, 
who  owns  shares,  rates  TWTC  a  buy. 

Ethanol  Raises 
Plum  Creek's  Octane 

PLUM  CREEK  TIMBER  (PCL)  is  frying  high  despite 
the  housing  slump  and  market  decline  driven  by 
the  subprime  mortgage  crisis.  The  largest  private 
timberland  owner  in  the  U.S.,  with  8.2  millon  acres  in  18 
states,  Plum  hit  a  high  of  45.46  on  Sept.  19,  vs.  33  a  year 
ago.  Even  so,  "the  stock  is  trading  at  a  big  discount  to  the 
total  value  of  Plum's  assets,"  says  Benjamin  Segal,  president 
of  Winchester  Capital  Management,  which  owns  shares. 
Based  on  recent  purchases,  including  deals  in  Montana  and 
Wisconsin,  Plum's  timberland  is  worth  $14  billion,  Segal 
estimates.  Adjusted  for  debt  and  other  factors,  Plum,  now 
at  44.06,  is  worth  60,  he  figures.  Its  raw  timber  operations 
account  for  50%  of  sales,  production  (lumber  and  plywood) 
for  30%,  and  real  estate  for  19%.  A  hidden  value,  Segal  says,  is 


the  use  of  Plum's  timber  for  renewable 
energy.  Rating  the  stock  a  buy,  Ross 
Gilardi  of  Merrill  Lynch  (Plum  is  a 
client)  in  a  report  says  Plum's  "bigger 
long-term  opportunity  could  be  as 
a  supplier  to  producers  of  cellulosic 
ethanol."  He  says  Plum  could  enter 
longer-term  wood  fiber  supply 
agreements  for  new  cellulosic  ethanol 
facilities  over  the  next  several  years. 
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Clicking  at 
Universal  Electronics 

UNIVERSAL  ELECTRONICS  (UEIC),  which  makes  th(« 
remote  controls  for  TVs  and  other  appliances,  has 
caught  the  Street' s  eye.  Of  nine  major  analysts  who 
track  it,  eight  rate  it  a  buy.  Sales  and  earnings  have  been 
steadily  rising,  it  is  true.  But  the  stock  is  down  from  a  high  ( i 
39  in  July  to  32.04  on  Sept.  25.  So  what's  behind  the  optima 
Universal's  dominance  in  making  pre-programmed  remote 
wireless  keyboards,  and  gaming  controls  for  home  video  ann 
audio  entertainment.  And  soon  it  may 
dominate  the  huge  Asian  market,  say 
some  pros,  who  expect  Universal  to 
sign  a  pact  to  supply  Hong  Kong's 
PCCW's  NOW  television  service. 
PCCW,  an  Asian  communication 
titan,  collaborated  with  Universal  to 
customize  Stealth  universal  remotes 
for  Asia.  Michael  Coady  of  investment 
firm  B.  Riley  (Universal  is  a  client) 
rates  the  stock  a  buy,  with  a  12- 
month  target  of  42.  John  Bright  of 
Avondale  Partners,  rating  the  stock 
"outperform,"  says  its  drop  is  an  "excellent  entry  point  foi 
investors."  Universal's  fundamentals  remain  strong,  says 
Bright,  who  sees  it  earning  $1.45  a  share  in  2007  and  $1.7 
2008,  up  from  $1.06  in  2006.  ■ 


BusinessWeek 


ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than 
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"Sun  is  proud  to  play  an  active  role  in  Turkey's 

IT  evolution  and  growth  since  more  than  a  decade, 

from  partnering  with  local  business  and  hiring  local  talents 

to  helping  people  to  access  the  benefits  of  the  network." 


A 


Sun 

microsystems 


Martin  Haering,  Vice  President  Marketing,  Sun  Microsystems  Europe 


A  population  of  70  million  people. 

65%  below  34  years  old.  Average  age  29. 

Approx.  400,000  university  graduates  per  year. 

Young,  well  educated  and  motivated,  professionals. 

Highly  competitive  investment  conditions. 

Exports  increased  240%  in  4  years,  up  to  85  billion 

USD  as  of  2006. 

Access  to  the  EU,  Central  Asia  and  the  Middle  East. 
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GDP  increased  122%  in  the  past  ■ 

reaching  400  billion  USD. 

Ranked  as  the  1 7th  largest  economy  in  the  world  and 

the  6th  largest  economy  in  the  EU. 

Ranked  13th  among  the  most  attractive  countries  in 

the  world,  with  its  FDI  worth  20.2  billion  USD.  vx<3>M<*k 

Annual  Average  GDP  growth  of  7.4%  per  year, 

since  2002. 
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COMMENTARY 

General  Motors  got  an  8% 
boost,  following  news  the 
carmaker  reached  a  more 
favorable  deal  with  its  union. 
The  good  news  helped  Ford, 
which  jumped  6%.  And  the  so- 
called  S&P  index  effect  was  in 
full  effect  with  shares  of  newly 
added  IntercontinentalExchange 
up  15%.  Harman  International 
sank  27%  after  its  buyout  fell 
through. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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U.S.  MARKETS 

SEPT  26 

WEEH 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1525.4 

-0.2 

7.6 

14.1 

Dow  Jones  Industrials 

13,878.2 

0.5 

11.4 

18.9 

NASDAQ  Composite 

2699.0 

1.2 

11.7 

19.4 

S&PMidCap400 

881.1 

-0.6 

9.5 

16.5 

S&PSmaflCap600 

-1.2 

6.4 

13.5 

DJ  Wilshire  5000 
SECTORS 

15,296.5 

-0.3 

7.6 

14.8 

BusinessWeek  50* 

900.3 

1.6 

12.7 

19.7 

BW  Info  Tech  100" 

539.3 

2.7 

20.5 

32.7 

S&P/Citigroup  Growth 

712.8 

0.2 

9.2 

14.9 

S&P/Citigroup  Value 

809.8 

-0.7 

6.0 

13.4 

S&P  Energy 

576.9 

-0.6 

26.6 

43.0 

S&P  Financials 

459.8 

-2.5 

-7.2 

-1.5 

S&P  REIT 

-1.4 

-7.1 

1.2 

S&P  Transportation 

276.6 

-0.9 

4.9 

8.6 

S&P  Utilities 

-0.1 

10.8 

19.8 

S&P  GSTI  Internet 

223.8 

2.6 

12.0 

27.7 

PSE  Technology 

0.6 

11.7 

17.7 

•March  19. 1999=1000  "February  7,  2000=1000 


GLOBAL  MARKETS 

SEPT.  26 

WEEK 

%  CHAI 

YEAR  TO     : 

DATE       li 

S&P  Euro  Plus  (U.S.  Dollar) 

2233.8 

0.6 

12.3 

London  (FT-SE 100) 

6433.0 

0.4 

3.4 

Paris  (CAC  40) 

5690.8 

0.7 

2.7 

Frankfurt  (DAX) 

7804.2 

0.7 

18.3 

Tokyo  (NIKKEI  225) 

16,435.7 

0.3 

-4.6 

Hong  Kong  (Hang  Seng) 

26,430.3 

3.4 

324 

Toronto  (S&P/TSX  Composite)  14 

0.7 

8.7      ; 

Mexico  City  (IPC) 
FUNDAMENTALS 

30,303.2 

-0.7 

SEPT  25 

14.6 
WEEK  AGO     YE 

S&P  500  Dividend  Yield 

1.83% 

1.82%      1.8 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

17.6 

17.6 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

15.2 

15.2 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

-1.32% 

SEPT.  25 

-1.55%    -0.3 

•First' 
WEEK  AGO      RE 

S&P  500  200-day  average 

1465.8 

1462.9    Posi 

Stocks  above  200-day  average 

43.0% 

45.0%     Neu 

Options:  Put/call  ratio 

0.77 

1.00    Posi 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

1.59 

1.49    Posi 

BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


LAST  12 
MONTHS* 


Fertilizers  &  Ag.  Chems. 

23.2 

Divsfd.  Metals  &  Mining 

131.7 

Divsfd.  Metals  &  Mining 

19.3 

Internet  Retailers 

114.9 

Automobiles 

1/.0 

Tires  &  Rubber 

104.7 

Constr.  &  Engineering 

16.0 

Constr.  &  Engineering 

84.1 

Internet  Retailers 

15.2 

Fertilizers  &  Ag.  Chems. 

76.0 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                      LEADERS 

% 

Specialty-Precious  Metals 

20.1 

Pacific/Asia  ex- Japan  Stk. 

76.8 

Pacific/Asia  ex-Japan  Stk. 

14.7 

Latin  America  Stock 

72.7 

Latin  America  Stock 

11.6 

Diversified  Emerging  Mkts. 

542 

Diversified  Emerging  Mkts. 

LAGGARDS 

10.8 

Specialty-Natural  Res. 

LAGGARDS 

42.4 

Bear  Market 

-4.0 

Bear  Market 

-14.5 

Japan  Stock 

-1.2 

High  Yield  Muni 

0.3 

SmaH  Value 

-0.6 

Japan  Stock 

09 

Specialty- Financial 

-0.2 

Muni  California  Long 

1.1 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFundsPrecs.Mbs.lnv.  31.2 

ProFundsPrecs.Mtls.Svc  31.1 

ProFds.UltraEmrg.Mkts.lnv.  26.6 

ProFds.UltraEmrg.Mkts.Svc.  264 

LAGGARDS 

ProfcURSrLEinrg.Mkts.Svc.  -24.7 
ProFds.  UltSh.  Emrg.  Mkts.  Inv.  -24.6 
DireXaEmrg. Mkts. Bear 2X  -22.4 
ProFds.  Sh.Prec.MUs.Svc.       -175 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.LatAm.Bull2Xlnv.  157.8 

AIM  China  I  1400 

AIM  China  A    HM  139-4 

AIM  China  C  1376 

LAGGARDS 

noFds.UISh.Emrg.Mkls.Svc.  -66.8 
ProFds.UltSh.  Emrg.  Mkts.  Inv.  -66.4 
DireXn.  Emrg.  Mkts.  Bear  2X  -612 
Shares  DJU5.  Home  Constr.  -46.2 


WORST-PERFORMING  LAST 


GROUPS 

MONTH  % 

MC 

Consumer  Electronics 

-27.6 

Homebuilding 

Homebuilding 

-22.5 

Motorcycles 

Motorcycles 

-14.5 

Home  Furnishings 

Building  Products 

-9.7 

Computer  Retailers 

Trucking 

-9.4 

Electric  Mfg.  Svcs. 

INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


SEPT.  26 

WEEK  AGO      YE 

4.94% 

4.99% 

3.73 

3.92 

3.97 

3.98 

4.62 

4.52 

4.89          4.83 

6.33 
JUIVAL 

6.19 

t  BanxQ 

ENTS 

10-YR.BOND 

30-YR. 

General  Obligations 

3.85% 

•M 

Taxable  Equivalent 

5.50 

6 

Insured  Revenue  Bonds 

3.99 

4. 

Taxable  Equivalent 

5.70 

6 

THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Monday,  Oct.  1, 10  a.m.,  EDT  »The 
Institute  for  Supply  Management's 
manufacturing  activity  index 
probably  held  steady  at  53%  in 
September,  after  slipping  to  52.9%  in 
August.  That's  the  median  forecast 
of  economists  polled  by  Action 
Economics.  Growth  in  new  domestic 
orders  appears  to  be  slowing  while 
demand  from  abroad  remains  brisk. 
NONMANUFACTURERS'  INDEX 
Wednesday,  Oct.  3, 10a.m. 


EDT  »The  ISM's  September 
nonmanufacturing  activity  report 
most  likely  slowed  to  55.1%, 
after  holding  at  55.8%  for  a 
second  straight  month  in  August. 
Indicating  a  softening  labor 
market,  the  employment  index  fell 
below  50%  in  August. 
EMPLOYMENT  Friday,  Oct.  5,  8:30 
a.m.,  EDT  »Nonfarm  payrolls  in 
September  are  forecast  to  have 
rebounded,  with  an  increase 
of  115,000  workers.  In  August 


employment  fell  for  the  first 
time  in  four  years,  with  a  decline 
of  4,000  jobs.  The  jobless  rate 
probably  ticked  up  to  4.7%, 
although  wages  likely  kept 
growing  at  a  decent  clip  of  0.3%. 
INSTALLMENT  CREDIT  Friday, 
Oct.  5,  3  p.m.  EDT  »ln  August 
consumers  most  likely  took  on 
$8  billion  more  in  debt. 
Installment  credit  climbed  $7.4 
billion  in  July,  with  most  of  the 
gain  coming  in  credit-card  debt. 


The  BusinessWeek  production  ini 
improved  to  311.6  for  the  week  er 
Sept.  15,  a  9.4%  gain  from  a  year 
Before  calculation  of  the  four- we 
moving  average,  the  index  zoom« 
to  316.1. 


BusinessWeek  .coin 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  on 
than  350,000  companies— put 
and  private— worldwide.  Find  tl" 
company  resource  on  the  free  \ 
at  investing.businessweek.com 

For  the  BW50,  more  investmen 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras. 
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lat  fits  you  best. 

isinessWeek's  Free  Virtual  MBA  Expo 

>dnesday,  October  3 

e  webinar,  Q&A,  and  chat 

Hear  our  editors  interview  admissions  officers  from  top-ranked  B-schools. 

Get  answers  from  B-school  experts  in  the  Q&A  session. 

Visit  the  exhibit  hall  and  chat  live  with  university  representatives. 


ister  today  at  businessweek.com/mbaexpo/ 


i  open  through  January  4,  2008. 
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Participating  Schools  to  Date 

The  Duke  MBA 

IE  Business  School 

MIT-CTL  Supply  Chain  Graduate  Programs 

Penn  State  Smeal  MBA 

Schulich  School  of  Business,  York  University 

The  University  ot  Wales  MBA 
at  Robert  Kennedy  College 
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803,368        764,799 


165.264         158.978 


19,694 
183,284         178.674 


986.652 

64.945 

1,051.597 

81.4% 


943.473 

79,168 

1.022.641 

81.1% 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 


Adidas  (ADDDY)  53 
Allen  &  Co.  64 
Amazon.com  (AMZN)  10 
American  Airlines  (AMR) 

80 
American  Electric  Power 

(AEP)84 
Ameritrade(AMTD)106 
Anheuser-Busch  (BUD) 

44,53 
Anschutz53 
Apple(AAPL)24,78 
AT&T  (T)  38, 48, 98 
Avondale  Partners  98 


B 

Bank  of  America  (BAC) 

82.88 
Best  Buy  (BBY)  104 
BHPBilliton(BHP)30 
Blackstone(BX)82 
Bloomberg  80 
Blyk38 
BolsadeMercadorias& 

Futuros82 
Boras  48. 53 
Borse  Dubai  30, 32, 34 
Brinker  Capital  94 
British  Sky  Broadcasting 

(BSY)80 
Bungie(MSFT)30 


Cablevision(CVC)53 
Campbell  Soup  (CPB)  48 
Carphone  Warehouse  78 
Caterpillar  (CAT)  37 
CBS  (CBS)  48, 53, 72 
Charles  Schwab  (SCHW) 

106 
Chrysler  37 
Citigroup  (C)  32, 106 
CJM  Fiscal  Management  94 
Clayton.  Dubiller  &  Rice  20 
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Daewoo  76 
Dale  Earnhardt  74 
Dell  (DELL)  30, 78 
Deloitte&Touche20 
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Deutsche  Telekom  (DT)  82 
DirecTV  (DTV)  48, 53 
DLA  Piper  34 
Dow  Jones  (DJ)  80 


Dubai  Group  32, 34 
Dubai  Ports  World  34 


E 

EADS32 

eBay (EBAY)  10 

EchoStar  (DISH)  48 

Electric  Boat  20 

Elevation  Partners  82 

eMarketer38 

ESPN(DIS)64 

E*Trade(ETFC)106 

E.W.Scripps(SSP)26 


Facebook30 

Fidelity  Investments  106 

Forbes  74 

Ford  (F)  37 

Formula  One  53 

Fox  Sports  (NWS)  48, 64 


Gateway  (GTW)  78 
GE(GE)44,48,80,84 
Genentech(DNA)20 
General  Atlantic  82 
General  Mills  (GIS)  13, 30 
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Goldman  Sachs  (GS)  48, 
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Gome 30 

Google(G00G)30,38,104 
Gramercy  Capital  98 
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Hamilton  Lane  82 
Hanbo  Steel  76 
Hangaram  Investment 

Management  76 
HB0(TWX)53 
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Hendrick  Motorsports  74 
Hewlett-Packard  (HPQ)  16 
Hilton  Hotels  (HLT)  88 
HOK  Sport  64 
HSBC(HBC)32 
Hyundai  76 
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IHS(IHS)18 
IMG  Sports  44, 53 
Insight  Communications  48 
International  Speedway 

(ISCA)  53 
IOC  53 
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Janco  Partners  98 
J.D.  Power  (MHP)  14 


Johnson  &  Johnson  (JNJ) 
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JPMorgan  Chase  (JPM) 
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Kinko's(FDX)20 
Kohlberg  Kravis  Roberts 
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Kurt  Salmon  Associates  86 


Ladies  Professional  Golf 

Assn.  72 
Lennar(LEN)30 
Lenovo(LNVGY)48 
LG76 

Linksys(CSC0)24 
Little  Caesar  68 
London  Stock  Exchange  32 
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Major  League  Baseball 
44,48,53 

Marriott  (MAR)  88 
McDonald's  (MCD)  38 
McFarlaneToysl3 
Merck  (MRK)  36 
Merrill  Lynch  (MER)  98 
Microsoft  (MSFT)  13, 
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MLB  Advanced  Media  53 
Motorola  (MOT)  48 
MySpace.com  (NWS)  26 
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NASDAQ  (NDAQ)  30, 

32,34 
National  Basketball 

Assn.  53 
National  Football  League 

44,48,53 
Navellier  96 
Navistar  International 

(NAVZ)37 
NBC  Universal  24, 44, 53, 

72,80 
Nestle  (NSRGY)  20 
Netflix(NFLX)24 
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Northwest  Airlines  (NWA) 

37,90 
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Peer  Insight  88 
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44 
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Sprint  Nextel(S)  38 
Standard-Thomson  1 
Starwood  Hotels  & 

Resorts  (HOT)  88 ' 
Steve  &  Barry's  64 
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Sumthing  Else  Music 
Sun  Microsystems  (J 

82 


Time  Warner  Telecor 

(TWTC)98 
TiVo(TIV0)44 
T-Mobile38 
Total  (TOT)  76 
Turner  Sports  (TWX[ 
TXU(TXU)84 
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Universal  Electronic: 

(UEIQ98 
USA  Today  (GCI)  74  i 
Ventana  Medical  Sys. 

(VMSI)20 
Verizon  (VZ)  38, 98: 
Viacom  (VIA)  10 
Virgin  Mobile  38 
Volvo  (VOLV)  14 
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78 
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Warner  Bros.  (TWX) 
WassermanMediaS 
Whirlpool  (WHR)  10 
Whole  Foods  Market 

(WFMI)104 
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THE  FUTURE  OF  MANAGEMENT 

By  Gary  Hamel  with  Bill  Breen;  Harvard  Business  School  Press;  272pp;  $26.95 


There's  a  reason  boards  of  directors 
can  pluck  so  many  CEOs  out  of  one 
company  and  plop  them  into  another: 
When  it  comes  to  management  ideas  and 
tools,  many  companies  are  surprisingly 
similar.  They  have  the  same  hierarchies 
and  budgeting  processes.  They  have 
"balanced  scorecards"  that  measure 

performance.  They  benchmark  their  peers, 
adopt  "best  practices,"  and  seemingly  all 
house  an  army  of  Six  Sigma  black  belts 
standing  ready  to  defend  quality  control. 

Such  management  monotony,  writes 
Gary  Hamel  in  The  Future  of  Management, 
is  evidence  that  when  it  comes  to  running 
organizations  or  leading  teams,  there's  little 
experimentation.  In  this  lively  manifesto, 
written  with  Fast  Company  veteran  Bill 
Breen,  Hamel  argues  that  "management 
innovation"— rethinking  decision-making 
practices,  organizational  structures,  and  the 
demands  on  employees'  time— is  crucial  for 
coping  with  today's  business  challenges. 
While  the  book's  revolutionary  zeal  and 
overly  familiar  examples  will  be  off-putting 
to  some,  it  offers  plenty  of  compelling,  if 
sometimes  unorthodox,  ideas. 

A  crusading  tone  is  not  new  for  Hamel. 
The  well-known  strategy  guru  and  consultant  who  wrote 
Leading  the  Revolution  and,  with  University  of  Michigan 
professor  C.K.  Prahalad,  Competing  for  the  Future,  has  long 
hailed  companies  that  shake  up  the  status  quo.  On  at  least 
one  occasion,  that  has  led  to  an  embarrassing  result:  In 
Leading  the  Revolution,  which  was  first  published  in  2000, 
Hamel  famously  praised  Enron's  "genius  for  innovation." 

In  The  Future  of  Management,  Hamel  argues  that  new  ways 
of  managing  people  or  organizing  companies  can  lead  to  the 
most  durable,  "difficult  to  duplicate"  competitive  advantages. 
Such  an  approach  differs  from  process  improvement,  which 
can  be  copied,  or  an  emphasis  on  new  products,  which 
can  be  commoditized.  Hamel  ushers  the  reader  through 
his  examples  and  arguments  at  an  enjoyable  pace.  And 
his  questions  will  help  managers  consider  which  of  their 
day-to-day  practices  are  necessary  tradition  and  which  are 
unexamined  dogma. 

There's  much  here  that  will  resonate  with  forward- 
thinking  managers.  The  description  of  Best  Buy  Vice- 
President  Jeff  Severts'  efforts  to  involve  hundreds  of 
employees  in  forecasting  will  be  instructive  to  anyone 
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interested  in  tapping  the  wisdom  of  crowds.  A  discussion 
the  need  for  a  more  market-based  approach  to  funding  ide 
inside  corporations  will  likely  influence  managers  struggli 
to  encourage  fresh  thinking.  And  Hamel's  contention  that 
companies  should  examine  the  broader  purpose  they  serv  j 
in  order  to  help  motivate  workers  is  especially  apt.  Many 
companies  today  are  struggling  with  how  to  attract  social]  1 
minded  young  talent. 

Hamel's  best  company  examples— Best  Buy,  Whirlpo  j 
attempts  to  jump-start  innovation,  IBM's  efforts  to  buil  j 
emerging  businesses— look  at  how  large,  traditional 

corporations  have  experimented  with  ne\ 
management  ideas.  Unfortunately,  he 
devotes  more  space  to  those  that  started  < 
with  inventive  work  environments,  incluc 
the  much  discussed  cases  of  Google,  Gore 
Tex  maker  W.L.  Gore,  and  Whole  Foods.  ] 
most  organizations,  starting  from  scratch 
not  an  option. 

The  book  has  other  shortcomings.  Some t 
the  practices  he  commends— such  as  Gore's i 
"lattice"  structure,  in  which  there  are  few 
bosses  and  employees  form  teams  based  on 
interest  rather  than  assignment— would  be 
impractical,  if  not  counterproductive,  for  cei 
workforces.  There's  little  discussion  of  how 
such  radical  management  models  would  sit 
with  either  shareholders  or  corporate  direct 
Also,  while  Hamel  admits  the  difficulties 
of  management  innovation,  he  only  briefly 
acknowledges  the  considerable  risks  invob 
If  a  new  product  fails,  the 
investment  is  lost  and  some 
people  may  lose  their  jobs.  I 
experiment  on  how  informa 
is  shared  or  how  key  decisio 
are  made  goes  awry,  the  dar  | 
inflicted  on  a  company's  cul 
1  may  be  just  as  costly. 

Hamel  doesn't  explicitly 
describe  his  vision  of  the 
^^^^^^^™  future  of  management  unt 

the  last  six  pages.  There  he 
suggests  that  in  years  to  come,  organizations  will  come 
resemble  the  community-driven  model  of  Web  2.0.  Sor 
attributes  of  the  Web  ("everyone  has  a  voice,"  for  inst£ 
are  desirable  for  all  organizations.  Others  ("the  only 
hierarchies  are  'natural'  hierarchies")  in  most  cases  w< 
be  unworkable  if  strictly  applied.  In  the  end,  Hamel's 
book  will  be  most  appealing  to  readers  interested  in 
thought-provoking  ideas  rather  than  a  step-by-step  ro 
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HARDCOVER  BUSINESS  BOOKS 


LAST      MONTHS 
MONTH     ON  LIST 


THE  4-HOUR  WORKWEEK  Timothy  Ferriss  (Crown-  1        4 

$19.95)  Defining  your  dreams  and  cutting  loose  from  work, 
by  an  actor  and  kickboxing  champion. 

THE  BLACK  SWAN  Nassim  Nicholas  Taleb  (Random  House      2        5 
1  •  $26.95)  Improbable  and  earthshaking  events  are  in  fact 
inevitable,  says  a  former  "mathematical  trader." 

STRENGTHSFINDER  2.0  Tom  Rath  (Gallup  Press -$19.95)       3       7 
Assess  your  talents  and  put  them  into  practice. 

GO  PUT  YOUR  STRENGTHS  TO  WORK  Marcus  9        5 

|"  Buckingham  (Free  Press  •  $30)  Ways  to  identify  your 
assets  and  reap  the  rewards  you're  due. 

OUR  ICEBERG  IS  MELTING  John  Kotter.  Holger  Rathgeber       11      11 

(St.  Martin's-  $19.95)  A  global-warming  fable  offers  eight 
lessons  on  coping  with  change. 

MADE  TO  STICK  Chip  Heath,  Dan  Heath  (Random  House         13       8 
'  •  $24.95)  An  examination  of  why  some  ideas  gain  traction 
while  others  fade  from  view. 

■  WOMEN  &  MONEY  SuzeOrman  (Spiegel  &Grau-  $24.95)       5        7 
Inspirational  prose  and  practical  tools  to  help  females  with 
their  finances. 

1  THE  NO  ASSHOLE  RULE  Robert  I.  Sutton  (Warner  Business      7        6 
>  •  $22.99)  Why  abusive  employees  should  be  banned. 

I  THE  FRED  FACTOR  Mark  Sanborn  (Currency/Doubleday  •       12      24 
$14.95)  Bring  creativity  to  your  work  and  life. 

yiM  CRAMER'S  MAD  MONEY  James  J.  Cramer  with  Cliff  6       6 

/Mason  (Simon  &  Schuster  •  $25)  More  investing  wisdom 
from  the  television  personality. 

THE  FIRST  90  DAYS  Michael  Watkins  (Harvard  Business         -      13 
.  School  Press  •  $27.95)  Coping  with  managerial  career 
transitions. 

y  WHERE  HAVE  ALL  THE  LEADERS  GONE?  Lee  lacocca  4       5 

^(Scribner  •  $25)  The  ex-chief  of  Chrysler  on  America's 
failings  and  the  qualities  that  make  leaders  great. 

\  WHAT  GOT  YOU  HERE  WON'T  GET  YOU  THERE  Marshall         -       3 
/Goldsmith  with  Mark  Reiter  (Hyperion  •  $23.95)  An 
executive  coach  on  negative  habiis  that  can  hurt  careers. 

1  THE  DIP  SethGodin  (Portfolio  -$12.95)  How  to  escape  15       4 

r  dead  ends— and  stay  focused  on  what  really  counts. 

-JIM  CRAMER'S  REAL  MONEY  James  J.  Cramer  (Simon  &        10      24 
)  Schuster  •  $26)  The  "10  Commandments  of  Trading,"  from 
CNBC's  wild  man. 
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PAPERBACK  BUSINESS  BOOKS 


BLINK  Malcolm  Gladwell  (Back  Bay  Books  •  $15.99)  Snap 
judgments  deserve  careful  consideration,  says  a  writer 
for  The  New  Yorker. 

THE  WORLD  IS  FLAT  Thomas  L.  Friedman  (Picador  -  $16) 
Globalization  is  great-sort  of,  says  a  columnist  for  The 
New  York  Times. 

GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS  Jim  Collins 
(Collins  •  $11.95)  How  noncorporate  organizations  can  excel. 

CRUCIAL  CONVERSATIONS  Kerry  Patterson,  Joseph 
Grenny,  Ron  McMillan,  Al  Switzler  (McGraw-Hill  •  $16.95) 
Handling  those  all-important  talks. 

START  LATE,  FINISH  RICH  David  Bach  (Broadway  • 
$14.95)  Strategies  and  tactics  for  baby  boomers  nearing 
the  age  of  retirement. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  2007  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $17.95)  The  enduring 
job-search  bible. 

FOOLED  BY  RANDOMNESS  Nassim  Nicholas  Taleb 
(Random  House  •  $14.95)  Uncertainty  and  luck  in  daily  life 
and  in  the  financial  markets. 

THE  MONEY  BOOK  FOR  THE  YOUNG,  FABULOUS  & 
BROKE  Suze  Orman  (Riverhead  •  $16)  Career  plans,  etc. 

THE  AUTOMATIC  MILLIONAIRE  David  Bach  (Broadway  • 
$12.95)  Put  your  investment  program  on  autopilot. 

THE  SCIENCE  OF  GETTING  RICH  Wallace  D.  Wattles 
(Tarcher  •  $10)  "Wealth  attraction"  explained  in  a  book  first 
published  in  1910. 

A  GUIDE  TO  THE  PROJECT  MANAGEMENT  BODY 
OF  KNOWLEDGE  Project  Management  Institute  (PMI 
Publications  •  $49.95)  Delivering  results. 

A  WHOLE  NEW  MIND  Daniel  H.  Pink  (Riverhead  •  $15) 
The  future  belongs  to  creative  "right-brain  thinkers,"  says  a 
former  White  House  speechwriter. 


1  r%  HOW  TO  WIN  FRIENDS  &  INFLUENCE  PEOPLE  Dale 
JLO  Carnegie  (Pocket  Books  •  $14)  The  classic 
networking  guidebook. 

1  a  STUMBLING  ON  HAPPINESS  Daniel  Gilbert  (Vintage  • 
1~T  $14.95)  Why  we  wrongly  predict  what  will  make  us  happy. 

<*  £  LEADERSHIP  AND  SELF-DECEPTION  The  Arbinger 

±0  Institute  (Berrett-Koehler  •  $14.95)  A  leader's  motivation  is 
what  matters,  says  this  business  fable. 
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LONG-RUNNING  BEST  SELLERS 


•COVER  BUSINESS  BOOKS 

TO  GREAT  Jim  Collins  (HarperBusiness  •  $27.50) 

WVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 

JISCOVER  YOUR  STRENGTHS  Marcus  Buckingham,  Donald 

on  (Free  Press  •  $30) 

VE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni  (Jossey- 

$22.95) 

ONOMICS  Steven  D.  Levitt,  Stephen  J.  Dubner  (Morrow  •  $27.95) 

rTLE  RED  BOOK  OF  SELLING  Jeffrey  Grtomer  (Bard  Press  •  $1995) 

lessWeek's  Best  Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management, 
and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings  are  based 
weighted  analysis  of  unit  sales  in  August.  Titles  that  have  been  on  the  Best  Seller  List  for  more  than  two  years  appear  as  Long-Running  Best  Sellers. 

/vs  and  more  are  available  on  businessweek.com 
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THE  TOTAL  MONEY  MAKEOVER  Dave  Ramsey  (Thomas  Nelson  •  $24.99) 
FISH  Stephen  Lundm.  Harry  Paul,  John  Christensen  (Hyperion  •  $19.95) 

PAPERBACK  BUSINESS  BOOKS 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $14.95) 

RICH  DAD,  POOR  DAD  Robert  T  Kiyosaki  with  Sharon  L.  Lechter 

(Warner  •  $16.95) 

GETTING  THINGS  DONE  David  Allen  (Penguin  •  $15) 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R.  Covey 

(Free  Press  •  $15) 


THE  E-MYTH  REVISITED  Michael  E.  Gerber  (HarperBusiness  •  $16) 
GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton  (Penguin  •  $15) 
SMART  WOMEN  FINISH  RICH  David  Bach  (Penguin  •  $14.95) 
SMART  COUPLES  FINISH  RICH  David  Bach  (Penguin  •  $14.95) 
THE  48  LAWS  OF  POWER  Robert  Greene  (Penguin  •  $18) 
THINK  AND  GROW  RICH  Napoleon  Hill  (Ballantine  •  $799) 
RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki  with 
Sharon  L.  Lechter  (Warner  •  $17.95) 


IdeasFaceTime 


WITH  MARIA  BARTIROMO 


E*Trade's  Subprime  Surprise 


ON  SEPT.  17,  E*Trade  Financial  CEO  Mitch 
Caplan  broke  the  bad  news  to  Wall  Street: 
The  online  brokerage  would  take  a  hit  from 
the  mortgage  mess.  The  damage  includes 
a  $245  million  expense  for  loan-loss  provi- 
sions and  up  to  an  additonal  $100  million 
for  troubled  investments  tied  primarily  to 
second-lien  loans  and  collateralized  debt  ob- 
ligations. The  expected  changes  in  the  sec- 
ond half  of  the  year  forced  E*Trade  to  cut 
its  guidance  for  annual  profits  by  31%.  But 
to  many,  the  biggest  surprise  was  that  the 
firm  was  actually  in  the  mortgage  business.  I 
asked  Caplan  to  explain  E*Trade's  exposure. 


People  are  out  there  saying,  look, 
he  should  not  have  been  in  the 
mortgage  business  in  the  first  place. 
Now  you  seem  to  be  admitting  that 
as  you  return  to  the  basics  of  the 
online  retail  brokerage  business. 
No,  that's  not  true,  because  I  very 
much  believe  that  what  we  want 
to  be  is  an  online  asset-gathering 
[firm].  Look  at  Charles  Schwab.  They 
have  a  bank.  They  are  originating 
mortgages.  Look  at  Fidelity.  They 
are  filing  for  a  bank  license.  They 
want  cash,  and  they  want  mortgag- 
es, right?  Would  you  not  agree  that 
they  are  in  the  same  online  asset-gathering  business? 

Yes,  absolutely. 

O.K. 

One  Citigroup  analyst  says  credit  trends  continue  to 
deteriorate  and  disclosure  at  E  Trade  is  still  lacking.  He  feels 
that  you  did  not  recognize-or  at  least  did  not  make  clear  to 
the  market— that  you  had  more  exposure  to  bad  credit  than 
you  let  on. 

One  of  the  things  I  pride  this  management  team  on  is  disclo- 
sure. I  think  if  you  look  at  our  monthly  metrics  and,  more  im- 
portant, our  quarterly  press  releases,  we  give  pages  and  pages 
of  disclosure.  When  you  looked  at  our  balance  sheet,  it  was  solid 


and... we  had  very  little  exposure  in  areas  that  were  viewi 
risk.  I  thought  we  were  giving  appropriate  levels  of  disclo 
And  then  we  put  out  the  cue,  and  added  a  risk  factor  becau; 
own  mortgages,  and  people  went  nuts. 

So  now  you're  getting  out  of  the  mortgage  business? 

No,  we're  not.  We're  getting  out  of  the  wholesale  mortgage 
ness.  There's  a  big  difference.  I'm  not  interested  in  buying  on 
inating  a  mortgage  for  somebody  who  is  not  our  retail  custo 

You're  increasing  reserves  because  the  market  is  expectee 
to  worsen.  How  do  you  know  that  will  be  enough  when  son- 
people  say  you've  been  under-reserved  for  two  to  three 
quarters  already? 

Here's  precisely  what  happened.  The  [environment]  cha, 
rapidly  in  the  months  of  July  and  August.  Until  that  poin  I 
portfolios  were  performing  as  expected.  And  don't  forget, 
the  beginning  of  time  I  have  always  said  we  are  not  immui 
the  credit  environment.  We  are  trying  to  broadly  serve  cusi 
ers  across  a  range  of  products.  Part  of  those  products  are 

Log.  Some  of  them  are  margin, 
of  them  are  mortgage. 

Does  E  trade  have  the  access  j 
capital  that  it  needs? 

No.  1,  we  have  access  to  cash  tin 
our  customers.  No.  2,  we  have  £ . 
to  the  Federal  Home  Loan 
because  we  are  a  bank.  Cum 
we  have  in  excess  of  $13  billi 
borrowing  capacity  with  the  F( 
Home  Loan  Bank.  I  could  dra\i 
15  minutes,  in  a  phone  call. 

Is  it  fair  to  say  that  when  you 
are  talking  with  Ameritrade  about  doing  a  deal— because 
everybody  knows  you've  talked  to  [TD  Ameritrade  CEO  Jc 
Moglia  about  a  merger— that  you  are  negotiating  from  a 
weaker  position? 
No.  First  [the  market]  said  Ameritrade  was  negotiating  f 
position  of  weakness  because  they  had  no  organic  growt 
because  the  activists  were  all  over  them  and  whatever.  Nc 
flipped,  and  we're  [supposedly]  negotiating  from  a  posit 
weakness  because  of  the  balance  sheet. 

It  sounds  as  if  by  this  time  next  year,  you  will  have  been  acqu 
I'm  not  sure  "been  acquired"  is  right.  We  may  have  acquire 

Maria  Bartiromo  is  the  anchor  of  CNBC 's  Closing  Bell. 
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Free  drinks  to  keep  you  refreshed.  Priority  boarding  that  gets  you  on  and  off  the  plane  first.  Low  fares  that 
will  keep  you  away  from  the  fiscal  watchdogs.  We're  proud  to  offer  these,  along  with  the  other  joys  of  our 
affordable  Business  Class,  on  every  flight.  Book  at  airtran.com,  where  you'll  always  find  our  lowest  fares 
and  no  booking  fee.  Go.  There's  nothing  stopping  your 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Generation  Y's  Bad  Rap 


As  a  baby  boomer  executive  with  30  years  of  experience,  I 
encounter  many  young  people  entering  the  business  world 
today  pretty  sure  they  know  it  all.  What  is  your  opinion  about 
Gen  Y's  sense  of  entitlement? 

-Chris  Perkins,  Vandalia,  Ohio 

We  don't  get  it.  That  is,  we  don't  get  why  everyone  is  so 
down  on  Gen  Y.  We  think  the  crop  of  twentysomethings 
breaking  into  the  business  world  right  now  is  about  as 
energized  and  exciting  a  group  of  "kids"  as  we've  ever 
seen.  And  we've  seen  them  a  lot  over  the  past  several  years, 
visiting  dozens  of  campuses,  teaching  in  two  different  MBA 
programs,  consulting  for  companies  that  employ  thousands 
of  Gen  Yers,  and  hiring  several  onto  our  own  team. 
Overwhelmingly,  we've  found  Gen  Yers  to  be  hardworking, 
entrepreneurial,  startlingly  authentic,  refreshingly  candid, 
and  wonderfully  upbeat.  Basically,  not  to  get  all  mushy  or 
anything,  we  love  them. 

Don't  get  us  wrong.  We  don't  doubt  that  you've  recendy 
encountered  any  number  of  know-it-all  young  people. 
They're  certainly  out  there,  as 
they  always  have  been.  After  all, 
ever  since  the  beginning  of,  well, 
higher  education,  every  crop  of 
graduates  has  contained  its  share 
of  swaggering  bigheads  convinced 
that  the  old-timers  should  stand 
aside.  Of  course,  most  of  these  types 
end  up  eating  humble  pie  after  a 
few  years,  having  discovered  that 
ruling  the  world  is  not  as  easy  as 
they  originally  thought. 

Surely,  some  portion  of  Gen  Y 
is  headed  for  such  a  dismal  fate.  ■■■■■■■■■■ 

But  we'd  say  most  of  them  are 
headed  for  blue  sky  in  careers 

characterized  by  commitment  and  unbounded  by  convention. 
Everywhere  we  go  we  meet  MBAs  who  have  decided  to 
spurn  the  corporate  world  to  start  their  own  businesses.  In 
the  class  taught  by  one  of  us  (Jack,  at  MIT's  Sloan  School 
of  Management),  some  20%  of  the  students  have  already 
launched  a  venture.  Similarly,  during  a  visit  to  Stanford 
Business  School  in  2005,  we  met  a  pair  of  students  that 
would  have  blended  in  at  a  casting  call  for  investment 
bankers.  "So,  what  firm  will  you  be  joining  in  New  York?"  we 
asked  them.  We  were  surprised  to  hear  they  were  launching 
a  chain  of  upscale  barbershops.  Of  course,  not  every  Gen  Yer 
we've  met  is  hankering  to  be  an  entrepreneur,  but  many  still 
want  to  change  the  world  through  where  and  how  they  work, 
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Its  rep: 

Greeay  and 

swaggering. 

Reality: 

Driven, 

thoughtful, 

and  candid 


exuding  an  optimism  more  reminiscent  of  the  1950s  thai 
other  era  in  recent  memory. 

NOW,  MAYBE  GEN  Y'S  REPUTATION  for  entitlement  derives^ 
from  a  notion  that  this  batch  wants  to  make  money— lots 
of  it,  right  away.  We've  read  plenty  about  such  "greed."  El 
what  we've  seen  is  different.  On  virtually  every  campus  v 
Gen  Yers  have  asked  us  about  corporate  ethics  and  sociali 
responsibility.  Many  have  shown  a  thoughtful  concern  a 
how  to  strike  a  meaningful  balance  between  work  and  lii 
Some  of  them  have  challenged  us  about  the  whole  notioi 
of  winning,  asking:  "Does  success  only  have  to  be  about 
money?"  When  we've  answered  no— that  success  is  aboui 
setting  personal  goals  and  achieving  them— the  reactionr 
been  invariably  positive.  Indeed,  the  same  question  cam« 
up  just  the  other  evening  at  dinner  with  a  Gen  Yer  we  knr 
who  earns  a  modest  salary  as  an  assistant  golf  pro.  "I  was 
up  every  morning  thrilled  about  getting  to  work  and  hel]! 
people,"  he  told  us.  "That's  what  makes  me  feel  successf  i 
To  our  minds,  his  words  were  uplifting,  but  not  particulas 
unusual  from  a  person  his  age. 

All  of  which  brings  us  back  to  the  original  conundru 
Why  does  Gen  Y  get  such  a  bad  rap?  We'd  suggest  two  | 
answers.  The  first  is  the  age-old  human  propensity  to 
worry  about  the  wayward  values  of  "kids  these  days."  ' 
grandparents  worried  about  your  parents,  who  worried 
about  you,  and  someday  your  kids  will  worry  about  tht' 
The  second  reason  is  something  we  call  trend  inflationi 
With  the  explosion  of  media  outlets  in  every  form,  all  I 
them  needing  content,  there  has  emerged  a  relentless 
parade  of  so-called  cultural  phenomena  backed  up  by 
little  more  than  the  vague  phrase,  "experts  say."  In  rec 
weeks,  for  instance,  we've  seen  stories  about  the  "grow 
trends  of  weddings  on  Thursdays,  pets  coming  to  worl 
and  people  making  "life  liSts"  to  keep  track  of  the  thin 
they  want  to  do  before  they  die.  Surely,  there  is  some  ti 
in  all  of  these  reports,  but  some  truth  does  not  necessa 
constitute  reality. 

So,  yes,  there  are  some  entitled-acting  young  people 
entering  business  today,  and  they  can  come  across  as 
annoying.  But  in  our  experience,  Gen  Y  is  anything  but. 
They're  real— driven,  open-minded,  and  thoughtful  in  a 
that  will  be  great  for  their  careers  and  the  entire  econon 
boot.  All  they  need  is  some  time  to  grow  up.  ■ 

Jack  and  Suzy  Welch  took  forward  to  answering  your  question 
about  business,  company,  or  career  challenges.  Please  e-mail  h 
at  thewelchway@businessweek.com.  For  their  weekly  vid 
podcast,  go  to  businessweek.com/search/podcasting.htm. 
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Bad  to  the  meticulously  engineered  bone. 


INTRODUCING  THE  ALL-NEW  2008  C-CLASS. 


Why  did  we  road-test  the  all-new  C-Class  the 
equivalent  of  600  times  around  the  world,  14  million 
miles?  Why  did  we  redline  the  engine  for 
over  30,000  miles?  And  why  did  we  equip 
it  with  a  lowered,  sport-tuned  suspension, 
AMG  bodystyling  and  17"  staggered-width 
alloy  wheels,  all  standard?*  Because  we  promised 
you  a  Mercedes-Benz.  That's  why. 

With  a  body  constructed  from  over  70%  high 
strength  steel,  the  new  C-Class  is  solid  to  the  core 


But  once  behind  the  wheel,  things  quickly  heat  up, 

thanks  to  a  228-horsepower  V-6  engine  that  can 
accelerate  from  0  to  60  in  7.1  seconds** 
and  a  braking  system  capable  of  stopping 
you  in  just  four.'  Lastly,  to  keep  all  that 
power  firmly  within  your  grasp,  we  gave 

it  AGILITY  CONTROL  suspension*  to  handle  even 

the  most  challenging  corners. 
Get  behind  the  wheel  of  a  new  C-Class  and 

experience  for  yourself  just  how  good,  bad  can  be. 


THE  C-CLASS.  When  designing  it,  our  engineers  didn't  hold  back.  Starting  at  $31,975? 
Unlike  any  other.  


Mercedes-Benz 


MBUSA.ci 


'Only  available  on  C-Class  Sport  Sedans.  "Stated  rates  of  acceleration  are  based  on  manufacturer's  track  results  and  may  vary  depending  on  model,  environmental  and  road  surface  conditions,  drivin 
elevation  and  vehicle  load.  'Skid  pad  test  results.  Actual  braking  distances  vary  depending  on  surface,  tire  conditions  and  brake  maintenance  system.  fMSRP  for  a  2008  C300  Sport  Sedan  includes  transp. 
Excludes  all  options,  taxes,  title,  regis,  and  dealer  prep.  2008  C  300  Sport  shown  at  $36,435  includes  optional  Obsidian  Black  metallic  paint,  Panorama  Roof  and  Premium  2  Package.  Options,  model  availab 
actual  dealer  price  may  vary.  See  dealer  for  details.  For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUS 
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A  global  partnership. 

Seventeen  toll  roads. 

Seven  rail  transport  concessions. 

Seven  commercial  ports  &  marinas. 

Two  airports.      .  « 

Two  hospitals. 
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By  uniting  both  of  the  infrastructure  operations  of  FCC 
&  Caja  Madrid,  GlobalVia  has  been  created  to  become 
one  of  the  world's  leading  infrastructure  groups  with  a 
particular  focus  on  North  America  and  Europe. 

We  are  a  joint-venture  between  Caja  Madrid  and  FCC  and 
have  35  infrastructure  concessions  in  roads,  commercial 
ports  &  marinas,  metro  &  tramlines  and  hospitals. 


The  new  toll  road  in  Mexico  between  Nuevo  Neca: 
and  Tihuatlan  is  our  first  construction  and 
maintenance  contract  as  GlobalVia. 
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And  that  s  just  for  starters 


GVI 


GLOBALVIA 

INFRAESTRUCTURAS 


PIXMA 


OUR  LATEST  SUPERMODELS. 

Canon  PiXMA  Printers.  Beautifully  designed  outside  and  in. 


Canon 


■'.'■■   V 


1 


'  '  i  ■ , 


Directly 

connects  to  your 

digital  camera. 


Auto-Image  Fix 

automatically 

adjusts  the  image 

for  beautiful  photos. 


□  □□ 

Connects  easily 
to  your  network. 


Canon 
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Nokia  E90  Communicator 


Nokia  E61i 


IMOKI 

Eser 
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^business 


Nokia  Eseries  devices  come  in  many  shapes  and  sizes 
to  meet  the  many  needs  of  your  business.  Featuring 
extended  talk  times  and  expandable  memory,  these 
devices  help  you  work  longer.  And  with  Nokia  web 
browser  and  email  with  attachments,  Nokia  Eseries 
lelps  you  work  smarter.  Add  to  that  built-in  support  for 
security,  and  they  help  you  work  safer,  too.  Nokia  Eseries. 
Devices  tailored  for  your  business. 


nokiaforbusiness.com/ameticas/eseries 


Work  together.  Sm« 
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the  big  picture, 
lat  we're  doing  is 
nging  people  together." 


For  John  Stadter,  it  was  his  fledgling  telecom  company's  only  shot.  For  the 
residents  of  the  tiny  town  of  Bandon,  it  was  a  chance  to  finally  put  their 
community  back  on  the  business  map.  But  bringing  the  country's  fastest 
broadband  connection  to  the  remote  coast  of  Oregon  is  as  daunting  as  it 
sounds.  Watch  how  Hitachi's  pioneering  GPON  technology  helps  make  it 
look  easy  in  America's  first  2.5  gigabit-connected  town. 


Watch  the  documentary:film  series  at  hitachi.com/truestories 
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Inspire  the  Next 


WHEN  YOU 
EMPOWER 

PEOPLE 

YOU  GET 

POWERFUL 

RESULTS 
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by  Ken 


"Built  to  Serve 

inspires 

your  spirit... 

The  United 

Supermarkets  model, 

taught  in  a  most 

excellent  and 
successful  way." 
— Stephen  R.  Covey 


What's  the  secret  to  building 
a  people-centered  culture? 


FIND0UTATBUILTT0SERVE.COM 


Learn  more. 


Do  more. 


What's  Hot  This  Week  A 

BusinessWeek.con 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  at 
businessweek.com,  where  you  will  also  find  the  online-only  highlights  noted  below 
as  well  as  additional  stories,  interviews,  and  slide  shows. 


Screen  Gems:  The  New  TVs 

So  you  didn't  buy  that  big-screen  TV  last  year,  and  you're  thinkiiq 
it's  time  to  join  your  friends  who  traded  in  their  old,  overstuffed  a 
TVs  for  sleek  high- definition  sets  that  hang  on  a  wall.  Good  timiflj 
Prices  are  30%  lower  than  last  year,  and  manufacturers  have 
packed  more  high-tech  goodies  into  their  models.  To  help  you  so* 
through  all  the  techno -jargon,  BusinessWeek.com  has  a  Special  I 
Report  on  High-Tech  TVs  and  Entertainment.  See  what  buyers  think  of 
more  than  two  dozen  models,  from  37-inch  LCD  and  plasma  unii 
to  72-inch  rear-projection  sets,  in  the  latest  customer-satisfaction 
ratings  from  J.D.  Power  &  Associates.  Our  feature  and  slide  show  on 
new  generation  of  gadgets  will  show  you  how  to  move  any  contej 
you  like— YouTube  videos  to  full-length  movies— from  the  Web  oi 
PC  to  whatever  device  you  want,  be  it  large-screen  TV  or  cell  phoi 
Go  to  businessweek.com/go/07/television  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL:  BusinessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  The  hottest  holiday  toys  I  Going  green:  Recyclable  cloth 
is  trendy  I  Mercedes  C-Class  gets  a  road  test  I  Gourmet  chefs  take  to  the  skies!  Check  your  local  TV  lis 
ings  for  program  dates  and  times.  For  video  clips.l  go  to  businessweekweekend.com. 
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:tint-Gobain  designs,  produces  and  distributes-:'      Houses  with  intelligent  insulation.  We're  constantly  our     sectors,     we're     answering     the     urgent 

)nstruction  materials  for  the  homes  ofJhe  future/      improving  our  innovations  and  developing  new  challenges    of    energy-saving    and    environment 

ouses    with    windows    that   clean    themselves;'''  ones  to  create  more  comfortable,  economical  and  protection.    Whatever    the    new    demands    for 

louses  with  alass  that  aenerafes  solore'r&r^  '  Sustainable  living  worldwide.  As  a  leader  in  all  housing,  the  future  is  made  of  Saint-Gobain. 
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SAINT-GOBAIN 

www.saint-gobain.com 


I  N  VESTMENT    ADVICE 

and  its  effect  on  quality  of  life 


quality  of  investment  advice 


Time,  like  all  valuable  resources,  is  finite.  And  it's  our  job  to  help  you  make  the  most  of  it.  By  providing  financial  solutions 
that  are  based  on  what  you  need,  instead  of  what  we  have  to  sell.  Adjusting  those  solutions  over  time,  as  your  needs 
change.  Using  our  resources  to  anticipate  the  opportunities,  and  minimize  the  risks.  And  organizing  financial  information 
in  a  way  that's  convenient  for  you.  So  you  can  get  the  most  out  of  all  your  assets.  Including  your  time.  If  you'd  like  to  know 
more  about  how  we  can  help,  call  866-803-5857  or  visit  northerntrust.com. 


Northern  Trust 


Private  Banking  Investment  Management  Financial  Planning  Trust  &  Estate  Services  Business  Banking 


jpFront 


"This  is  Wall  Street  voting  with 
[its]  feet  about  how  rapidly  the 
mortgage  market  is  coming 
back.  They're  saying  it  is  not 
coming  back  quickly." 


-Brad  Hintz,  analyst  at  Sanford  C.  Bernstein, 

on  Morgan  Stanley's  job  cuts  and 

$940  million  third-quarter  write-down, 

as  reported  by  USA  Today 


TED  BY  DEBORAH  STEAD 


*EDIT  CARDS  101 


^larketini 
lastic:  The  New 
College  Try 


Concerned  with 

^college  students' 
Ingrowing  addiction  to 
stic,  California  lawmakers 
nid-September  voted  to 
i  credit- card  companies 
m  using  T-shirts  and 
ier  freebies  as  marketing 
nmicks  at  public 


universities.  If  the  governor 
signs  the  bill,  the  state  will 
join  15  others  and  dozens  of 
schools  that  restrict  credit- 
card  marketers,  some  kicking 
them  off  campus  altogether. 

In  response,  credit-card 
companies  are  getting 
more  creative,  seeking  out 


partnerships  with  third-party 
marketers  to  sign  up  students 
College  kids  are  a  potential 
gold  mine— one  of  the  few 
growing  customer  segments 
in  the  saturated  credit-card 
market.  And  they're  loyal, 
eventually  taking  three 
additional  loans,  on  average, 
with  the  bank  that  gives  them 
their  first  card.  Says  David 
Robertson,  publisher  of  the 
Nilson  Report,  an  industry 
newsletter:  "It's  hard  to 
walk  away  from  a  market 
that's  actually 
generating  new 
customers." 

So  it  is  that 
jPMorgan  Chase 
has  teamed  up 
with  an  outfit 
called  BicyTaxi 
to  reach  students 
at  the  University 
of  Michigan  and  nine  other 
colleges  that  ban  credit- 
card  companies.  It  offers 
students  free  off-campus 
pedicab  rides  accompanied 
by  recorded  messages  about 
Chase  +1,  a  card  geared  toward 
students.  "We  think  this  is 
a  very  positive  campaign 
for  students,"  says  Chase 
spokesperson  Tanya  Madison, 
who  says  the  bank  used  the 
program  last  year,  too.  "It's 
not  necessarily  anything  new 
in  response  to  the  most  recent 
regulations." 

The  credit-card  marketers' 
latest  tactic  is  to  co-sponsor 
campus  seminars  on  financial 
literacy.  (Card  applications 
are  usually  handed  out 
afterward.)  Even  schools  that 
ban  traditional  marketing 
make  an  exception  for  the 
events,  figuring  they  benefit 
students.  The  United  College 
Marketing  Service,  which 


Chase  offers 
U.  of  Michigan 
students  free 
pedicab  rides 
with  a  recorded 
pitch 


runs  such  programs,  says 
credit-card  companies  are 
sponsoring  70%  of  its  more 
than  1,100  seminars  this  fall— 
and  that  there's  a  yearlong 
waiting  list  for  banks  wanting 
to  sign  up.  "The  more  you 
ban  [the  marketers],  the  more 
demand  for  seminars  will 
soar,"  says  Larry  Chiang,  the 
company's  founder. 

Meanwhile,  marketers 
still  clash  with  authorities. 
Ohio  Attorney  General 
Marc  Dann  filed  a  lawsuit 
last  week  against 
Citibank  for  a 
recent  campaign 
at  Ohio  State 
University,  which 
permits  only  Bank 
of  America  to 
market  directly  on 
campus.  The  suit 
alleges  that  bank 
representatives  plastered 
the  campus  with  flyers 
advertising  free  food  at  off- 
campus  haunts.  Getting  fed, 
the  suit  also  claims,  required 
filling  out  a  credit-card 
application.  Dann  says  that 
violated  Ohio's  consumer- 
protection  laws,  since  the 
flyers  didn't  mention  the 
requirement.  Samuel  Wang, 
a  spokesman  for  Citibank, 
says  the  advertising 
described  in  the  suit  "was 
not  prepared  or  distributed" 
by  a  Citibank  employee  and 
that  the  bank  is  investigating 
the  matter.  "Vendors  who 
market  Citibank  credit  cards 
are  required  to  comply  with 
all  applicable  laws,"  he 
says.  Dann  is  demanding 
clearer  marketing.  "Citibank 
is  banking  on  the  fact  that 
these  kids  won't  read  the  fine 
print,"  he  says. 

-Jessica  Silver-Greenberg 
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MEMORIES 

ATHERSHEY 

Hershey  CEO  Richard 
Lenny's  Oct.  1  announce- 
ment that  he'll  step  down  at 
year's  end  is  likely  to  reignite 
a  debate  about  the  candy 
maker's  future.  So  will  a 
forthcoming  Columbia  Law 
Review  article  about  the 
company's  history. 
Five  years  ago,  the 
charitable  trust  controlling 
the  brand  put  Hershey  up 
for  sale,  only  to  back  down 
after  a  challenge  by  then- 
Pennsylvania  Attorney 
A    General  D.  Michael  Fisher.  The 
AG  argued  a  sale  would 
harm  the  Willy  Wonka- 
like headquarters 
town  of  Hershey, 
Pa.,  since  a  new 
owner  would 
likely  move 
jobs  out  of 
state.  Big 
mistake,  write 
law  professors 
Jonathan  Klick  (Harvard) 
and  Robert  Sitkoff  (Florida 
State).  They  say  that  by  nixing 
the  sale,  the  AG  destroyed 
$2.7  billion  in  shareholder 
value  and  left  the  company 
in  the  hands  of  "a  suboptimal 
ownership  structure." 

Fisher,  now  a  federal 
appeals  court  judge,  defends 
his  action  as  "beneficial 
at  the  time."  A  spokesman 
for  the  trust  said  it  had  no 
comment;  Hershey  did 
not  return  a  call  seeking  a 
response. 

Cadbury  Schweppes  has 
shown  merger  interest  in 
Hershey,  which  distributes 
the  British  company's  candies 
in  the  U.S.        -Michael  Orey 


DOLLAR  DOLDRUMS 


How  Much  Is  that  in  Krone? 

If  the  dollar  were  a  prizefighter,  its  corner  man  might  be  thinking  of  throwing  in  the  towel. 
The  greenback  has  been  losing  not  just  against  the  euro  and  the  pound.  In  the  past  year,  it 
has  been  getting  pummeled  by  the  Hungarian  forint  and  the  Brazilian  real.  Why?  Here's  a 
take  on  today's  best-performing  currencies  by  Scott  Grimberg,  senior  portfolio  manager  at 
Pareto  New  York,  an  investment  arm  of  the  Bank  of  New  York  Mellon.  -Ben  Levisohn 


Currency 


Guinean  franc 


Gambian  dalasi 


Turkish  new  lira 


Slovakian  koruna 


Hungarian  forint 


Brazilian  real 


Iraqi  dinar 


Colombian  peso 


Norwegian  krone 


Thai  baht 


Percent  growth 
against  dollar* 


33.79 


29.00 


24.34 


22.08 


21.70 


19.64 


19.60 


19.13 


18.48 


17.31 


What's  Going  On 


The  commodities  boom  is  pushing  the  mineral-rich  country's  thinly 
traded  currency  to  new  highs. 


A  relatively  stable  political  situation  and  economic  policies  are 
drawing  investors  looking  for  opportunities  in  Africa. 


High  interest  rates  and  renewed  political  stability  boost  the  currency 


Strong  European  growth,  especially  in  Germany,  buoys  the  koruna,  a  i 
euro  zone  countries  seek  cheaper  labor  and  higher  interest  rates. 


Thank  the  strength  of  the  euro,  which  has  lifted  all  European 
currencies,  including  Hungary's. 


With  a  large  economy,  stable  policies,  and  strong  exports,  Brazil  is  tH 
poster  child  for  emerging-market  improvement. 


Despite  the  war,  Iraq  has  three  things  going  for  it:  oil,  high  interest  raten 
and  the  Middle  East's  strong  economy.  "It's  basking  in  the  glow  of  the 
improving  economic  situation  in  the  region,"  Grimberg  says. 


With  the  civil  war  entering  a  new  stage,  stability  has  improved,  expor 
are  up,  and  high  interest  rates  are  attracting  investors. 


Norway  is  a  huge  crude  oil  exporter.  The  krone  has  done  well  against 
the  euro,  too. 


Bangkok  recently  put  an  end  to  monetary  policies  that  restricted 
foreign  investments. 


•Sept.  25, 2006,  to  Sept.  25, 2007 

SMALL  SCREEN 

PROGRAM 
TRADING 

DREAM  OF  running  a  TV 
network?  Television  Without 
Pity,  a  Web  site  all  about  the 
small  screen,  is  sponsoring 
a  kind  of  fantasy  football 
league  for  TV  junkies— giving 
visitors  the  chance  to  create 
an  ideal  programming  lineup 
from  shows  in  the  current 
broadcast  season. 

Players  in  its  TV  Big  Shot 
game  get  a  theoretical  $300 
million  to  buy  shows.  (A 
juggernaut  like  American 
Idol  can  cost  up  to  $170 
million  in  the  fake  currency.) 


Participants  can  sell  their 
shows  as  well  as  buy  them, 
as  values  fluctuate  weekly  in 
response  to  Nielsen  ratings. 

There's  real  money  for 
the  winner  at  the  end  of 
the  season  in  June:  a  prize 
of  $100,000  for  the  player 
whose  program  lineup 
is  judged  best  based  on 
points  assigned  for  ratings, 
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Data:  Bloomberg  Financial  Marks* 


buzz,  and  awards.  So  far, 
the  contest,  launched  on   ' 
Sept.  17,  has  about  16,000 
entrants— among  them 
Danny  Fleishman,  a  20-ye> 
old  Northwestern  Universi- 
student,  who's  banking  oni 
NBC's  Chuck  as  one  of  his 
long  shots. 

TVBigshotcom,  meanwhil 
is  betting  on  attracting 
advertisers  with  the  game.  Tr 
majority  of  players  are  drawn 
from  the  Television  Without 
Pity  site  (recently  acquired  by 
the  Bravo  cable  network),  and 
most  are  in  the  coveted  18-to- 
49  age  range.  CBS  and  AT&T 
have  already  staked  out  a  big 
chunk  of  TVBigshof  s  ad  spac 
-Oriana  Schwi 
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URBAN  LIVING 

PROTECTED 
PARKING  FOR 
PEDALERS 

WOULD  MORE  of  us  pedal  to 
work  or  a  local  event  if  we 
could  stash  our  bikes  safely 
when  we  got  there? 

Bikestation,  a  Long  Beach 
(Calif.)  not-for-profit,  is 
teaming  up  with  30  U.S. 
cities  to  create  parking 
garages  for  bikes.  The 
municipalities  build  the 
space  (with  advice  from 
the  group),  and  Bikestation 


sometimes  manages  the 
facility.  The  cost  for  bikers? 
At  Bikestation-run  garages, 
designed  to  be  accessible 
24/7  with  a  smart  card  key, 
if  s  about  $1  a  day,  $12  a 
month,  or  $96  a  year. 

For  cities,  the  price  tag 
varies.  An  add-on  to  a 
car  parking  garage,  like 
the  one  in  Santa  Barbara,  , 
costs  about  $150,000. 
That  buys  room  for  70 
bikes,  showers,  and  a 
parts-dispensing  vending 
machine.  Bikestation  is  also 
helping  to  plan  a  $2  million 
bike-only  garage  to  open 
next  year  near  Washington's 


Union  Station.  It  will  have 
160  slots  and  a  rental  shop. 
Investing  in  such  secure 
parking  sites  "shows  a 
city's  level  of  commitment 
to  bicycling,"  says  Andrea 
White,  executive  director 
of  Bikestation,  whose  goal 
is  to  have  a  bike  garage 
within  a  half-mile  of  90%  of 
urban  commuters  by  2015. 
Will  that  cut  down  on  auto 
congestion?  The  group  says 
an  average  30%  of  those 
using  its  six  completed 
garages  (most  in  California) 
used  to  drive  cars— alone— 
to  their  destinations. 

-  Christopher  Palmeri 


DATA  MINING 

RESEARCH  FINALLY 
GETS  ITS  DUE 

WITHOUT  MUCH  fanfare,  government 
statistics  took  a  leap  into  the  21st 
century  on  Sept.  28.  The  Bureau  of 
Economic  Analysis,  with  the  National 
Science  Foundation,  has  put  out  a 
greatly  improved  estimate  for  U.S. 
gross  domestic  product:  It  takes  full 
account  of  research  and  development 
spending— including,  for  the  first  time, 
flows  into  and  out  of  the  country. 

The  traditional  way  of  measuring  the 
economy  ignores  or  minimizes  R&D's 
contribution  in  today's  knowledge- 
intensive  world.  But  the  new  (still 
experimental)  numbers  treat  R&D  as 
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BLOGSPOTTING 

10-K  DECODER 

proxyland.blogspot.com 

»  LIKE  F00TN0TED.ORG, 

Proxyland  sifts  through 
corporate  SEC  filings  to 
report  on  telling  trends— t 
latest  outrageous  CEO  per 
or  employment  contract,  f 
instance,  or  the  impact  of 
SEC's  Plain  English  rule  o 
the  disclosure  of  executive 
compensation.  (Why  are 
other  sections  of  10-Ks  stij 
written  in  Proxytongue,  ti 
blog  wonders.)  In  her  weet 
or  so  posts,  former  Wall 
Street  lawyer  Wendy  Frieo 
also  comments  usefully  on 
judicial  matters.  A  recent 
subject:  a  Delaware  Chann 
Court  opinion  focusing  on 
"demand  futility"  in  a  cas- 
where  shareholders  allege  t 
malfeasance  by  company 
directors.  "It  refers  to  the 
fact  that  [shareholders]  mi 
persuade  a  judge  it  would, 
be  futile  to  demand  that  tr 
directors  sue  themselves/ 
she  writes,  in  a  descriptioi' 
the  case  that's  as  edifying  | 
it  is  entertaining. 


an  investment.  They  show  that  soaring 
spending  on  science  talent,  engineers, 
and  research  supplies  helped  drive 
growth  in  the  second  half  of  the  1990s— 
those  New  Economy  years.  They  reveal 
that  weakening  business  R&D  spending 
made  the  2001-2002  slowdown  more 


abrupt.  And  they  dramatically  change 
BEA  estimates  of  industry  size.  A  big- 
winner:  the  research-intensive  pharr 
sector,  which  now  shows  up  as  a  bigg 
share  of  economic  output  from  1995 
2004  than  the  computer,  aerospace,  < 
software  industries.       -Michael  Ma. 


R&D'S  HIDDEN  ROLE 


ANNUAL  AVERAGE 

CONTRIBUTION  TO  U.S. 

ECONOMIC  GROWTH* 

PERCENTAGE  POINTS 


0.32% 


0.11% 


; 


0.03% 
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Data:  Bureau  of  Economic  Analysis 
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•TREATING  R&D  AS  INVESTMEf 


Some  think 
barren. 

We  think 


Investment  Banking  •  Private  Banking  •  Asset  Management 


'e  look  at  things  from  a  different  perspective  -  for  the 
snefit  of  our  clients,  By  building  on  our  experience 
id  expertise  globally,  we  help  our  clients  realize  new 
)portunities.  This  has  been  our  ambition  since  1856. 
ww.credit-suisse.com 


linking  New  Perspectives. 


CreditSuisse 
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THE  RED-HOT  Shanghai 

stock  exchange  will  begin 
trading  shares  of  its  biggest 
initial  public  offering  yet 
this  year  on  Oct.  9.  The  IPO 
isn't  coming  from  a  sleek, 
fast-growing  tech  company 
but  from  one  of  the  oldest, 
dirtiest  industries:  coal. 

China's  biggest  coal 
producer,  China  Shenhua 
Energy,  already  traded  in 
Hong  Kong,  has  fetched 
about  $8.9  billion  for  its 
offer  of  1.8  billion  shares. 
That  tops  September's  $7.7 
billion  IPO  of  China 
Construction  Bank, 
until  now  the  year's 


largest  IPO  on  the  mainland. 
The  record-setting  market 
interest  in  Shenhua  comes 
despite  Beijing's  ambitious 
pronouncements  about 
getting  pollution  under  , 
control  with  cleaner  energy 
as  the  2008  summer  Olympic 
Games  approach.  That's 
because  coal  is  still  crucial 
to  China's  soaring  energy 
needs.  It  makes  up  about 
70%  of  the  fuel  source  mix, 
compared  with  50%  in  the 
U.S.  And  the  $15  billion 
Shenhua,  a  fully  integrated 
producer  with  a  network 
of  mines,  railways,  ports, 
and  power  plants,  is  a  coal 


giant:  No.  2  among  global 
coal  companies  measured 
by  market  value  and  coal 
reserves.  (Peabody  Energy  in 
St.  Louis  is  first.) 

BNP  Paribas  analyst 
Lance  He  says  the 
offering's  proceeds 
will  fund  more 
production.  He 
expects  Shenhua's 
output  to  rise  37% 
by  2009,  from  136.6 
million  tons  in  2006  to  186.6 
million.  He  also  expects 
the  IPO  loot  to  underwrite 
acquisitions.  Shenhua  did 
not  respond  to  requests  for 
comment. 


The  offering 
is  Shanghai's 
biggest 
this  year 


Shenhua's  state-ownec 
parent,  which  controls  81 
of  the  company,  is  buildin 
a  huge  liquefaction  plant 
Inner  Mongolia  to  turn  cc 
into  synthetic  petroleum. 
Scheduled  to  open  in  200 
it  will,  if  successful,  allow 
Shenhua  to  profit  even  m( 
from  China's  energy  need 
Meanwhile,  the  heavy 
reliance  on  coal  spurring 
the  Shenua  IPO  continue; 
plague  China's  landscape 
The  liquefaction  plant,  fo 
instance,  uses  lots  of  wat< 
which  is  becoming  a  scar 
resource  in  the  northern » 
Belt.  And  while  Shenhua'j 
midyear  financial  report 
says  mine  fatalities  were 
"nil"  in  2007's  first  half, 
thousands  of  Chinese  coa, 
miners  die  in  accidents  ev 
year— mosdy  in  small,  illi 
mines.  Then  there  is  the  i 
pollution  that  blankets  mi 
coal-producing  and  urbai 
areas  in  China.  The  world 
fastest-growing  economy 
is  set  to  pass  th 
U.S.  as  the  wor> 
largest  emitter 
C02  in  a  year  o 
two.  "Renewab 
energy  is 
expensive," 
says  Donovan  Huang,  an 
analyst  at  Nomura  Securitit 
in  Hong  Kong.  For  China 
"affordability  is  a  very 
important  consideration. 
-Brian  H 
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SELLER'S  MARKET 

WHERE  HAVE  ALL  THE 
TIGHTWADS  GONE? 

"EXTREME  cherry  pickers" —grocery 
shoppers  who  buy  only  items  on  sale— 
aren't  as  numerous,  or  as  profit-draining, 
as  the  supermarket  industry  fears, 
according  to  researchers  at  Yale  and  the 
University  at  Buffalo,  State  University  of 
New  York. 

Their  study,  to  be  published  in  the 
Journal  of  Marketing  Research,  found  that 


such  dedicated  bargain  hunters  makl 
only  1.2%  of  shoppers,  not  10%  or  15 : 
as  the  industry  has  long  assumed— a 
that  the  cherry  pickers  reduce  profits 
less  than  1%  on  average. 

The  findings  could  be  "great  for  t 
consumer,"  says  Debabrata  Talukda 
associate  professor  of  marketing  at 
Buffalo  and  one  of  the  study's  authc 
Once  retailers  realize  that  specials 
and  sales  don't  bring  hordes  of  prof 
killing  discount-only  buyers,  he  figu 
there  may  be  more  price  competitio: 
"to  attract  new  shoppers  and  retain 
existing  ones."  -Louise  I 
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>GRADE 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCING. 

Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 


Security  unleashed.    ¥T]\TSYS- 


Secure  Business  Operations. 


curitvurileashed.com 


Readers  Report 
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Oil  companies... 
understand  that 
ethanol's  low  energy 
content  means  it  cannot 
compete  with  gasoline." 

-Tom  Keller 
Henderson,  Nev. 


m  ■  mmmmmmmm 

THE  DOWNSIDE  OF 
EMBRACING  ETHANOL 

BIG  OIL'S  ANTI-ETHANOL  stance  is  at 
least  a  beginning  in  making  the  public 
aware  that  use  of  biofuels  may  be  coun- 
terproductive in  reducing  global  warm- 
ing ("Big  Oil's  big  stall  on  ethanol," 
News  &  Insights,  Oct.  1). 

More  independent  studies  detailing 
how  much  carbon  is  emitted  by  all  pro- 
cesses involved  in  producing  ethanol  will 
show  that  substituting  ethanol  for  petro- 
leum is  an  expensive  hoax.  The  studies 
should  include  tractor  emissions  in  pre- 
paring and  harvesting  the  ethanol  source 
crop,  fuel  and  crop  haulage,  as  well  as 
fuel  used  in  processing  the  crop. 

Let  us  not  forget  that  destroying  forest 
and  grassland  to  make  room  for  ethanol 
source  cropland  eliminates  vegetation 
that  cleans  the  air  of  carbon  dioxide.  Add 
the  increased  cost  of  foods  that  are  based 
on  corn.  The  only  gainers  from  switch- 
ing to  ethanol  are  those  promoting  its 
introduction. 

-Roy  Krusberg 
Athens,  Ga. 

ON  OUR  FANCY  Toyota  Highlander,  we 
have  an  onboard  computer  that  keeps  track 


of  the  miles  and  average  fuel  consump 
As  we  drive  through  the  mountains  in 
mont  and  New  Hampshire,  those  fig 
vary  from  22  to  27  mpg.  Our  senior-cit 
driving  style  stays  the  same,  but  as  w 
up  at  various  stations,  we  can  clearly 
tice  a  remarkable  difference,  approxim," 
10%  or  more. 

The  more  ethanol  we  have  inr 
tank,  the  fewer  miles  per  gallon 
seem  to  get.  What  then  are  the  savin 
We  are  all  for  a  "green"  world,  buti 
if  such  endeavors  like  ethanol  an' 
questionable. 

-Werner  Rebsaa 
Meredith,., 

DAVID  KILEY  IMPLIES  that  the  oil  C 
panies  are  against  ethanol  because  it  c 
petes  with  gasoline.  But  they  seem  to  b  \ 
only  ones  who  understand  that  etha); 
low  energy  content  means  it  cannot  c 
pete  with  gasoline.  It  won't  be  econori 
until  oil  prices  go  much  higher. 

The  only  ones  who  benefit  fromi 
corn-to-fuel  scheme  are  the  corn  fann 
and  the  ethanol  companies.  Const) 
ers  end  up  with  higher  food  prices  i 
poorer  fuel  economy,  and  the  tax  su 
dies  that  are  required  to  keep  the  cosi 
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ReadersReport 


enough  to  sell  the  stuff  add  billions  to  the 
budget  deficit. 

-Tom  Keller 
Henderson,  Nev. 

YOUR  ARTICLE  ERRONEOUSLY  claims 
that  U.S.  oil  and  natural  gas  companies 
are  "trying  to  keep  ethanol  (E85)  out  of 
drivers'  tanks."  You  ignore  that  less  than 
10%  of  the  nation's  165,000  retail  sta- 
tions are  owned  by  oil  companies.  For  the 
remaining  stations,  the  decision  whether 
to  sell  E85  is  made  by  independent  busi- 
nessmen and  women  individually  assess- 
ing the  economic  cost  and  anticipated 
return  of  such  a  decision.  Only  3%  of  the 
nation's  cars  and  trucks  can  run  on  E85, 
so  the  market  is  limited. 

A  station  owner,  like  any  business 
owner,  needs  to  see  greater  consumer 
demand  for  E85  in  order  to  realize 
a  return  on  his  investment.  However, 
demand  for  E85  is  not  robust  because 
so  few  vehicles  can  safely  use  E85,  and 
it  carries  an  efficiency  burden  of  25% 
fewer  miles  per  gallon. 

Last  year,  industry  used  25%  more 
biofuel  (mostly  ethanol)  than  the  gov- 
ernment mandated.  The  most  economic 
and  practical  use  of  ethanol  is  E10  fuel 


CORRECTIONS  &  CLARIFICATIONS 

In  "Wage  wars"  (Cover  Story,  Oct.  1),  a 
reference  to  a  lawsuit  against  FedEx 
Ground  should  have  stated  that  about  200 
plaintiffs  allege  that  they  and  14,000  of 
their  current  and  former  co-workers  have 
been  improperly  classified  as  independent 
contractors,  not  that  14,000  workers  are 
making  such  claims. 

"Subprime  hits  the  subcontinent"  (Up 
Front,  Sept.  24)  erroneously  said  that 
GreenPoint  Mortgage  filed  for  bankruptcy 
on  Aug.  20.  It  was  closed  down  on  that  date 
by  parent  Capital  One  Financial  Corp. 

John  Galloway  (No. 69  in  Bus/nessWee/c's 
Power  100)  is  no  longer  vice-president  for 
sports  and  media  at  PepsiCo  North 
America.  Ralph  Santana  has  that  role. 

(containing  10%  ethanol),  which  is  al- 
ready used  in  many  parts  of  the  country. 
Reliance  on  the  marketplace,  not  govern- 
ment E85  mandates,  is  the  best  way  to 
bring  about  increased  ethanol  use. 

-Red  Cavaney,  President  &  CEO 

American  Petroleum  Institute 

Washington 


COLLEGES  AND  CREDIT  CARDS: 
HOW  COZY? 

WHEN  WILL  COLLEGES  understand  tt 
complicity  with  financial  services  fin 
is  a  very  short-term  view  of  how  to  s£ 
money  ("Even  cozier  deals  on  campu 
Finance,  Oct.  1)?  The  unintended  cc 
sequence  of  young  alum  indebted™ 
is  the  likelihood  of  reduced  donatic 
to  alma  maters,  which  would  probal 
influence  lower  giving  rates  long  af 
graduation. 

Colleges  that  care  about  both  studer 
fiscal  health  and  higher  donations  coi 
impose  a  "tough  love"  restriction 
debit-  and  credit-card  vendors:  Studei 
carrying  loans  for  more  than  half 
their  tuition/expenses  would  be  proh 
ited  from  accepting  bank  offers  for  de? 
cards  and  credit  cards.  \ 

-Jim  RowbotfUw 
NewYt) 

AS  AN  ALUM  of  the  University  of  M. 
nesota  and  a  former  employee  of  TCF  •] 
nancial  Corp.,  I  would  like  to  emphas^ 
how  much  the  relationship  between  i 
university  and  TCF  does  for  the  studer1 
The  TCF  student  accounts  can  be  oper 
with  $1  and  no  minimum  balances 


not  to  mention  free  checks.  There 

0  no  surcharge  for  company  ATMs, 
itudents  are  given  a  number  of  free 
Irawals  every  month  from  outside 
3.  TCF's  ATMs  are  plastered  all  over 
ms,  free  online  banking  is  available, 
egular  branches  are  open  until  nine 
jn  many  holidays.  There  is  no  rea- 

1  student  should  overdraft  with  that 
1  access  to  his  or  her  accounts,  and 
y  do  overdraft,  the  fees  are  not  any 

than  any  other  bank  in  the  area, 
article  also  failed  to  mention  that 
^s  funding  the  new  football  stadium 
5  built  on  campus. 

-Anna  Hartberg 
Kihei,  Hawaii 

T  BIG  ACCOUNTING 
IS  DON'T  TEACH  YOU 

MANAGEMENT  accounting  pro- 
snal,  I  was  stunned  by  the  results 
'he  best  places  to  launch  a  career" 
er  Story,  Sept.  24).  While  three  of 
lig  Four  accounting  firms  hold  the 
hree  slots,  many  recent  graduates 
o  realize  these  firms  serve  only  the 
s  of  the  organization.  After  two 
ur  years,  most  young  accountants 
eave  to  work  in  industry,  without 


the  skills  needed  for  the  next  step  in 
their  career.  Undergraduate  account- 
ing curriculums  in  the  U.S.  are  largely 
focused  on  meeting  the  needs  of  pub- 
lic accounting  rather  than  the  much 
broader,  richer  knowledge  and  skill  re- 
quirements of  accounting  professionals 
who  work  inside  organizations  as  busi- 
ness partners  helping  to  grow  beans 
rather  than  merely  count  them. 

-Paul  A.  Sharman,  CEO 

Institute  of  Management  Accounts  Inc. 

Montvale,  N.J. 

TECH  SUPPORT:  CODDLING 
BOSSES  CAN  HURT  BUSINESS 

YOUR  ARTICLE  "The  big  divide  in  tech 
support"  (Managing,  Sept.  17)  makes 
some  interesting  points  about  compa- 
nies that  focus  their  IT  support  on  an 
executive  elite.  But  the  story  didn't  go 
far  enough  in  considering  who  really 
gets  shortchanged  when  VIP  support 
is  confined  to  C-level  executives.  Those 
suffering  the  most  are  employees  who 
direcdy  drive  revenue  and,  ultimately,  the 
company's  stakeholders. 

Recent  Unisys  research  found  that  the 
client-facing  employees  in  the  field  depend 
most  on  a  range  of  devices— increasingly, 


laptops  and  PDAs  such  as  iPhone— to  do 
their  work  and  bring  in  money.  That's  up 
57%  from  five  years  ago.  Denying  those 
users  critical  backup  puts  revenues  and 
even  brands  at  risk.  By  claiming  the  bulk 
of  priority  support  for  themselves,  execu- 
tives may  be  inadvertently  harming  the 
enterprises  they  lead. 

-Joseph  E.  Hogan 

Unisys  Corp. 

Blue  Bell,  Pa. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Fine.  But  Where's  the  Wow? 


It's  amazing  how  few  PC  makers  have  followed  Apple's  lead  and  built 
desktops  with  all  the  electronics  packed  right  into  the  back  of  the  flat-panel 
display.  The  Gateway  One  is  a  good-looking  entry  in  this  field.  But  when  I 
put  it  next  to  a  new  24-inch  iMac  from  Apple,  I  realized  what's  missing  fror 
this— and  virtually  all  other  non-Apple  products— is  gut  emotional  appeal. 


As  PCs  become  more  like  other 
consumer  products,  emotional 
impact  is  indispensable,  especially 
in  upscale  markets.  Like  BMW  and 
other  luxury  goods  makers,  Apple 
understands  this.  Most  cell  phones 
come  in  ugly  packaging  that  looks 
like  it  was  designed  for  maximum 
shipping  efficiency  at  minimum  cost. 
The  iPhone  comes  in  a  box  that  could 
easily  house  an  expensive  watch.  You 
feel  good  just  opening  the  package. 

The  high-end,  $1,799  Gateway 
One  model  I  tested  is  a  fine  product. 
In  place  of  the  tangle  of  cables  that 
mars  the  appearance  of  most  all- 
in-one  desktops— even  iMacs— Gateway  has  come  up  with 
a  single  fat  cable  running  from  the  display.  But  after  that 
one  nice  touch,  it  feels  like  the  designers  ran  out  of  steam. 
The  cable  connects  to  an  ugly  black  metal  box,  which  also 
brandishes  the  power  cord  and  network  cable.  The  same 
box  has  four  eminently  useful  USB  connectors  and  ports  for 
digital  audio  cables.  And  there  are  three  more  USB  connectors 
on  the  display  itself,  plus  a  Firewire  port,  a  memory  card 
reader,  and  standard  speaker  and  microphone  jacks.  All  very 
utilitarian,  but  where's  the  beauty,  or  the  ingenuity? 

LITTLE  THINGS  GO  A  LONG  WAY  in  making  a  design  exciting, 
as  opposed  to  merely  O.K.  Gateway,  which  is  being  acquired 
by  Taiwan's  Acer,  went  to  some  pains  with  the  One's 
appearance,  setting  the  19-in.  display  flush  into  a  shiny  black 
bezel,  and  matching  it  with  a  wireless  keyboard  and  mouse. 
But  where  the  iMac's  monolithic  display  seems  to  float  above 
the  desktop,  the  One  is  solidly  earthbound.  If  s  thicker,  hotter, 
and  a  good  bit  noisier  than  the  Apple  unit.  Point  by  point, 
such  comparisons  favor  Apple.  While  the  iMac's  cooling  vents 
are  disguised,  with  no  sign  but  an  inconspicuous  slit  in  the 
back,  the  One  has  an  ugly  gap  in  the  top,  just  behind  the  front 
glass.  The  iMac  has  a  built-in  video  camera  hidden  in  the 
black  frame  that  surrounds  the  display.  The  One's  optional 
camera  is  a  little  box  on  a  stalk  that  plugs  into  a  USB  port  on 
the  top  of  the  screen.  Works  fine,  looks  geeky. 
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GATEWAY 
ONE 


Functionally,  the  One  is  a  fain 
powerful  Windows  PC.  It  would < 
make  an  excellent  alternative  to 
those  souped-up  laptops  known  i 
"desktop  replacements,"  which  ,i 
popular  in  small  businesses  and 
home  offices.  What  the  One  didr 
do  was  make  my  heart  beat  a  litt' 
faster,  a  reaction  I  still  get  when  i 
unpacking  an  iMac. 

A  key  to  Apple's  success  is  thei 
meticulous  attention  it  showers  i 
on  every  detail,  from  the  overall  1 
design  to  the  appearance  of 
components  such  as  power 
cords.  I've  talked  about  this  with 
executives  of  other  computer 
makers,  and  the  most  common 
reaction  is  that  Apple's  relativel; 
hefty  margins  give  it  the  luxury 
add  expensive  details.  Others  ha 
to  squeeze  out  every  penny  of  cc ' 
But  if  s  those  very  details  that  lei 
Apple  charge  premium  prices  ai 
claim  fatter  margins— a  thought 
that  doesn't  seem  to  occur  to  its 
competitors.  (The  Gateway  One 
costs  about  the  same  as  a  similarly  equipped  20-in.  iMac,  . 
though  Gateway  throws  in  a  TV  tuner.) 

As  Dell  has  learned,  trying  to  compete  in  the  consumer 
tech  market  by  charging  a  couple  bucks  less  than  the  other 
guy  is  ultimately  a  sucker's  game.  Apple  has  shown  you  cai 
conquer  the  world  with  an  emotional  punch.  Designing  in 
the  wow  factor  can  produce  a  win-win:  better  business  for 
sellers  and  better  products  for  consumers.  ■ 

E-mail:  tech&you@businessweek.( 


BusinessWeek  .com 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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et  all  your  functions  in  one  place, 
etter  yet,  CDW  can  help  you  get  them  all  in  one  machine. 
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Xerox9  Phaser8  6180MFPN  


Color  laser  printer,  copier,  scanner  and  fax 
Print  speed:  up  to  31  ppm  black,  21  ppm  color 
PANTONE'  Color  approved 
Adobe  PostScript  3 
Optional  duplexing 
Parallel,  USB  2.0  and  Ethernet  ports 
-  One-year  onsite  warranty 
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Ricoh  SP  C210SF  Multifunction 


Network-ready,  desktop  color  laser  printer, 

copier,  scanner  and  fax 

Print  speed:  up  to  31  ppm  black,  8  ppm  color 

Print  resolution:  600  x  600  dpi 

Scan  resolution:  1200  x  2400  optical  dpi 

Parallel,  USB  and  Ethernet  ports 

One-year  onsite  warranty 
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're  there  with  the  printing  solutions  you  need. 

/  would  you  like  to  save  space,  save  money  and  increase  your  coworkers'  productivity?  Multifunction 
ters  can  do  all  of  that.  With  all  your  printing,  faxing,  scanning  and  other  business  functions  in  one 
e,  it's  easier  for  more  people  to  use  them  -  even  at  the  same  time!  We're  there  with  a  full  line  of  top 
function  printers.  And  you  can  always  count  on  us  for  fast,  dependable  delivery.  So  call  today.  The 
ler  you  switch  to  multifunction  printers,  the  sooner  yOu'|  getmore  done. 

CDW.com   800.399.4CDW 
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profession:  pilot     career:  acto 

People  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John  Travolta  is  also  a  seasoned  pilot  with  more  than  5,00(1 1 
hours  under  his  belt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing  747-400  Jumbo  Jet.  He  nurtures  a  pat 
for  everything  that  embodies  the  authentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded  in  1884,  Breitling  has  sr 
all  the  finest  hours  in  aeronautical  history.  Its  chronographs  meet  the  highest  standards  of  precision,  sturdiness  and  function 
and  are  all  equipped  with  movements  that  are  chronometer-certified  by  the  COSC  (Swiss  Official  Chronometer  Testing  Instill 
One  simplv  does  not  become  an  aviation  supplier  by  chance. 


For  your  nearest  authorized  retailer  please  call  800  641  7343 
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MediaCentric 


BY  JON  FINE 


Music,  Critics,  and  Crowds 

Like  most  music  obsessives,  Joey  Anuff  is  not  particularly  democratic  wh( 
it  comes  to  matters  of  taste.  He  extrapolated  from  this  when  he  came  up 
with  Critical  Metrics,  a  nascent  music-recommendations  engine.  The  ide£ 
animating  Critical  Metrics  is  one  that  contorts  en  vogue  notions  about  the 
smarts  of  crowds  and  social  networks,  as  well  as  the  algorithmic  under- 


pinnings of  much  of  the  Web:  Rather 
than  harnessing  the  collective 
preferences  of  an  audience,  Critical 
Metrics  aggregates  current  and  past 
critical  opinion  for,  as  of  this  writing, 
more  than  23,000  songs  on  its  beta 
site,  play.criticalmetrics.com.  "The  way 
Joey  looks  at  it  is  very  ideological," 
says  Yahoo!  Music  General  Manager 
Ian  Rogers,  because  he  assumes  "the 
wisdom  of  the  crowds  is  not  necessarily 
what  you  want." 

As  befitting  the  vision  of  someone 
whose  wide-ranging  tastes  skew 
connoisseurish  (among  Anuff  s  historical 
faves:  jazz  pioneer  Ornette  Coleman  and 
Teutonic  synth  ensemble  Kraftwerk), 
Critical  Metrics  scans  opinions  from 
mainstream  pubs  like  Rolling  Stone  down 
to  single  proprietor  music-geek  blogs 
like  fluxblog.  Such  catholic  sourcing,  at 
least  in  theory,  aggregates  critical  consensus  and  cancels  out 
individual  prejudices.  Rolling  Stone  may  worship  the  new 
Springsteen  album,  but  some  Critical  Metrics-scanned  blogs 
will  find  it  emetic.  Some  venues  focus  on  big  hits  while  others 
obsess  over  the  "deep  cuts"  that  never  get  played  on  the 
radio.  One  CM  recommendation  for  the  Beach  Boys:  "Vega- 
Tables,"  a  rather  amazing,  if  obscure,  track  from  the  legendary 
"lost"  album  Smile.  By  keeping  the  focus  on  the  song  and 
the  publication,  both  listed  with  each  recommendation,  CM 
differs  from  online  opinion  aggregator  Metacritic.com,  best 
known  for  assigning  scores  to  collective  critical  opinion.  CM's 
recent  Top  10  lists  are  significantly  more  diverse  than  the  ones 
amassed  from  users  of  music  social-network  sites  like  Last.fm. 

ONE  LONG-TERM  PLAY  FOR  CM  is  to  be  part  of  a  major  online 
music  destination's  interface— one  that  can  quickly  get  music 
fans  from  recommendation  to  purchase  and  thus  get  CM  a  cut 
of  transactions.  (Links  to  Yahoo's  music  videos  are  prominent 
on  CM  now,  but  Rogers  declined  to  discuss  whether  a  deal  is 
pending.)  As  with  anything  online,  there  is  also  ad  revenue 
potential.  But  for  now,  CM  remains  another  interesting  Web 
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idea  with  no  major  partners  or  functio 
business  model  (albeit  one  with 
potentially  major  implications).  For  tin 
the  36-year-old  Anuff  (full  disclosure: 
we're  friendly  acquaintances)  put  on  h 
a  promising  career  in  TV  producing  an 
moved  back  in  with  his  Mom  in  Miami 
Current  CM  competition,  like  iLike 
and  Last.fm,  are  dominated  by  what 
Anuff  terms  "social  metrics":  They 
mostly  point  out  what  other  music  the 
fans  of  your  favorite  band  dig.  "I  don'l 
think  they're  garbage,"  says  Anuff,  bur 
"I  don't  believe  [social  metrics]  have 
the  same  level  of  authority"  as  critics' ' 
opinions.  For  this  reason,  he  says,  the) 
a  poor  job  of  solving  "the  programmii 
problem  every  single  purveyor  has:  Hn 
do  you  turn  anyone  on  to  new  music?' 
This  presupposes,  though,  that  a  lo> 
people  feel  they  have  a  problem  findin 
enough  new  music.  The  undemocratic 
music  geek  in  me  is  compelled  to  cite 
the  huge  numbers  of  people— let's  jusi 
call  them  "the  mainstream"— who  do 
not  worry  about  this,  who  like  what  th' 
like  and/or  hear  enough  new  stuff  through  happenstance. 
Anuff  is  counting  on  the  music-obsessed  to  help  CM  take  c 
"I  am  sure  there  are  at  least  5  million  music  heads  in  this 
country  who  consider  music  a  food  group,"  he  says.  He  mi 
be  sweetly  deluded.  Or  he  may  be  on  to  something  scalabh 
something  that,  like  Metacritic,  can  be  broadened  to  other 
media  areas— movies,  video  games,  and  books.  CM  charts, 
new  path  toward  a  very  old  notion:  that  what  experts  have 
to  say  is  worth  hearing.  In  this  arena,  as  a  card-carrying 
member  of  the  my-musical-taste-can-beat-up-your-musia 
taste  club,  I  agree.  Now  all  Anuff  needs  is  the  other  4,999,' 
of  us.  If  they're  there.  ■ 


BusinessWeek  .coin 


For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
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Each  piece  fits  perfectly 


Thailand  offers  investors  a  superlative  business  environment  with  easy  access  to  the  rest  of  Asia. 
Attractive  investment  incentives,  supportive  policies,  a  skilled  and  highly  motivated  workforce, 
and  a  highly  developed  infrastructure  help  to  make  Thailand  one  of  the  world's  top  ranked  investment 
locations.  The  nation's  industrial  clusters  also  include  world  class  automotive  and  electronics  industries, 
all  supported  by  a  cost  efficient  seamless  supply  chain.  And  when  you  add  in  the  gracious  hospitality 
and  rich  culture,  excellent  healthcare  and  education,  and  the  renowned  leisure  facilities  that 
accentuate  life's  pleasures  you  have  the  perfect  fit  for  your  business,  lifestyle  and  family. 
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Performance  Track  members  are  environmental  leaders  committed  to  making  big  changes  in 

the  way  they  do  business  for  the  sake  of  putting  less  stress  on  the  environment. 

Put  your  facility  on  track— you'll  be  amazed  at  your  performance. 

Visit  us  at:  www.epa.gov/performancetrack/psa.htm 
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)on't  Count  Out 

[Tie  Consumer  Just  Yet 

the  job  markets  don't  falter,  households  may  keep  up  their  spending 


U.S.  ECONOMY 


When  the  going  gets  tough,  the  tough  go  shopping, 
lat's  been  a  familiar  pattern  of  American  consumers  through  the 
ugh  spots  of  this  nearly  six-year  economic  upswing.  Now,  however, 
mseholds  face  their  biggest  challenge  yet  from  falling  home  prices, 
*hter  credit,  and  a  softer  job  market.  That  combination  threatens  to 


i  away  all  three  cushions  that  have  given  them  their 
lience:  steady  gains  in  wealth,  easy  borrowing 
ditions,  and  strong  income  growth.  There's 
ienying  that  household  spending  will  feel  the 
mdraft— but  maybe  not  as  much  as  some  scary- 
nding  headlines  in  recent  weeks  have  suggested. 
Vhat's  certain  is  that  if  consumers  are  going  to 
vail  yet  again,  they  will  need  some  help,  mainly  from 
inesses  and  the  Federal  Reserve.  So  far,  so  good:  The 
has  already  provided  its  support  by  cutting  interest 
s,  which  helped  stabilize  the  credit  markets  and  lower 
rowing  costs.  Still,  there  is  little  the  Fed  can  do  about 
ng  home  prices,  which  still  have  further  to  drop, 
n  the  mountain  of  homes  now  on  the  market.  At  least 
:k  prices  have  bounced  off  their  lows,  which  offsets 
le  of  that  lost  housing  wealth, 
he  most  crucial  influence  over  consumers'  outlook 
be  wielded  by  the  business  sector  as  hiring  decisions 
made.  The  good  news  is  that  profit  margins  remain 
1,  inventories  low,  and  corporate  balance  sheets 
ng.  Business  confidence  took  a  hit  from  the  market 
rhem  in  August,  and  the  data  show  that  companies 
bringing  new  caution  to  their  spending  decisions, 
ar,  however,  there  are  few  signs  of  any  major 
nchment  in  capital  spending  or  payrolls.  September 
reys  of  business  activity  in  the  manufacturing  and 
ice  sectors  show  slower  but  steady  growth,  according 
le  Institute  for  Supply  Management. 

tOUGH  IT  ALL,  consumers  are  hanging  in  there, 
pite  the  two-year-old  housing  slump,  a  year  of 
ines  in  home  prices,  and  2007's  slower  pace  of  job 
vth,  inflation-adjusted  consumer  spending  appears 
ave  grown  at  an  annual  rate  of  about  2.7%  during  the 
three  quarters.  That's  below  the  3.4%  pace  of  2006 
still  a  solid  showing. 

onsumer  outlays  in  August,  when  the  severity  of 
:redit  crisis  came  to  light,  were  surprisingly  sturdy 
rt).  Real  spending  on  goods  and  services,  adjusted 
rice  changes,  rose  0.6%  from  July,  matching  July  and 
ber  of  last  year  for  the  best  monthly  showing  in  two 
s.  In  September,  weekly  retail  surveys  show  buying  is 


TRILLIONS  OF  2000  DOLLARS 


holding  up;  the  major  complaint  is  that  unusually  warm 
weather  has  depressed  turnover  of  fall  apparel.  And  car 
sales  were  higher-than-expected,  an  annualized  rate  of 
16.2  million,  after  August's  16.3  million.  Sales  actually 
improved  from  their  pace  in  June  and  July. 

Even  if  overall  September  outlays  post  a  slight  decline, 
real  consumer  spending  for  the  quarter  will  still  grow 
at  a  healthy  3%  annual  rate  from  the  second  quarter. 
Why  the  strength?  Through  August,  household  income 
(after  adjusting  for  inflation  and  taxes)  has  grown  at  a 
3.5%  annual  rate.  Surging  gasoline  prices  sapped  buying 
power  in  the  second  quarter,  but  the  drop  at  the  pump  in 
the  third  quarter  gave  spending  a  lift. 

THE  IMPORTANT  QUESTION  in  the  months  ahead 
will  be  this:  How  much  of  the  recent  momentum 

in  their  income  and 

CONSUMER  SPENDING  HAS  1      sending-  <?rnwth  will 
SOME  MOMENTUM  spending  growth  will 

households  maintain? 
The  answer  gets  back 
to  the  business  sector 
and  job  markets. 
Consumer  confidence 
has  declined  since  July, 
partly  reflecting  job 
worries,  most  visible  in 
the  Labor  Dept.'s  weak 
August  jobs  report. 
But  despite  those  labor 
market  concerns  and 
the  August  market  mess,  the  dip  in  confidence  through 
September  has  been  only  modest. 

In  fact,  recent  soundings  from  the  labor  markets  have 
not  been  uniformly  soft.  New  unemployment  insurance 
claims  through  September  actually  fell,  indicating  at 
the  least  no  new  layoff  activity.  Also,  an  August  survey 
across  all  12  Fed  districts  found  many  businesses  still 
complained  of  labor  shortages. 

Businesses  do  seem  more  cautious  about  committing 
money  to  buy  new  equipment,  although  they  continue 
to  pump  funds  into  construction.  While  new  orders  for 
capital  goods  other  than  aircraft  dipped  0.7%  in  August, 
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outlays  for  business  structures  jumped  2.3%.  Equipment 
orders  have  flattened  out  in  recent  months,  including 
those  for  high-tech  gear,  but  construction  spending  so  far 
this  year  is  growing  at  a  sizzling  18.2%  annual  rate. 

THE  BUSINESS  SECTOR  has  several  things  going  for 
it  that  will  help  to  fuel  expansion  plans  in  the  coming 
months,  much  to  the  benefit  of  working  households. 
Profits  won't  escape  the  turmoil  of  recent  months. 
Nonfinancial  corporations,  however,  entered  the  second 
half  with  historically  high  profit  margins,  meaning 
companies  still  have  plenty  of  incentive  to  capitalize  on 
their  profitability  by  expanding  operations. 

Unit  profits  rose  in  the  second  quarter,  according  to 
the  Bureau  of  Economic  Analysis,  and  held  to  the  same 
lofty  range  they  have  occupied  for  the  past  three  years 
(chart).  In  the  past,  businesses  have  not  resorted  to  sharp 
cutbacks  until  margins  have  eroded  considerably. 

In  addition,  businesses  have  already  spent  months 
wrestling  their  inventories  into  better  alignment  with 
demand.  As  a  result,  companies  will  head  into  the 
coming  quarters  with  stockpiles  at  low  levels.  That  serves 
to  vent  one  key  source  of  potential  downward  pressure 
on  output  and  employment. 

Plus,  corporate  balance  sheets  through  the  second 
quarter  continued  to  strengthen,  and  generally  they 
are  in  the  best  shape  in  decades.  Cash  flow  is  down 
from  its  2006  peak,  but  it  remains  historically  high. 
Because  of  strong  cash  flow,  businesses  still  have  very 
low  financing  needs.  The  recent  jump  in  interbank 
borrowing  rates,  to  which  many  business  loans  are 


DOWNTURNS 


CENTS  PER  DOLLAR  OF  REAL  OUTPUT 


tied,  will  have  only  limited  impact  on  borrowing,  sin 
corporate  exposure  to  short-term  debt  is  small.  In 
fact,  the  ratio  of  short-term  debt  to  total  credit-mark 
liabilities  is  at  an  historic  low.  The  stock  market  ralli 
recently  on  the  belief  that  the  worst  of  the  credit 
crisis  is  over;  if  that  premise  is  borne  out,  it  will  be 
__  sure  to  buoy  business 

PROF'TMMARGINS  confidence  and  enhar 

REMAIN  HIGH  „ 

equity  financing. 

The  market  bounct 
also  lifted  household 
net  worth  in  the  third 
quarter,  despite  weak 
home  prices.  Given  ti- 
the broad  Dow  Jones 
Wilshire  5000  Index 
of  stocks  finished  the 
third  quarter  up  by 
1.4%  from  the  second 
quarter,  household 
financial  assets  appear  to  have  grown  by  some  $600 
billion  during  the  quarter.  That  will  most  likely  offsei 
any  weakness  in  overall  household  net  worth  resultii 
from  softer  home  prices.  Financial  assets  are  62%  of] 
all  household  assets,  while  home  values  are  only  29°a 

It  would  be  foolhardly  to  believe  consumers  will  be 
invulnerable  to  the  events  of  the  past  few  months.  But 
don't  expect  them  to  throw  in  the  towel,  either.  There's  I 
good  chance  households  will  provide  key  support  to  the 
economy  in  the  coming  quarters— just  not  with  the  sani 
strength  they  have  offered  in  recent  years. 
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Housing  Speculators  Are  Ready  to  Bail 


ONE  TWIST  in  the  tale  of  the  swelling 
inventory  of  existing  homes  is  that 
new  listings  are  coming  on  the 
market  at  a  much  faster  pace  than 
homes  are  being  sold.  In  the  past, 
even  during  market  downturns,  new 
listings  and  sales  have  tended  to  run 
at  about  the  same  pace,  but  this  time 
a  large  and  persistent  gap  has  opened 
up.  The  culprit  appears  to  be  the 
unusually  high  level  of 
speculative  buying  in 
recent  years  (page  32). 

Over  the  past 
year  the  average 
number  of  homes 
hitting  the  market  per 
month  was  494,250. 
Although  new  listings 
aren't  given  by  the 
National  Association 
of  Realtors  (NAR), 
economists  at 
JPMorgan  Chase  note 


TOO  MANY  HOMES  COMING 
ONTO  THE  MARKET 

THOUSANDS,  12-MONTH  AVERAGE 
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Global  Insight  Inc. 


that  the  number  of  houses  new  to  the 
market  each  month  can  be  derived  by 
adding  monthly  sales  to  the  change 
in  inventories.  Meanwhile,  sales  ran 
at  a  monthly  pace  of  only  441,750. 
That  gap  helped  to  push  August 
inventories  to  a  record  3-92  million. 

The  current  explosion  in 
inventory  appears  to  be  linked  to  a 
high  degree  of  speculative  activity. 

According  to  Federal 
Reserve  residential 
mortgage  loan  data, 
second-home  loans 
accounted  for  16%  of 
the  total  in  2006  and 
2005,  up  from  14% 
in  2004. 

Second-home  loan 
issuance  was  heavily 
concentrated  in 
states  where  housing 
sales  were  the 
strongest  during  the 
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boom  and  the  subsequent,  current 
downturn  is  most  pronounced.  In 
2006,  Arizona,  California,  Florida,  . 
and  Nevada  accounted  for  more 
than  30%  of  all  second-home  loans^ 
Activity  last  year  was  also  higher 
than  the  national  average  in  Hawaii! 
Idaho,  New  Mexico,  and  Oregon,  j 
Given  the  large  number  of  new  ; 
listings  each  month,  it  looks  as 
though  many  people  who  bought 
homes  as  potential  investment 
properties,  or  to  flip  for  an  easy 
profit,  are  fleeing  the  market.  The 
sellers  are  motivated  to  get  out 
quickly  and  may  be  more  likely 
to  make  concessions  than  typical 
homeowners,  says  Lawrence  Yun 
senior  economist  at  the  NAR.  Th 
could  exacerbate  price  declines  n 
just  for  existing  homes  but  also  ft 
new  ones,  as  builders  attempt  to 
off  their  own  inventory.  ■ 

-By James  Met 
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IP  Pitney  Bowes 

Engineering  the  flow  of  communication™ 


Pitney  Bowes  innovations  extend  far  beyond  mail.  Our  geocoding  software  uses  satellite  imaging  to  help 
property  and  casualty  insurers  assess  risk  more  accurately.  How?  By  pinpointing  properties  and  analyzing 
risk,  address  by  address.  Premiums  are  priced  fairly.  Risk  is  reduced.  How  can  we  help  you?  The  sky's  the  limit. 
SEE  WHAT  PITNEY  BOWES  MAILSTREAM  SOLUTIONS  CAN  DO  FOR  YOU.   VISIT  PB.COM/NEXU 

©2007  Pitney  Bowes  Inc.  All  Rights  Reserved. 
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BAD  NEWS?  WHAT  BAD  NEWS? 


Investors  sported  rose-colored 
glasses  on  Oct.  1,  pushing  the  Dow, 
which  not  long  ago  was  languishing 
near  13,000,  up  nearly  200  points 
to  close  at  a  record  14,087  (photo, 
the  Big  Board).  Oddly,  the  impetus 
seemed  to  stem  from  two  downers: 
Banking  monoliths  Citigroup  and 
UBS  both  said  third-quarter  earnings 
will  get  clobbered  as  they  write  down 
$9  billion  in  subprime  mortgages 
and  high-yield  loans  used  to  finance 
buyouts.  (Deutsche  Bank  weighed  in 
with  $3.09  billion  in  charges  on 
Oct.  3.)  Meanwhile,  a  planned 
$2.25  billion  private  equity-backed 
buyout  of  data-management 
company  Acxiom  got  scrubbed— the 
latest  deal  to  fall  by  the  wayside. 

So  why  did  investors  cheer? 
They're  eager  to  believe  the  worst 
is  over  for  the  credit  markets,  and 
they're  pleased  banks  are  coming 
clean.  But  they're  also  nervous  about 
the  key  September  jobs  number 
due  out  on  Oct.  5. 

See  "That  sinking  feeling, "  page  32 
EEHCEfr  "Behind  the  market's  October 
surprise"  businessweek.com/go/tbw 


The  Fate  of  GM's  Plants 

In  its  Sept.  26  deal  with  the 
UAW,  General  Motors  guaranteed 
wages,  benefits,  and  jobs  for 
most  of  its  74,000  workers.  But 
the  tentative  four-year  contract 
leaves  a  few  small  plants 
in  jeopardy.  GM  said  it  had 
guaranteed  work  or  investment 
in  16  factories.  The  deal  says  11 
others  could  be  closed,  sold,  or 
downsized  between  now  and 
2011,  according  to  documents 
detailing  the  agreement.  Seven 
were  previously  on  the  hit  list. 
The  moves  threaten  hundreds 
of  workers,  though  the 


company  may  transfer  some  to 
other  plants  or  buy  them  out. 


Nokia's  New  Direction 

The  giant  Finnish  handset 
maker  makes  its  biggest 
acquisition  ever,  and  grabs... 
a  digital  mapping  service?  No, 
Nokia  isn't  lost.  In  agreeing  to 
buy  Chicago -based  Navteq  for 
$8.1  billion,  it's  staking  out  the 
evolving  business  of  mobile 
search.  The  price  was  steep, 
but  as  mobile  phones  morph 
into  handheld  computers  with 
global  positioning  capability, 


Nokia  wants  control  of  the 

mapping  data  that  Navteq 

turns  out. 

EMS*  "Nokia  to  pay 

$8.1  billion  for  Navteq" 

businessweek.com/go/tbw 


Canadian  Onslaught? 

Beware  the  mighty  loonie.  In  a 
startling  sign  of  the  newfound 
strength  of  the  Canadian 
dollar,  Toronto-Dominion  Bank 
is  snapping  up  Commerce 
Bancorp,  a  booming  New  Jersey 
bank.  TD  on  Oct.2  said  it'll 
pay  $8.5  billion  in  cash  and 


shares  for  Commerce,  a  7% 
premium  to  the  stock  price 
on  Oct.  1.  Commerce  has  ha 
a  tumultuous  year.  In  June 
founder  and  longtime  CEO 
Vernon  Hill  stepped  down  air 
a  slew  of  investigations  into 
unsavory  insider  deals. 

-j 

i 
A  Cloud  Over  EADS 
Is  something  rotten  at  Airbu  | 
parent  European  Aeronautic   i 
Defence  &  Space?  French  dai  ir 
Le  Figaro  said  on  Oct.  3  that  t 
stock  market  regulators,  in ;  f 
preliminary  report,  allege  uV  i 
some  1,200  EADS  employee: 
and  board  members  unloads 
shares  before  the  stock 
nosedived  in  June,  2006,  on  if 
disclosure  of  production  snEj 
on  the  Airbus  A380.  The  repc  j 
recommends  prosecution 
of  21  top  officials  including 
Airbus'  current  boss,  Thorna; 
Enders,  said  the  newspaper.  . 
EADS  denounced  the  leak  ai  i 
declined  further  comment. 
Most  of  the  individuals  nam 
have  previously  denied  tradii 
on  advance  knowledge. 
EZBEI*  "Did  insiders  bail  on 
Airbus  woes?" 
businessweek.com/go/tbw 


t 


I 

O.K.,  We  Bid  Too  High 

A  lot  of  folks  couldn't  figure  | 
why  eBay  in  late  2005  agreea 
to  pay  up  to  $4.3  billion  for ; 
fast-growing  but  money-losi 
Internet  phone  service  called 
Skype.  On  Oct.  1,  eBay  admit 
the  price  was  too  rich.  It  tool 
a  $1.43  billion  charge  again.' 
earnings  because  Skype  has) 
proved  as  profitable  as  eBay 
expected.  And  because  it  ne\ 
fit  with  eBay's  auction  busin 
analysts  speculate  Skype  cot 
get  spun  off. 
fclMlil*  "EBay's  Skype 
bubble  bursts" 
businessweek.com/go/tbw 


• 


Putin's  Ambition 

Did  anyone  really  think  he 
would  quiedy  leave  office? 
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cratic  Russian  President 
mir  Putin  gave  a  glimpse  of 
lans  on  Oct.  1  by  strongly 
ng  he  has  eyes  for  the 
e  Minister's  job,  which 
mid  win  by  running  for 
ament  in  December. 
1  is  due  to  step  down 
esident  next  March.  As 
lier,  he  would  be  well- 
ed to  exercise  power, 
;ially  if  the  next  President 
ightweight  crony. 


like  beauty  care,  the  company 
has  retained  Blackstone  Group 
to  explore  the  sale  of  its  Folgers 
coffee,  Pringles  chips,  and 
Duracell  batteries  businesses, 
The  Financial  Times  reported 
on  Oct.  1.  CEO  A.G.  Lafley  has 
already  sold  off  most  food 
brands,  while  Duracell  is 
locked  in  price  wars. 


-Mart  Gets  the  Nod 

world's  No.  1  retailer  tried 
n  a  bank  charter  in  the 
ind  got  shot  down.  But 
lexican  Banking  &  Securities 
nission  on  Oct.  2  said  "Si  ," 
e;  ing  the  way  for  branches  to 
1  in  November.  The  bank, 
I  i  Banco  Wal-Mart,  will  start 
r !,  with  branches  in  a  dozen 
I  of  the  964  company  stores 
iestaurants  in  some  130 
I  can  cities.  The  government 
tj  s  Wal-Mart's  entry  will 
■extend  banking  services 
1: 80%  of  Mexicans  who 
c  Jiem  and  bring  down  fees 
fc^ed  by  big  Mexican  banks. 

Ii:  More  Housecleaning 
her  &  Gamble  continues  to 
lid  brands.  Aiming  to  focus 
lore  lucrative  businesses 


Alcatel  Wants  Action 

Despite  official  denials, 
the  ice  may  be  getting  thin 
under  Patricia  Russo.  The 
board  of  telecom-equipment 
maker  Alcatel-Lucent,  which 
on  Sept.  13  posted  its  third 
profit  warning  this  year,  is 
asking  CEO  Russo  to  present 
a  turnaround  plan  by  Oct.  30. 
The  board  said  on  Oct.  2  that 
it  "supports  Pat  Russo  and  the 
leadership  team." 
EMS*  "Hard  times  at 
Alcatel-Lucent" 
businessweek.com/go/tbw 


He's  Sour  on  Hershey 
CEO  Richard  Lenny  on  Oct.  1  said 
he'll  quit  the  candy  company  at 
the  end  of  the  year,  apparently 
because  he  feels  stymied  by  the 
trust  that  controls  it.  He'll  be 
replaced  by  COO  David  West. 
See  "Bittersweet  memories  at 
Hershey, "  page  12 


RDICT  OF  THE  WEEK 

!  trial  made  The  Office  look  like  a  model  of  corporate 
orum.  It  featured  lurid  tales  of  a  star  player  trysting  with  an 
;rn  in  a  parked  car  and  a  powerful  boss  who  allegedly  asked 
!  of  his  top  lieutenants  to  go  "off  site  for  some  private  time" 

th  him.  And  in  the  end,  it  may  cost  Madison  Square  Garden— 

I'l  its  owner,  Cablevision  Systems— dearly.  On  Oct.  2  a  federal 

m  decided  that  MSG  must  pay  $11.6  million  in  punitive 

triages  to  former  New  York  Knicks  marketing  executive  Anucha 

iwne  Sanders  after  concluding  that  Knicks  President  and 

■ch  Isiah  Thomas  subjected  her  to  verbal 

lise  and  unwanted  advances.  Browne 

mders  is  also  asking  for  $9.6  million 

■compensatory  damages.  Thomas 

iintained  his  innocence  after  the 

■diet,  and  Cablevision  attorneys  say 

iy'll  appeal.  Employment  lawyers 

1  the  scandal  a  case  study  in  how 

|  to  handle  a  harassment  complaint. 

I   example,   management   excused 

r>mas'  behavior— then  fired  Browne 

liders  upon  learning  she  was  planning 

|sue,  and  later  hastily  wrote  a  memo 
lling  out  reasons  for  letting  her  go. 


ANUCHA  BROWNE  SANDERS 
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Sprint  J> 


ahead 


Logon. 
Buckle  up. 

Plug  into  the  fastest  and  largest 
national  mobile  broadband  network, 
and  you  can  speed  around  the 
Web  like  it's  standing  still.  That's 
business  at  SprintSpeed.'"  Giddy  up. 


The  Sierra  Wireless  USB  AirCard '  595U 
for  your  business  account. 

Requires  new  card  activation  and 
two-year  agreement.  No  voice 
plan  required. 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability. 
Users  speed  experience  may  vary.  Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not 
available  everywhere.  See  sprint.com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reaches  over 
224  million  people.  Not  available  in  all  markets/retail  locations  Card  Offer:  Offer  ends  11/3/07  or  while  supplies 
last.  Available  for  corporate-liable  accounts  (activations  using  a  business  name  and  tax  ID)  only  May  require 
up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200  early  termination  fee/line  applies  after  30  days. 
Taxes  excluded.  Mobile  Broadband  Card  data  plan  required.  ©2007  Sprint  Nextel.  All  rights  reserved. 


NewsSlnsights 


THAT 
SINKING 
FEELING 


Homeowners  are  getting 

slammed  as  builders  slash  prices. 

The  big  question:  Will  this  shock 

treatment  help  hasten  the  end  of 

the  painful  downturn? 

BY  MARA  DER  HOVANESIAN  AND 
CHRISTOPHER  PALMERI 


LAS  VEGAS  WAS  ONCE  THE  HOTTEST  of  the  red  hot  real  est 
markets.  But  when  sales  really  started  choking  up  last  y<>  It 
developer  KB  Home  did  something  drastic.  Determined  no  t 
be  caught  with  a  big  backlog  of  unsold  homes  through  on<  |( 
the  industry's  notorious  down  cycles,  the  builder  started  sla 
ing  prices.  A  lot.  In  the  1,400-home  Huntington  communit 
subdivision  of  two-story  stucco  houses  west  of  the  famed  Sti 
homes  that  started  at  $320,000  a  year  ago  are  now  listed 
$270,000— just  a  starting  point  for  potential  deals. 

Those  sorts  of  discounts  seem  to  be  attracting  buyers.  Pel 
ing  sales  contracts  jumped  23%  after  KB  cut  list  prices 
$25,000  in  May,  one  of  the  recent  price  breaks  in  the  Huntii 
ton  subdivision,  according  to  the  market  research  firm  Han  jj: 
Wood.  That  may  be  good  for  KB,  or  at  least  less  bad  than  he  > 
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I  on  to  a  lot  of  unsold  units.  It  may  also  be  good  for  current 
rers  who  snap  up  homes  at  huge  discounts  to  recent  asking 
:es.  "We  try  to  make  prudent  decisions  regarding  pricing," 
3  Jim  Widner,  regional  general  manager  for  KB  in  Las  Ve- 
.  "Prices  are  going  to  rise  and  fall  over  the  short  term,  but 
;  term  a  home  is  one  of  the  best  investments." 
or  homeowners  who  jumped  in  at  the  height  of  the  boom,  the 
ounts  aren't  so  good.  In  Quayside  Court,  a  quiet  cul-de-sac  in 
ltington,  many  residents  who  bought  last  year  suddenly  own 
les  worth  a  whole  lot  less— making  it  hard  for  anyone  who  has 
efinance,  sell,  or  borrow  against  the  equity.  "When  we  first 
red  here  [in  the  summer  of  2006],  the  housing  market  was  in- 
lible,"  says  Tammy  Elder,  a  mother  of  three.  "Unfortunately 
bought  a  house  that  was  overpriced,  and  we  don't  know 


if  we'll  ever  break  even."  BUMMED  OUT  IN  VEGAS 

KB's  extreme  strategy  at       "We  don't  know  if  we'll  ever 
Huntington  is  playing  out       break  even,"  says  Elder  (left, 
across  the  country— even  in       holding  her  daughter).  She 
places  like  Minneapolis  and       and  neighbors  like  DeCarlo 
St.  Louis  that  were  bypassed       (foreground)  have  seen  prices 
by  housing  mania.  For  the       droP  more  than  20%  from  '06 
first  time,  big  builders  are 

offering  massive,  often  six-figure,  price  cuts  in  overbuilt  develop- 
ments nationwide,  giving  the  industry  a  kind  of  shock  treatment 
designed  to  move  inventory  off  the  books  fast.  It  remains  to  be 
seen  whether  these  radical  measures  will  revive  the  market  or 
deepen  the  slump,  but  it's  certainly  having  an  impact  on  the  local 
communities.  On  Sept.  14,  Hovnanian  Enterprises  Inc.  kicked 
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News   Insights 


DEC.  5, 2006 


Earnings  conference  call 


"We  seem 
to  be  dancing 
on  the  bottom 

or  slightly 
above  that ' 


ROBERT  TOLL     \ 


AUG.  22, 2007 


Earnings  conference  call 


"We  are  out  there  with 
the  rest  of  the  builders 
in  Vegas,  praying. 
You  just  have  to  wait  for 
the  market  to  come  back" 

CHAIRMAN  &  CEO,  TOLL  BROTHERS 


off  a  72-hour  Deal  of  the  Century,  in  which  it  slashed  prices  by  as 
much  as  $100,000  in  19  states.  That  same  day,  Standard  Pacific 
Corp.  launched  its  Mission:  Possible  campaign  in  49  communi- 
ties across  Southern  California,  promising  $20  million  in  total 
discounts.  And  on  Sept.  29,  D.R.  Horton  Inc.  auctioned  off  53 
homes  in  San  Diego  with  bids  starting  at  $150,000,  half  off  the  list 
price.  "We  wanted  to  get  the  message  across  louder,"  says  Hovna- 
nian  CEO  Ara  K\  Hovnanian.  "Customers  needed  a  stimulus." 

UP-FRONT  PAIN 

BUILDERS'  BALANCE  SHEETS  needed  a  boost,  too.  Even  though 
the  five-largest  publicly  held  residential  builders  have  cut  the 
value  of  their  land  and  unsold  homes  from  $49.7  billion  in  2006 
to  $41.9  billion  today,  that  inventory  as  a  percentage  of  sales  has 
soared  33%  during  the  past  year,  according  to  Banc  of  America 
Securities.  Those  idle  assets  have  taken  a  toll  on  the  industry's 
health.  A  year  ago  builders'  debt  payments  were  roughly  the 
same  as  their  cash  flow.  Now  debt  is  2.5  times  cash  flow.  Profits 
are  disappearing  as  well,  with  KB  Home,  D.R.  Horton,  and  other 
big  builders  all  reporting  losses  in  the  third  quarter.  On  Sept.  '25 
the  country's  No.  2  builder  by  homes  sold  last  year,  Lennar  Corp., 
reported  a  $513.9  million  quarterly  loss,  the  biggest  in  its  53-year 
history.  And  while  there  have  certainly  been  other  influences  on 
the  market,  builders  bear  a  lot  of  the  blame  for  their  woes. 

The  real  question  is  whether  the  drastic  price-cutting  will 
short-circuit  the  usual  long,  painful  downturn  builders  seem 
destined  to  undergo  in  this  economically  sensitive  business. 


This  is  the  first  housing  slump  in  which  the  industry  has  be 
big  enough  and  well  enough  capitalized  to  even  consider  su 
extreme  measures.  And  they  are  extreme.  Margins,  which  r 
as  high  as  35%  at  the  peak  of  the  housing  boom,  are  close  to 
when  builders  sell  at  fire-sale  prices.  If  by  doing  so  the  buildc 
can  force  the  market  to  accept  the  reality  that  housing  vain 
have  fallen— and  accept  it  fast— there's  at  least  the  possibil 
of  emerging  from  the  current  bust  sooner  than  in  earlier  doi 
cycles.  "The  discounts  depress  the  market,  and  that's  why  • 
think  home  prices  have  got  more  to  fall,"  says  David  Wyss,  chi 
economist  for  Standard  &  Poor's,  which  like  BusinessWeek 
owned  by  The  McGraw-Hill  Cos.  "But  rather  than  a  prolong 
bust,  you  take  the  pain  up  front."  A  fast  recovery  in  the  housi 
market  wouldn't  just  be  a  tonic  for  builders;  it  could  also  giv 
much  needed  boost  to  the  overall  economy. 

There  is,  of  course,  much  that  could  go  wrong.  Indeed,  pofti 
tial  risks  with  this  untested  strategy  abound,  especially  for  smal 
players.  If  the  price  cuts  aren't  deep  enough  or  builders  don't  n 
in  production  enough,  they  won't  clear  out  the  glut  of  uns<* 
homes.  Then  there's  the  worry  that  the  discounts  lower  prices  1 
much,  forcing  builders  to  write  down  even  more  of  the  raw  la< 
held  on  their  books.  And  if  prices  keep  falling,  buyers  could  deci  \ 
to  cancel  contracts  in  hopes  of  getting  a  better  deal  later,  as  they  j 
already  started  to  do.  There  are  also  broader  markets  forces 
play,  ones  that  builders  may  not  be  able  to  surmount  even  i 
slashing  prices.  For  example,  the  rising  number  of  foreclosm 
could  add  to  the  backlog  of  unsold  homes  faster  than  they  c  i 


THE  DISCOUNT  FORMULA 


Sales  are  cratering... 

The  housing  downturn  and  credit  crunch 

have  made  buyers  wary  and  scarce 

MILLIONS 


...inventory  is  rising. leading  to  price  cuts 


* 


Rising  defaults  and  foreclosures  are  adding 
to  the  number  of  vacant  unsold  homes 


Builders'  big  discounts  may  depress    I 

home  values  further  n 


THOUSANDS 


THOUSANDS  OF  DOLLARS 


INVENTORY*: 

■  EXISTING  HOMES 

■  NEW  HOMES 
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■  EXISTING  HOMES 
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•ONLY  INCLUDES  VACANT  HOMES.  NOT  OWNER-OCCUPIED  LISTINGS 
Data:  Moodys.com 


JAN.  '07 

Data:  U.S.  Census  Bureau,  National  Association  of  Realtors 
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HOG-WILD  TACTICS  St.  Louis 
builder  McBride's  block  party 


ar  them  out  "If  s  a  losing  battle,"  says  Jim  Belfiore,  president 
ielfiore  Real  Estate  Consulting,  a  research  firm. 
Still,  builders  figure  they're  better  off  cutting  supply  fast  rather 
n  letting  it  drag  down  earnings  for  months  or  even  years, 
m  have  to  keep  moving  inventory,"  says  John  F.  Eilermann,  Jr., 
ef  executive  officer  of  McBride  &  Son  Homes,  a  privately  held 
ional  firm  thaf  s  offering  discounts  of  up  to  $100,000  and  host- 
block  parties  with  pig  roasts  to  lure  buyers  in  St.  Louis.  "Our 
gest  cost  is  the  land  sitting  out  there.  You  have  to  get  yourself 
IK  better  position  for  when  the  market  does  turn." 

Iychologicalblow 

ALLOWING  ITS  DEAL  OF  THE  CENTURY,  Hovnanian,  the 
Jion's  No.  7  builder,  booked  more  than  2,100  gross  sales  with 
LjDO  contracts  and  400  sales  deposits.  Standard  Pacific  has  227 
lading  contracts  from  its  sale.  Assuming  those  and  other  such 
lis  ultimately  close,  the  homebuilders  could  recoup  some  of 
I  capital  tied  up  in  their  unsold  properties  and  generate  enough 
gh  flow  to  keep  up  with  their  debt  payments.  That's  paramount 
■builders'  survival.  "They're  better  off  clearing  the  showrooms 
In  sitting  on  an  asset  thaf  s  likely  wasting,"  says  Lawrence  J. 
Idte,  a  professor  of  economics  at  New  York  University's  Stern 
fiool  of  Business.  "That's  like  idle  capacity  on  a  factory  floor." 
■Vhen  builders  cut  their  prices  in  one  fell  swoop,  rather  than 
ling  them  drift  slowly  downward,  they  in  essence  force  sell- 
lof  existing  homes  to  do  the  same.  At  the  very  least,  that  can 
fa  severe  psychological  blow  that  in  earlier  slumps  was  ab- 


sorbed over  a  period  of  time  rather  than  all  at  once.  For  some 
homeowners,  if  s  a  catastrophic  financial  blow  as  well.  With 
new,  clearly  established  market  prices,  troubled  homeowners 
who  paid  peak  prices  will  have  a  harder  time  refinancing.  Oth- 
ers, who  need  to  sell  fast,  will  most  likely  do  so  at  a  steep  loss. 
If  they  sell  for  less  than  their  mortgage,  they'll  be  left  owing 
money  to  the  bank.  And  speculators  who  banked  on  being  able 
to  flip  properties  fast  in  a  rising  market  or  strapped  homeown- 
ers struggling  with  adjustable-rate  mortgages  that  are  now 
resetting  with  higher  payments  face  their  own  particular  hell. 
As  painful  as  such  situations  are,  however,  the  excesses  must 
be  wrung  out  of  the  market  before  the  sector  or  the  broader 
economy  can  recover.  "If  s  unfortunately  a  necessary  part  of 
the  process,"  says  Richard  J.  DeKaser,  chief  economist  for 
Cleveland  lender  National  City  Corp.  "Once  you  see  develop- 
ers acting  as  aggressively  as  they  are,  the  rest  of  the  housing 
market  is  not  too  far  behind." 

Homeowners  are  almost  always  slower  than  builders  to  bite 
the  bullet  and  cut  their  asking  prices.  Thaf  s  why  prices  on  sales 
for  existing  homes  haven't  dropped  as  precipitously  as  prices  for 
new  homes.  The  average  price  for  a  new  home  in  Las  Vegas,  for 
example,  is  down  10%  from  the  previous  year  compared  with 
3.8%  in  the  resale  market.  With  owners  unwilling  to  accept  lower 
prices,  there's  a  growing  glut  of  unsold  existing  homes  here  and 
across  the  country.  On  Sept.  25,  the  number  of  existing  homes  for 
sale  nationwide,  including  vacant  and  owner-occupied  listings, 
hit  a  19-year  peak  of  4.58  million,  up  from  2.15  million  in  January, 
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OUTSIDE  D.C.  Like 
other  builders,  KB: 
shedding  inventor' 


2005,  according  to  the  National  Association  of  Realtors.  The  re- 
sale market  will  eventually  have  to  realign— meaning  homeown- 
ers will  have  to  cut  their  prices— before  the  slump  can  end. 

BUILDERS'  PARADISE 

DRIVING  ALONG  INTERSTATE  215  west  of  McCarran  Inter- 
national Airport,  if  s  easy  to  forget  that  Vegas'  lifeblood  is 
gambling  and  not  homebuilding.  Acres  of  brand-new  sub- 
divisions stretch  for  miles  toward  the  red  rock  mountains  in 
the  distance.  Out  here,  the  brightly  colored  billboards  on  the 
highway  aren't  hyping  entertainers  on  the  Strip  but  rather 
new  communities  with  aspirational  names  like  Canyon  Estates 
and  Inspirada.  A  string  of  low-rise  office  buildings  read  like  a 
who's  who  of  the  housing  boom,  with  signs  for  Pulte  Homes, 
Countrywide  Home  Loans,  and  Prudential  Americana  Real- 
tors. Welcome  to  Constructionland. 

A  strong  job  market,  the  thriving  casino  and  convention  in- 
dustry, and  the  highest  population  growth  in  the  country  made 


NOV.  16, 2005 


Earnings  conference  call 

"We  now  have  the 
goal  of  being  the  first 
builder  to  [selljlOO.000 


units  [a year],  i 
will  accomplish 


],  which  a 


in  2010" 

DON  TOMNITZ 


Vegas  a  boomtown  for  builders.  Sin  City  represented  one  of  tli 
top  five  markets.  Industry  researcher  Steve  Bottfeld  of  Marketiii 
Solutions  estimates  there  are  roughly  568  subdivisions  beiii 
developed  and  marketed,  the  highest  per  capita  in  the  nation,  i 
recently  as  two  years  ago,  prospective  buyers  would  camp  outsici 
new  developments  to  bid  on  dirt  lots.  Today,  new  homes  are  envr 
ty  and  communities  half-built.  The  number  of  unsold  homes  hi 
reached  as  much  as  48,000,  by  some  estimates,  up  from  a  moi 
or  less  steady  level  of  10,000  over  the  last  several  years.  "Buili 
ers  have  a  glut  of  houses  that's  going  to  weigh  on  home  pric> 
for  awhile."  says  Dennis  L.  Smith,  president  of  Home  Buildei 
Research  Inc.,  a  local  consultancy. 

Mike  Alley  has  gotten  whacked  hard  by  the  area's  declinir 
housing  market.  In  the  spring  of  2005,  Alley,  an  independe:< 
real  estate  agent  in  Racine,  Wis.,  moved  to  Las  Vegas,  lum 
by  the  warm  weather  and  the  strong  real  estate  market.  I 
quickly  found  a  sales  job  with  Pulte,  where  he  says  ageir 
were  pulling  in  $500,000  a  year  for  basically  taking  orders. " 


JULY  26, 2007 


Earnings  conference  call 

"We  aren't 
predicting  a 
recovery  because 
we  don  t  see  one 
on  the  horizon" 

PRESIDENT  &  CEO,  D.R.  HORTON 
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We  know  where  to  look. 

If  you  look  at  a  successful  company,  you  will  most  likely  find 
it  offers  something  special.  For  us,  that's  providing  insurance 
insight.  To  help  our  customers  understand  where  risks  are 
hidden,  we  offer  one  of  the  largest  and  most  advanced  global 
risk  management  networks  in  the  world.  Through  a  Relationship 
Leader  who  serves  as  a  single  point  of  entry,  you  get  access  to 
highly  trained  professionals  who  know  your  industry,  know  where 
to  look  for  risks  and  what  solutions  you  should  consider.  In  a  world 
where  risks  are  changing  all  the  time,  that  is  special  indeed. 
www.zurichna.com/corporatebusiness 


Because  change  happenz 
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ZURICH 


United  States,  coverages  are  underwritten  by  membei  >'•  /.inch  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states.  Some  coverages 

e  written  on  a  non-admitted  basis  through  surplus  lines  brc  ers.  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation. 


News  Insights 


JULY  28, 2005 


Earnings  conference  call 


"Our  position  in 

[Florida]  is  the  strongest 

it's  ever  been,  and  we 

are  very  bullish  on  the 

whole  market" 


IAN  MCCARTHY 


JUNE  11, 2007 


JPMorgan  Basics  &  Industrials  Conference 


"The  Florida 
market  probably 
has  the  most  inventory 
at  this  time,  the 
biggest  overhang" 

CEO,  BEAZER  HOMES  USA 


was  nutty,"  says  Alley.  "Houses  were  flying  off  the  lot." 

A  year  later,  he  decided  to  jump  into  the  market  himself  and 
buy  a  home.  He  spent  a  month  searching,  settling  on  KB's  Hun- 
tington subdivision.  The  neighborhood  attracted  a  mix  of  folks, 
from  couples  just  starting  out  to  empty  nesters.  More  important, 
there  were  a  lot  of  families  with  young  kids  the  same  age  as  his. 
The  $86,000  worth  of  upgrades,  including  higher-end  cabinets 
and  granite  countertops,  thrown  in  by  KB  Homes  at  a  discount 
clinched  it.  Alley  thought  he  was  getting  a  deal:  In  August,  2006, 
he  paid  $360,000  for  a  three-bedroom  home  in  Quayside  Court, 
which  was  appraised  for  $415,000. 

Yet  even  Alley,  who  made  his  living  in  this  industry,  says  he 
was  blindsided  by  the  markdowns.  Today  he  reckons  his  home 
is  worth  around  $300,000.  "I  didn't  quite  keep  my  finger  on  the 
pulse  of  what  [KB  is]  doing  in  this  community,"  says  Alley,  who's 
largely  gotten  out  of  the  real  estate  business.  "I'm  looking  at  the 
sales  data,  and  they  were  selling  my  model  for  $50,000  less  even 
months  after  I  bought  it." 

HOUSING  SUMMIT 

FOR  VALENTINA  DeCARLO,  who  lives  down  the  block,  the  situa- 
tion is  even  worse.  A  longtime  Las  Vegas  resident,  the  39-year-old 
has  spent  almost  20  years  working  as  a  cocktail  waitress,  cur- 
rendy  at  Wynn  Casino  where  tips  supplement  her  $32,000-a-year 
paycheck.  She  took  a  gamble  of  her  own  last  July  when  she  put 
down  $77,000  on  a  four-bedroom  house. 

After  DeCarlo  got  stomach  cancer  last  October,  though,  she 
missed  work  and  started  relying  on  credit  cards  to  stay  afloat. 
She's  struggling  to  keep  up  with  her  $2,140  monthly  payment. 
While  she  paid  $367,500  in  July,  2006,  DeCarlo  thinks  similar 
properties  are  now  going  for  less  than  $300,000.  That  means  her 
home  may  not  be  worth  more  than  her  outstanding  mortgage, 
so  she  can't  easily  refinance.  Her  lender,  Countrywide,  suggested 
selling  the  home  at  a  loss  or  finding  roommates,  she  says.  "I'm  go- 
ing to  lose  everything  that  I've  worked  so  hard  for,"  says  DeCarlo. 
"Our  primary  objective  is  to  keep  people  in  their  homes,"  says 
Jumana  Bauwens,  a  Countrywide  spokeswoman,  who  adds  the 
lender  has  completed  more  than  35,000  workouts  on  troubled 
mortgages  in  2007. 

If  DeCarlo  can't  find  a  solution,  she  will  face  foreclosure,  an 
increasingly  common  occurrence  in  this  rapidly  deteriorating 
market.  Foreclosures  in  Las  Vegas  are  the  highest  in  the  nation. 
And  there's  no  sign  of  a  slowdown:  New  filings  in  the  city  topped 
33,000  through  August,  vs.  19,909  in  all  of  2006,  according  to  the 
data  firm  RealtyTrac.  The  fallout  in  Las  Vegas  has  been  so  bad  al- 
ready that  Nevada  Governor  Jim  Gibbons  has  called  for  a  housing 
summit  on  Oct.  4  with  the  city's  five  largest  builders,  five  largest 
banks,  and  others  like  Freddie  Mac  and  Fannie  Mae  to  figure  out 
how  to  help  troubled  homeowners.  "We  are  trying  to  target  those 
folks  who  are  headed  downstream  toward  the  waterfall  before 


they  get  into  trouble,"  says  Lon  A  DeWeese,  chief  financial  offict 
of  the  Nevada  Housing  Div. 

Speculators,  especially  those  who  bought  late  in  the  cycle,  aii 
likely  to  get  hit  the  hardest.  Roxasita  Yasul,  a  66-year-old  retire  ij 
hospital  assistant,  decided  in  late  2005  to  supplement  her  Soci  I 
Security  and  her  husband's  pension  by  investing  in  real  estat 
Back  in  the  1980s  in  California,  she  had  tried  her  luck  picking  in 
houses  at  auction.  It  was  a  pretty  successful  venture.  So  she  gy 
her  real  estate  license  and  bought  four  houses  last  year  in  ne 
Vegas  communities,  including  one  in  Huntington.  Like  mo> 
investors,  a  group  who's  rapid-fire  buying  and  selling  helped  fu 
the  boom  in  this  area,  she  figured  she  could  always  sell  the  prope 
ties  in  a  rising  market. 

It  hasn't  worked  out  that  way.  Yasul  paid  $350,000  for  the  tvw 
story  home  on  Quayside  Court  in  June  of  last  year,  but  she  expec< 
it  wouldn't  bring  in  more  than  $300,000  today— if  she  could  eve 
find  a  buyer.  She's  not  interested  in  selling  now,  hoping  to  wait  fi  I 
the  market  to  rebound.  "I'm  not  lucky  with  this  one,"  says  Yasi- 
"Those  easy  rates  and  interest-only  loans  will  come  due,  aru 
people  will  get  hit  with  reality.  The  outlook  is  very  gloomy." 

In  the  meantime,  Yasul  is  desperately  searching  for  tenant 
That  causes  its  own  problems.  Too  many  renters  in  a  neighbo 
hood  can  further  depress  prices,  a  worry  that's  already  causiri 
consternation  among  her  neighbors.  "If  s  like  living  in  an  apar 
ment  community,"  says  Elder,  her  Huntington  neighbor.  "Renj 
ers  don't  care  as  much  about  the  homes  if  they  don't  own  them.' 

The  current  housing  downturn  and  the  damage  if  s  inflictir 
on  the  overall  economy  are  far  from  over.  With  a  slew  of  risk 
adjustable-rate  mortgages  still  to  reset  next  year,  foreclose 
rates  could  climb  even  higher.  Thaf  s  a  big  reason  why  the  stoclij 
of  the  nation's  20  largest  homebuilders  have  fallen  an  averaf 
65%  since  the  start  of  2007  But  there  a  few  weak  rays  of  ligli 
at  the  end  of  the  tunnel.  Builders  are  taking  the  painful  step ' 
cutting  production.  Permits  are  down  49%  from  the  markets 
September,  2005,  peak.  That's  half  the  time  it  took  to  reach  thj 
point  in  the  last  decline.  "Builders  definitely  responded  mo: 
quickly  this  time,  and  thaf  s  a  good  thing,"  says  Banc  of  Americ 
Securities  analyst  Daniel  Oppenheim.  "But  the  inventory  ove 
hang  is  so  great,  if  s  going  to  take  a  long  time  to  work  throuj 
this.  They  still  have  a  ways  to  go  before  there's  a  recovery." 
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THE  MORTGAGE  MESS 


SUBPRIME  WOES 
AT  CERBERUS 

It  bit  off  a  big  hunk  of  risky  loans 
when  it  bought  GMAC 


BY  DAWN  KOPECKI 

ENERAL  MOTORS  TOOK 
some  flak  when  it  sold 
a  51%  stake  of  General 
Motors  Acceptance  Corp., 
then  the  carmaker's  most 
profitable  unit,  to  Cer- 
berus Capital  Manage- 
ment and  others  in  late  2006.  Most  fig- 
ured the  private  equity  firm  got  a  good 
deal  from  the  beleaguered  carmaker,  pay- 
ing $7.4  billion  for  the  auto  and  mortgage 
lender.  That  investment  isn't  doing  so 
well  now  that  GMAC's  mortgage  busi- 
ness, ResCap,  is  losing  money.  Owing  to 
that  drag,  GMAC  reported  a  $12  million 
loss  for  the  first  half  of  the  year,  compared 
with  profits  of  $1.3  billion  in  the  same  pe- 
riod of  2006. 

ResCap  had  once  been  the  gem  of  the 
finance  company,  with  earnings  grow- 
ing much  faster  than  in  auto  lending; 
home  financing  accounted  for  48%  of 
GMAC's  profits  in  2005,  up  from  20% 
five  years  earlier.  But  the  subprime  woes 
have  spread  to  ResCap— and  perhaps 
more  so  than  to  other  lenders.  It  hasn't 
posted  a  profit  since  the  third  quarter  of 
2006,  months  before  problems  surfaced 
at  other  subprime  players.  That  has  left 
Cerberus  and  GMAC's  other  investors 
scrambling  to  shore  up  the  business.  "We 
remain  committed,  supportive,  and  en- 
thusiastic about  our  investment  in  GMAC 
Financial  Services,"  says  Peter  Duda,  a 
spokesman  for  Cerberus. 

The  private  equity  firm  has  other  head- 
aches in  housing.  Cerberus  is  in  discus- 
sions to  modify  its  deal  to  buy  Option  One 
Mortgage  Corp.  from  H&R  Block  Inc.  and, 
according  to  the  tax  preparer,  may  buy  just 
the  loan  servicing  business.  In  August, 
Aegis  Mortgage,  one  of  its  portfolio  com- 
panies, filed  for  bankruptcy.  Four  months 
earlier,  Aegis  co-founder  and  former  CEO 
D.  Richard  Thompson,  who  was  fired  in 
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October,  2006,  sued 
Cerberus,  claiming  it 
mismanaged  the  busi- 
ness. (ResCap  is  run  by  a  former  Aegis 
executive,  James  Jones.)  Cerberus  declined 
to  comment  on  the  litigation. 

For  now,  Cerberus  and  GMAC's  other 
owners  seem  determined  to  come  up  with 
cash  for  ResCap.  In  March,  GM  forked 
over  an  additional  $1  billion  to  Cerberus 
as  a  "price  adjustment"  to  reflect  the  de- 
teriorating conditions  at  ResCap,  accord- 
ing to  GMAC's  filings  with  the  Securities 
&  Exchange  Commission— money  that 
eventually  made  its  way  to  ResCap.  GM 
says  it's  not  on  the  hook  for  any  more 
payments  to  Cerberus  if  ResCap's  earn- 
ings continue  to  decline. 

SPIKE  IN  DELINQUENCIES 

MEANWHILE,  CITIGROUP,  one  of  the 
original  investors  with  Cerberus,  recently 
renegotiated  its  line  of  credit  with  GMAC. 
The  bank  more  than  doubled  the  credit 
line  (which  was  previously  extended 
solely  to  the  car  loan  unit)  to  $21.4  billion 
in  August— with  $14  billion  doled  out  to 
ResCap  as  a  loan,  according  to  Citigroup. 
The  mortgage  group  got  a  boost  this 
quarter  when  it  sold  a  health-care  financ- 


HOUSING  BLUES 

GMAC's  residential  mortgage  business 
has  been  a  bust  amid  the  downturn 
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ing  unit  to  another  GMAC  division  f 
$775  million.  That  could  help  it  weath 
the  subprime  storm.  "If  you  stay  in  bu; 
ness,  you  will  be  profitable  in  the  futui 
because  the  law  of  supply  and  demai 
will  eliminate  marginal  players,"  says 
source  familiar  with  the  GMAC  deal,  "f 
other  [independent]  mortgage  compat 
remains  as  well  capitalized  as  ResCap.: 

ResCap  jumped  aggressively  into  sut 
prime  back  in  2003.  Today  such  ri&! 
mortgages  account  for  71%  of  its  $61 
billion  loan  portfolio.  In  ResCap's  hoi 
ings,  delinquent  loans  (those  more  tru 
60  days  past  due)  spiked  to  15.5%  of  til 
mortgages'  outstanding  balances  as 
June  30,  from  13.7%  a  quarter  befox 
ResCap  has  also  lost  l8<t  for  every  $10 
of  the  subprime  loans  made  in  2005  aii 
2006  that  it  owns,  vs.  the  industry  ave. 
age  of  12$,  according  to  Fitch  Ratini 
Ltd.  "Their  overall  performance  has  bet 
weaker  [than  their  competitors'],"  sa 
Christopher  Wolfe,  a  Fitch  analyst.  '"IT' 
goes  beyond  just  general  market  cone. 
tions."  Says  Gina  Proia  of  GMAC:  "V 
have  taken  aggressive  action  to  date  an 
will  continue  to  restructure  operations 
line  with  die  changed  environment." 

Deteriorating  conditions  may  oin 
complicate  matters.  With  huge  numbe 
of  adjustable-rate  mortgages  resettii 
through  2008,  the  market  could  face  a 
other  wave  of  defaults  and  foreclosure 
One  GM  executive,  who  declined  to  1 
named,  says  he  expects  a  rough  thi 
quarter  for  GMAC  because  August  ai 
September  were  rocky  for  housing,  j 
could  be  2008  before  quarterly  earnin; 
[at  ResCap]  appear,"  says  Phillip  Kibel 
Moody's  analyst.  "Profitability  prospec 
are  not  good."  ■ 

-With  David  Welch  in  Detn 
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WIRELESS 


JOIN  THE  FON  CLUB, 
BE  A  HOTSPOT 

FON  is  building  a  global  network  of  Wi-Fi 
hotspots— in  the  homes  of  its  members 


BY  SPENCER  E.  ANTE 

ONE  ANY  FONING 
lately?  Most  Ameri- 
cans have  never  heard 
of  the  Madrid-based 
tech  startup  called  FON, 
but  if  founder  Martin 
Varsavsky  has  his  way, 
the  name  will  enter  the  lexicon  the  way 
"Googled"  and  "Skyped"  have.  Thanks 
to  a  new  joint  venture  with  BT  Group,  an- 
nounced on  Oct.  4,  he  may  have  a  shot. 

Less  than  two  years  since  its  launch, 
FON  has  quiedy  built  the  world's  larg- 
est Wi-Fi  network— without  the  slow, 
expensive  process  of  having  to  string  up 
hotspots  in  light  poles  and  coffee  shops. 
Instead,  the  company  is  trying  to  capital- 
ize on  the  community-minded  ethos  of 
the  Web.  To  become  a  FON  member,  peo- 
ple either  purchase  one  of  the  company's 
$40  routers  or  install  its  software  in  their 
existing  cable  modems.  The  technology 
turns  every  "FONero"  household  into  a 
Wi-Fi  broadcasting  station. 

What  FON  members  get  in  return  is 
the  opportunity  to  piggyback  on  other 
members'  broadband  connections  for 
free.  Users  can  even  designate  how  much 
of  their  own  Internet  pipe  they  want 
to  allocate  to  other  FONeros.  So  far  the 
company  has  deployed  280,000  FON 


VARSAVSKY  He 

predicts  profitability 
when  a  million  FON 
routers  are  in  use 


routers  around  the  world. 

That's     an     impressive 

number  considering  there 

are  only  about  200,000 

traditional  wireless 

hotspots  scattered  across  the  globe.  "I 

really  like  the  idea  of  creating  a  common 

Wi-Fi  network  that  anyone  could  have 

access  to,"  says  Michael  S.  Dell,  founder 

and  CEO  of  Dell  Inc.,  which  recently  be- 


FON 


FON  bills  itself  as  the  world's 
largest  wireless  computing 
network,  with  around 
475,000  Wi-Fi  hotspots 
around  the  globe. 


To  become  a  FONero, 
you  install  or  buy  a  FON 
wireless  Internet  router. 


WHO 

Founded  in  2006  by 
Argentine  entrepreneur 
Martin  Varsavsky. 

PRICE 

FON  charges  members 
about  $40  tor  a  router; 
use  of  the  network  is  free. 
Nonmemberscanpayto 
access  the  network. 


gan  selling  FON's  routers  on  Dell.co 
The  BT  deal  should  help  FON's  n 
work  grow  exponentially.  Under  1 
terms  of  the  agreement,  the  Brit 
phone  carrier  will  install  FON's  techn 
ogy  in  the  modems  of  1.7  million  of 
customers.  In  recent  months,  FON  a 
has  inked  smaller  deals  to  pre-install 
software  with  cable  operator  Time  W 
ner  in  the  U.S.  and  phone  carrier  Nt 
Cegetel  in  France. 

Thanks  to  these  deals,  FON  could  1 
come  one  of  the  few  companies  to  a 
in  on  the  promise  of  Wi-Fi  service.  I 
years  the  technology  has  been  promol 
as  the  next  big  thing  in  telecommunii 
tions.  But  so  far  Wi-Fi  has  general 
more  bluster  than  business.  1 
tech  players  such  as  Intel  Co 
and  IBM,  for  instance,  have  puli 
the  plug  on  some  of  their  am 
tious  initiatives.  "We  view  t 
as  a  transformational  event,"  s* 
Danny  Rimer,  a  partner  at  Euro] 
an  venture  capital  firm  Index  V« 
tures,  which  has  invested  in  FC 
"It  should  translate  into  signifies 
revenue  growth  over  time." 

It  wouldn't  be  the  first  ti 
Varsavsky  has  struck  gold  by  shi 
ing  up  telecom.  A  47-year-old , 
gentine  entrepreneur  who  fled  1 
death  squads  of  his  native  coum 
in  1977,  Varsavsky  has  nurtuu 
and  then  sold  a  collection  of  tei 
companies  over  the  past  deca 
including  Spain's  first  indep< 
dent  telecom  operator,  Jazztel. 

To  add  FON  to  his  strings 
hits,  Varsavsky  first  must  zap  so:< 
static  surrounding  its  strategy.  I 
spite  its  large  network,  FON's  h 
spots  are  not  always  located  in  I 
most  convenient  places.  "Th 
are  some  big  holes  in  places,"  Si 
Glenn  Fleishman,  editor  of  an  indus 
blog  called  Wifinetnews.com. 

And  while  the  global  ranks  of  FONe 
may  be  growing  at  a  nice  clip,  it's  i 
clear  the^  company  can  make  money ' 
them.  Right  now,  FON  hopes  to  tun 
profit  by  delivering  video  ads  that  appi 
on  the  log-in  screen  and  by  collect] 
fees  from  phone  companies  that  cha 
non-FON  members  a  few  bucks  to  log 
to  their  networks  via  FON  routers. 

Varsavsky  predicts  profitability  \ 
come  when  FON  hits  1  million  hotspc 
And  thanks  to  the  recent  deals  the  co 
pany  has  struck  with  carriers  like  BT,  tl 
goal  seems  closer  than  ever.  "Itproba 
would  have  taken  us  five  years  to  pli 
1.7  million  boxes,"  says  Varsavsky.  "If 
dream  come  true  for  me."  ■ 


Data:  BusinessWeek 
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ntroducing  the  awards  winning  Nissan  Maxima. 


ItauOium 
AmmkT 


AutoPacific 


VSA 


The  Nissan  Maxima 

The  Nissan  Maxima  is  the  proud  winner  of  the  2007  Total  Quality  Award 
and  the  2007  Vehicle  Satisfaction  Award.""  Which  means  our  owners  voted  it  best 
in  its  class  as  measured  across  more  than  45  areas,  including  comfort,  reliability,  safety  and 
style.  And  that  is  the  best  award  of  all.  To  learn  more,  visit  NissanUSA.com. 


SHIFT,  pride 


'Nissan  Maxima  tied  for  first  place  in  the  Medium  Car  Segment  for  the  Strategic  Vision  Total  Quality  Award.™  Strategic  Vision's  2007  Vehicle  Experience  Study™  surveyed  27,780  Oct.-Nov.  new-vehicle 
buyers  after  the  first  90  days  of  ownership.  "©2007  AutoPacific,  Inc.  Vehicle  Satisfaction  Award  for  Luxury  Mid-Size  Cars.  The  2007  Vehicle  Satisfaction  Awards  are  based  on  scores  developed 
using  results  from  the  AutoPacific*  National  Future  Vehicle  Survey,  in  which  respondents  rate  46  attributes  for  importance  in  the  purchase  decision  and  satisfaction  after  purchase.  Nissan,  the  Nissan 
Brand  Symbol,  "SHIFT,"  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seat  belt,  and  please  don't  drink  and  drive.  ©2007  Nissan  North  America.  Inc. 
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HEALTH  CARE 


MICROSOFT  WANTS 
YOUR  HEALTH  RECORDS 

Itsnewservicewillstoreyourdatainone 
place— and  search  ads  could  make  it  pay 


BY  JAY  GREENE 

TEP    INTO    A    MEDICAL 
office,  and  you're  faced 
with  a  paradox  of  mod- 
ern medicine.  Just  beyond 
|  the  receptionist5 s  desk  are 
all  sorts  of  cutting-edge 
medical  technology.  Com- 
puted tomography  scanners.  Electrocar- 
diogram machines.  Bone  densitometers. 
But  as  you  approach  that  desk  to  check 
in,  you  take  a  trip  back  in  time.  There  the 
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receptionist  hands  you  a  clipboard  of 
forms.  For  the  umpteenth  time  you  fill  in 
your  name,  age,  allergies,  medical  histo- 
ry, and  the  like.  For  all  the  medical  break- 
throughs created  by  technology,  medical 
records  remain  an  anachronism. 

That' s  changing  as  more  companies  vie 
to  bring  medical  records  into  the  Digital 
Age.  WebMD  Health  Corp.  and  insurers 
such  as  Aetna,  United  HealthCare,  and 
WellPoint  have  provided  electronic  medi- 
cal records  to  policyholders  for  years. 


Persuading 
patients  to  trust 
the  system 
won't  be  easy 


More  recently  large  employ< 
such  as  Wal-Mart  and  AT&T  ha 
been  banding  together  to  ofill 
electronic  health  record  syster 
Revolution  Health  Group,  led 
former  America  Online  boss  Ste 
Case,  is  trying  to  crack  the  mark' 
as  is  search  giant  Google. 

Now,  Microsoft  Corp.  is  joini 
the  fray.  On  Oct.  4  the  softws 
giant  is  scheduled  to  launch 
search  engine-supported  serv .i 
to  help  patients  coordinate  d.! 
parate  pieces  of  health-care  : 
formation,  from  lab  results  a 
prescription  records  to  X-rays  a 
daily  blood  pressure  and  allei 
readings.  Aware  that  patients  ; 
skittish  about  putting  the  mn 
personal  data  into  a  file  senr 
that's  potentially  available  to  pr 
ing  eyes,  Microsoft  promises  tl( 
patients  alone  will  control  acct 
to  their  health  information. 
Privacy  concerns  aren't  the  oi  i 
reason  Microsoft  may  have  a  tough  go 
it.  Patient  health  records  are  about  as ; 
sistant  to  information  technology  as  t 
common  cold  is  to  a  cure.  Doctors  wa 
small  practices  haven't  always  been  kd 
to  make  the  investment  in  computer  s;- 
terns  when  the  payoff  seems  so  uncle  i 
Few  hospitals  have  bothered  to  set 
systems  to  retrieve  data  from  patier 
electronic  files. 

NEW  EQUATION 

PERHAPS  THE  BIGGEST  hurdle,  thou} 
is  that  there  isn't  any  real  economic : 
centive  to  digitize  data.  Paying  for  t 
computers  that  handle  and  store  me 
cal  data,  not  to  mention  training  off 
staff  to  use  the  systems,  costs  mon 
And  the  financial  payoff  is  uncertain, 
best.  Dr.  Robert  A.  Jenders,  an  intern 
who  also  works  in  the  medical  infi 
mation  systems  unit  at  Cedars-Sii 
Medical  Center  in  Los  Angeles,  si 
initiatives  such  as  Microsoft's  are  t 
couraging.  But  the  amount  of  traini 
needed  to  switch  over  to  computeriz 
systems  may  be  more  trouble  than  i 
worth  for  many  time-stressed  phy ' ' 
cians.  "Their  office  practice  works  v<  A 
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FREE 
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well  as  it  is  now,"  Jenders  says.  "And 
time  is  money." 

Microsoft,  though,  figures  it  can  suc- 
ceed where  others  have  stumbled.  It  has 
changed  the  economic  equation  so  that 
hospitals  and  doctors  don't  need  to  invest 
in  new  equipment  to  use  HealthVault, 
its  online  repository  for  patient  health 
information.  Medical  records  software 
vendors,  such  as  Allscripts  Healthcare 
Solutions  Inc.,  have  worked  with  Mi- 
crosoft so  that  doctors  using  Allscripts' 
software  can  easily  send  files  over  the 


service— which  is  free  to  patients— with 
help  from  a  little  box  inside  Health- 
Vault's  page,  where  consumers  can 
search  the  Web.  The  box  connects  cus- 
tomers to  a  health-care  search  engine 
created  by  Medstory  Inc.,  a  Foster  City 
(Calif.)  company  that  Microsoft  acquired 
in  February.  Unlike  the  traditional  list 
of  links  produced  by  general-interest 
search  engines  such  as  Google  or  Micro- 
soft's Live.com,  Medstory  queries  gener- 
ate health-specific  information,  grouped 
together  under  topics  such  as  clinical 


I 


Web  to  HealthVault.  Doctors'  offices  that 
don't  use  such  software  can  securely  fax 
the  data  into  a  patient' s  digital  files. 

To  launch  and  build  HealthVault,  Mi- 
crosoft has  enlisted  Peter  Neupert.  A 
Microsoft  veteran,  Neupert  forged  the 
deal  that  created  MSNBC  in  the  mid- 
1990s  and  later  launched  the  online 
magazine  Slate.  He  left  the 
company  in  1998  to  suc- 
cessfully introduce  Drug- 
store.com  Inc.,  where  he 
stayed  until  2004  before 
rejoining  Microsoft  in  the 
wake  of  the  dot-com  bust. 
Neupert,  now  head  of  Mi- 
crosoft's Health  Solutions 
Group,  figures  he  can  build 
a  business  that  generates 
"a  billion-plus"  in  revenue 
from  HealthVault  as  well  as 
another  business  that  sells 
software  to  hospitals. 

Microsoft  is  hoping  it 
can  make  money  on  the 


THE  STAT 


12% 

Projected  2008 
growth  of  the 
overall  electronic 
health  records 
market,  to 
$1.4  billion 

Data:  Health  Industry  Insights 


studies,  nutrition,  and  medication. 

There's  also  a  spot  for  sponsored  links. 
And  that's  where  Microsoft  is  betting 
it  can  make  money.  A  recent  Harris  In- 
teractive poll  found  that  76%  of  adults 
over  55  use  the  Web  to  help  diagnose 
their  medical  conditions.  Those  queries 
generate  $500  million  to  $1  billion  in  ad- 
vertising a  year,  according 
to  Microsoft's  estimates. 
"If  s  all  about  search,"  says 
Neupert,  who  sees  the  mar- 
ket growing  to  $5  billion  in 
five  to  seven  years. 

If  Microsoft  can  fun- 
nel more  of  those  queries 
through  its  search  engine, 
it  can  easily  justify  the 
business  and,  in  the  pro- 
cess, gain  a  step  on  Google, 
which  is  pushing  forward 
with  its  own  health-care- 
records  initiative.  The 
search  engine  giant  hasn't 
been  forthcoming  with  de- 


tails, but  reports  say  its  efforts  have  be 
delayed  until  at  least  2008  following  t 
unexpected  departure  of  former  Mia 
soft  engineer  Adam  Bosworth,  who  vi 
leading  the  charge. 

Also  working  to  Microsoft's  advanta 
is  that  most  medical  information  is 
ready  in  digital  form,  ready  to  be  gathet 
up  in  one  place.  Terabytes  of  electro) 
health-care  data  already  exist,  scattei 
on  the  servers  of  pharmacies,  insure 
hospitals,  and  many  doctors'  offices 
the  records  typically  are  on  disconnect 
systems.  That's  because  1 
information  isn't  colled 
to  help  patients  as  much 
it  is  gathered  to  make  si 
people  are  paid.  With  t 
data  in  one  place,  any  d( 
tor  should  have  access  to 
But  to  get  HealthVa. 
off  the  ground,  Micros' 
will  have  to  persuade  p( 
pie  to  opt  in.  Those  w. 
the  most  to  gain  may 
patients  with  chronic  i 
ments.  Diabetics,  for  i 
ample,  monitor  their  bla 
sugar  daily  with  a  glucoi 
eter,  and  many  of  the  ( 
vices  can  connect  to  a  i 
so  users  can  keep  track  I 
their  readings.  Micros' 
has  worked  with  one 
the  largest  makers  of  glui 
meters,  Johnson  &  John? 
Inc.'s  LifeScan  unit,  to  ♦ 
able  consumers  to  conni 
to  HealthVault.  That  w 
patient  information  could  be  instan 
added  to  a  person's  medical  records  ai 
in  turn,  be  made  immediately  available 
the  diabetic's  endocrinologist. 

Convincing  patients  that  Micros 
can  safeguard  their  data,  though,  wo 
be  easy.  Dr.  Deborah  C  Peel,  the  founc 
and  chair  of  the  consumer  advoc; 
group  Patient  Privacy  Rights,  says  s 
believes  Microsoft's  servers  are  ab< 
as  secure,  as  they  get.  That's  because 
they  spill  the  data,  it  would  complet 
ruin"  Microsoft's  reputation,  says  P< 
"It  would  be  like  the  Exxon  Valdez." 

Microsoft  is  willing  to  take  that  risl 
and  is  betting  that  putting  a  trove 
information  in  patients'  hands  will 
timately  make  money  while  improvi 
health  care.  For  Microsoft,  HealthVa 
isn't  so  much  a  leap  in  technology  as  i 
a  smart  business  bet.  "This  isn't  bleedi 
edge,"  says  Glen  E.  Tullman,  chief  ex& 
tive  of  Allscripts.  "It's  leading  edge." 
-WithArlene  Weintraub  in  New  Y 
and  Robert  D.  Hofin  San  Mateo,  Cc 
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IRING  UP 
NDIA'S  FACTORIES 

or  big  manufacturers,  the  subcontinent 
;  becoming  an  alternative  to  China 


MANJEET  KRIPALANI 

FOR  YEARS,  SRIPERUMBUDUR 
was  known  primarily  as  the 
town  where  Rajiv  Gandhi 
was  assassinated  by  a  Sri 
Lankan  suicide  bomber  in 
1991.  But  these  days,  the  city 
25  miles  west  of  Chennai 
earning  a  far  less  grisly  reputation, 
mgside  well-paved  roads  flanked  by 
hly  planted  trees,  scores  of  glisten- 
;  factories  have  popped  up,  bearing 
names  of  global  heavyweights  such 
cell-phone  producers  Nokia  and  Mo- 
ola  and  automaker  Hyundai— which 
jv  builds  some  350,000  cars  a  year  in 
lia.  All  around  Chennai,  other  indus- 
d  parks  are  filled  with  the  plants  of 
o-parts  manufacturers,  leather  and 
tile  exporters,  and  even  German  iiber- 
maker  BMW. 
ndia  and  IT,  yes.  But  India  and  manu- 


facturing? In  the  past  two  years  manufac- 
turing has  emerged  as  the  country's  new 
rising  star.  Industrial  production  jumped 
by  12.5%  in  the  year  ended  in  March,  the 
highest  rate  in  years.  With 
its  huge  market,  produc- 
tive workers,  and— final- 
ly—a  government  that  is 
starting  to  help  rather  than 
hinder  investment,  India 
is  becoming  an  attractive 
alternative  to  China  for 
making  everything  from 
sneakers  to  SUVs.  Manu- 
facturing "is  where  India's 
future  lies;  this  is  the  real 
economy,"  says  Ravi  Up- 
pal,  president  for  global 
markets  at  Swiss  engineering  giant  ABB 
Group,  which  is  in  the  midst  of  a  $200 
million  expansion  in  India. 

Manufacturing's  moment  has  been  a 


IT  alone 
can't  create 
enough jobs 
for  India's 
fast-growing 
workforce 


long  time  coming.  Nearly  five  decades  of 
stifling  restrictions  left  Indian  industry 
rusty  and  outdated.  While  the  dynamic 
software-services  sector  has  picked  up 
some  of  the  slack,  it  employs  just  2 
million  people— a  speck  in  a  country 
where  14  million  new  job  seekers  enter 
the  market  every  year.  India  generates 
fewer  than  1  million  new  manufactur- 
ing jobs  annually,  but  needs  to  create 
at  least  five  times  that.  And  to  really  lift 
hundreds  of  millions  of  people  out  of 
poverty,  India,  like  China,  must  build  up 
labor-intensive  export  industries  such 
as  textiles,  toys,  and  electronics.  Many 
of  the  new  plants  are  intended  to  serve 
India's  growing  market,  but  they're  also 
targeting  sales  overseas.  "As  India  gets 
better  at  manufacturing,  it  will  start  to 
export  in  larger  volumes,"  says  Raju 
Bhinge,  chief  executive  of  consultancy 
Tata  Strategic  Manage- 
ment Group. 

While  technology  gi- 
ants build  vast  outsourc- 
ing operations  in  India, 
manufacturing  invest- 
ment far  outweighs 
theirs.  In  the  verdant 
hills  near  Mumbai,  In- 
dia's commercial  capital, 
Volkswagen,  Hyundai 
Motor,  General  Motors, 
and  a  joint  venture  of  Fiat 
and  local  automaker  Tata 
are  all  building  new  factories,  for  a  total 
investment  of  $4  billion.  Korean  steel- 
maker Posco  is  planning  a  $12  billion 
plant  in  the  eastern  state  of  Orissa,  while 
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Luxembourg-based  ArcelorMittal  plans 
to  invest  $20  billion  in  two  steel  mills 
in  Orissa  and  neighboring  Jharkhand. 
In  March,  Hewlett-Packard  Co.  opened 
a  factory  near  Delhi,  its  second  In- 
dian operation.  And  bathtub,  sink,  and 
toilet  maker  Kohler  Co.  is  planning  a 
$200  million  plant  in  Gujarat.  All  told, 
40%  of  340  multinationals  surveyed  by 
consultant  Capgemini  plan  to  establish 
manufacturing  operations  in  India  by 
2012.  The  companies  say  they're  put  off 
by  rising  costs  in  China,  and  have  found 
that  "the  Indian  government  is  being 
more  proactive,"  says  Capgemini  Vice- 
President  Roy  Lendern. 

SPECIAL  ECONOMIC  ZONES 

THAT  DOESN'T  MEAN  there  are  no 
more  roadblocks.  India's  infrastructure 
is  improving,  but  slowly.  Power  supplies 
are  iffy,  so  companies  typically  need 
their  own  generators.  Ports,  though 
partly  privatized,  are  still  overcrowded. 
A  shortage  of  vocational  training,  re- 
strictive labor  codes,  and  a  hodgepodge 
of  state  and  local  regulations  all  contin- 
ue to  give  business  leaders  headaches. 
"Our  policies  are  archaic  and  not  in 
tune  with  the  realities  of  modern  India," 
says  V.  Krishnamurthy,  chairman  of  the 
National  Manufacturing  Competitive- 
ness Council,  which  has  been  lobbying 
hard  for  lower  taxes  and  more  business- 
friendly  labor  laws. 

But  in  many  respects,  the  govern- 
ment is  coming  around  to  the  realiza- 
tion that  manufacturing  is  important, 
and  is  doing  its  part  to  woo  investment. 
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THE  STAT 


India's  Commerce  Ministry  two  years 
ago  announced  a  policy  encouraging 
special  economic  zones  like  the  one 
China  established  in  Shenzhen,  the  city 
near  Hong  Kong  that  has  become  home 
to  thousands  of  factories.  India's  zones 
offer  reliable  power  and  water  sup- 
plies and  good  roads— a  relief  from  the 
otherwise  crumbling  infrastructure— as 
well  as  expedited  clearance  for  exports 
and  imports  and  minimal  interference 
from    bureaucrats.    As 
states  compete  fiercely 
for  foreign  investment, 
some   300   SEZs   have 
sprung  up  across  India, 
the  bulk  of  them  near 
Chennai,  Mumbai,  and 
New  Delhi.  "We  don't 
have  to  worry  about  the 
roads,  power,  water,  ac- 
cess to  ports;   that  is 
all  taken  care  of  here," 
says  Stefan  Hulsenberg, 
chief  executive  of  BMW 
India.  The  company  in 
February   started   pro- 
ducing 3  and  5  Series 
sedans  (to  be  sold  in 
India)  at  its  22-acre  as-      ^^^^^^^ 
sembly  plant  in  an  SEZ 
south  of  Chennai. 

Like  China,  India  is  also  developing 
tightly  knit  networks  of  suppliers,  which 
help  establish  particular  industries.  In 
autos,  for  instance,  Japan's  Suzuki  Mo- 
tor Corp.  came  to  India  in  1981  in  a 
joint  venture  to  make  a  "people's  car  for 
India."  It  brought  components  makers 
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manufacturing  in 
India  by  2012 
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EXPANDING  HP  such    as    ^ 

recently  opened  a         Glass  Co.,  whi< 
factory  near  Dehli,  „.', 

its  second  in  India         soon  allied  wi 
HBH^HHM  local        comp 

nies.  Since  the 
they've  been  followed  by  the  likes  of  D( 
phi  and  NipponDenso.  And  locals  sue 
as  Sundaram  Clayton  have  stepped  i 
their  game— creating  a  strong  suppli 
base  for  the  auto  industry  and  attractii 
other  players  like  Hyundai  and  Honda. 
The  same  thing  is  happening  wi 
cell-phone  makers.  India  is  the  fas 
est-growing  major  mobile-phone  mark 
in  the  world,  and  the  industry's  lea 
ers  have  all  launched  operations  thei 
Nokia  set  up  shop  in  March,  2006,  brin 
ing  along  Salcomp,  a  Finnish  compai 
that  makes  chargers.  They  were  follow* 
by  plastic-component  maker  Perlos,  co:< 
tract  manufacturer  Foxconn,  and  othe> 
Today,  seven  companies  supply  Nok 
in  India,  and  many  of  those  buy  small 
components  from  locals  as  well.  "Ever 
thing  is  made  here,  right  from  the  prir 
ing  on  the  circuit  boards,"  says  Sachl 
Saxena,  operations  director  for  Nokia  i 
Sriperumbudur.  Now,  Nokia's  supplie 
also  sell  to  Motorola,  which  a  year  a|a 
started  making  phones  just  two  miles  v 
the  road  and  in  November  plans  to  optp 
a  sparkling  new  facility. 

India  is  even  starting  to  see  inveii 
ment  from  a  place  that  was  a  key  driv: 
of  China's  growth:  Taiwan.  In  addition! 
electronics  makers  such  as  Foxconn,  ot 
er,  lower-tech  outfits  a 
starting  to  show  up.  Til 
wanese  shoemaker  Feit 
Tay  Enterprises,  whin 
sells  shoes  to  Nike,  . 
setting  up  a  factory  in  I 
SEZ  near  Chennai,  ai 
rival  Apache  Footweait 
Reebok  supplier,  is  plat 
ning  similar  operation 
in  Hyderabad.  Feng  T' 
has  already  hired  5,0t 
Indians,  while  Apad 
and  two  other  oper 
tions  in  the  works 
Hyderabad  will  empli 
an  additional  20,00 
The  owners  plan 
■  build    dormitories    t 

employees  in  order 
attract  migrant  laborers— a  fundameni 
part  of  China's  equation  for  success.  "\ 
want  to  encourage  more  companies 
come  to  India,  because  they  don't  wa 
to  put  all  their  eggs  into  the  China  b£ 
ket,"  says  Thomas  Chang,  director 
Taiwan's  trade  promotion  organizatii 
Taitra.  "India  is  a  good  option."  ■ 
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CHINA 


BOTTLENECKS 
IN  TOYLAND 

New  inspections  are  slowing  shipments 
and  clipping  profits  for  Chinese  suppliers 


BY  CHI-CHU  TSCHANG 

AS  BEIJING  CRACKS 
down  on  unsafe  toy  ex- 
ports and  demands  more 
testing,  many  small 
toy  producers  in  China 
are  feeling  a  financial 
squeeze.  The  increased 
testing  "has  created  real  havoc  for  some... 
manufacturers"  in  China,  says  Ron  Rycek, 
vice-president  of  toy  sales  at  Hilco  Corp., 
which  sells  toys  such  as  Sonic  Skillball  to 
Toys  'R'  Us  and  Amazon.com. 

Late  summer  and  early  fall  are  typi- 
cally the  peak  season  for  China's  toy 
factories.  But  in  August,  the  govern- 
ment ordered  more  spot  inspections  and 
required  toymakers  to  provide  detailed 
information  on  the  paints  they  use.  In 
the  past,  exporters  were  able  to  ship  their 
goods  as  soon  as  they  rolled  off  produc- 
tion lines,  but  now  they're  forced  to  keep 
toys  in  warehouses  while  authorities  test 
samples  for  safety  before  they  can  be 
certified  for  export.  "Our  products  were 
held  for  15,  20  days  before  they  were 
released,"  grouses  He  Shiming,  CEO  of 
Yunhe  Lixin  Arts  &  Craft  Factory,  which 
makes  wooden  xylophones,  blocks,  and 
cars  for  KB  Toys  Inc.  and  others. 

Some  smaller  manufacturers,  especial- 
ly makers  of  wooden  toys,  are  getting  hit 
hard.  Under  the  old  policy, 
toys  made  of  wood  didn't 
need  a  certificate  to  be  ex- 
ported. But  that  changed 
after  lead  paint  was  dis- 
covered on  shipments  of 
Thomas  the  Tank  Engine. 
The  change  has  been  dev- 
astating for  the  likes  of 
Zhejiang  Yunhe  Xinfeng 
Art  &  Craft  Factory.  Last  year,  it  booked 
sales  of  $400,000,  with  half  of  the  or- 
ders for  its  3D  wood  puzzles  coming  in 
September  and  October.  The  company 


had  expected  this  year  to  be  even  better, 

but  customers  now  worry  that  Xinfeng 

won't  get  an  export  certificate,  so  no  new 

.  orders  have  come  in  since 

Testing  may     *e  summer-  t^  company 

has  since  laid  off  about  90 
of  its  100  workers.  "We've 
stopped  production  until 
we  get  the  certificate,"  says 
manager  Chen  Shaoping. 

Despite  such  troubles, 
most  toys  intended  for 
this  year's  holiday  season 
will  likely  arrive  in  plenty  of  time  to  be 
wrapped  and  placed  under  the  tree.  The 
new  policy  exempts  orders  placed  before 
Aug.  10  from  the  certificate  requirement. 
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By  August,  "probably  80%  of  the  toj 
for  Christmas  are  already  on  the  water,  j 
says  Peter  Fishel,  who  ran  a  Hong  Kon 
trading  company  specializing  in  low-coi' 
toys  for  more  than  three  decades  befoi 
retiring  in  2004.  Still,  many  companie 
report  that  toys  ordered  now  will  like] 
reach  U.S.  ports  about  five  or  six  montr 
after  they're  ordered,  up  from  a  three- 1 
four-month  lag  before  the  crackdowi 
The  rules  "will  affect  [manufacturer! 
next  year,  for  sure,  because  they're  goin 
to  have  to  change  testing  systems,  tin 
ing,  and  so  on,"  says  Fishel. 

But  even  some  companies  that  ai 
able  to  keep  operating  feel  the  pincl 
Manufacturers  generally  don't  get  pai 
until    they    ship    the 
products,  and  they  usv 
ally  take  out  loans  to  bv 
materials,  pay  wage* 
and  cover  other  expense 
until  customers  transfi 
funds.  With  toys  now  si 
ting  in  warehouses  whi) 
samples  are  sent  to  labl 
producers  can't  repai 
those  loans  as  quickly  i 
they  had  expected.  Tl 
testing   "is  holding  u 
our  capital  and  our  warn 
house  space,"  says  Leor 
Lam,  CEO  of  Leconcepf 
Holdings,  a  Hong  Konji 
based  subcontractor  th; 
supplies  parts  to  factorin 
making  plastic  toys  fit 
the  likes  of  Mattel  Int 
and  Fisher-Price.  Kwc 
Nam  Po,  managing  di 
rector  of  Herald  Met-' 
&  Plastic  Works,  whkij 
produces   G.I.  Joe   aril 
Star  Wars  action  figun. 
for  Hasbro  Inc.,  says  h 
company  is  facing  a  cre< 
it  crunch  from  the  delay 
"If  s  a  burden,"  he  say 
"A  lot  of  pressure." 

The  increased  testir 
is  also  expensive.  AM 
H.K.  Ltd.,  which  mafe 
doll  dresses  and  othj 
toys  for  Mattel,  has  ses 
its  costs  for  testing  jump  by  more  thi 
10%,  and  is  now  building  an  in-hou; 
lab  to  meet  Mattel's  new  standards.  Sti 
the  increased  scrutiny  may  not  be  su< 
a  bad  thing  for  stronger  players.  "Che; 
vendors  aren't  going  to  be  in  the  mark 
anymore,"  says  AMW  boss  Katherii 
Geicke.  "They  can't  afford  it.  If  s  goii 
to  weed  out  the  ones  who  compromi 
safety  for  a  quick  buck."  ■ 
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ON  THE  CAMPUS  OF  THE  UNIVERSITY  OF  CINCINNATI,  Procter  &  Gamble  Co.  em- 
ployees are  brainstorming  with  design  students  to  create  a  fictional  green-lean- 
ing family  of  three  that  lives  in  an  energy- efficient  solar-powered  home.  "We 
imagined  a  prototypical  family  that  might  live  in  a  house  like  this  and  want  to 
live  sustainably,"  says  Bob  Schwartz,  associate  director  at  P&G's  Global  Design 
Organization.  "What  products  might  support  that  lifestyle  24/7?"  * 

P&G  already  employs  lots  of  innovative  minds.  So  why  is  its  global  design  unit 
looking  to  a  troop  of  University  of  Cincinnati  students  for  ideas?  "Students  bring 
naive  innovation  and  alien  eyes,"  says  Schwartz.  "They  can  inspire  in  a  fashion 
that  is  more  difficult  to  do  in  big  companies.  That's  probably  why  a  lot  of  big 
companies  engage  in  relationships  with  design  schools." 

The  Second  Annual  BusinessWeek  survey  of  the  best  design  schools  highlights  the 
growing  role  they  play  in  supplying  creative  managers  to  corporate  and  nonprofit 
organizations.  Our  list  includes  joint  programs  among  business,  engineering,  and 
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design  schools  as  well  as  revamped  curricula  within  tradi- 
tional design  programs.  The  driving  forces  of  innovation 
and  globalization  are  pushing  companies  to  revamp  their 
managerial  ranks  and  hire  people  with  new  skills.  Sur- 
prised by  the  rise  of  consumer  power,  companies  are  seeking 
people  who  can  connect  with  customer  cultures  online  and 
overseas.  And  in  an  era  of  constant  change,  they  want  people 
who  are  comfortable  with  complexity  and  uncertainty.  Schools 
that  teach  design  thinking,  with  its  emphasis  on  maximiz- 
ing possibilities  rather  than  managing  for  efficiency,  are  in 
high  demand. 

Once  again,  BusinessWeek  turned  to  a  panel  of  innova- 
tion consultants,  design  academics,  and  corporate  execu- 
tives to  select  programs  that  have  curricula  they  respect 
and  whose  graduates  they  hire.  Then  we  conducted  in- 
terviews with  professors,  students,  and  alumni  to  narrow 
down  their  recommendations  to  a  list  of  the  top  global  60. 
Finally,  in  making  our  choices,  we  asked  them  to  look  for 
programs  that  combined  design  with  business,  engineer- 
ing, or  marketing,  and  we  treated  this  mixture  as  essential 
to  their  teaching. 

Who  made  the  cut?  Programs  that  enabled  students  to 
engage  with  the  real  world  through  sponsored  projects  and 
internships;  that  were  tuned  in  to  contemporary  business 
issues,  such  as  sustainability;  and  those  whose  graduates 
have  proven  themselves  to  be  creative  designers,  strategists, 
and  leaders. 


TEAMWORK  WORLDWIDE 

MANY  SCHOOLS  ARE  BEGINNING  to  go  global.  To  share  re- 
sources, ideas,  best  practices,  and  academic  talent,  European, 
American,  and  Asian  universities  are  setting  up  joint  pro- 
grams. Among  the  schools  on  our  list,  many  are  offering  dual 
degrees  from  two  or  more  programs  or  schools. 

These  programs  zero  in  on  one  of  business'  major  prob- 
lems—the difficulty  managers  and  creative  types  have  working 
together.  Innovation  may  now  be  as  important  as  efficiency, 
yet  people  responsible  for  each  function  rarely  understand  one 
another  and  work  poorly  together  on  teams. 

One  obvious  solution  is  to  throw  them  together  and 
teach  them  design  thinking  jointly.  The  Royal  College  of 
Art,  for  example,  has  a  new  program  with  the  Tanaka  Busi- 
ness School  and  the  Imperial  College  London  engineering 
school.  Carnegie  Mellon  University  puts  design,  engineer- 
ing, and  business  students  into  teams  to  work  on  projects. 
And  the  University  of  Toronto's  Rotman  School  of  Manage- 
ment pairs  MBAs  with  design  students  in  product  develop- 
ment classes. 

Another  program  that  focuses  on  collaboration  is  Adcen- 
ter,  the  Virginia  Commonwealth  University  graduate  adver- 
tising program  run  by  Richard  Boyko.  In  his  30-year  career 
at  ad  shops  Ogilvy  &  Mather,  Leo  Burnett  Worldwide,  and 
TBWA\Chiat\Day,  Boyko  found  that  "advertising  creatives 
and  account  managers  never  spoke  to  one  another."  He  says 
that  "the  businesspeople  are  the  ones  who  pay  the  checks, 
but  they  aren't  trained  to  look  at  creative  content."  Worst 
of  all,  "they  aren't  trained  to  collaborate,  to  rub  elbows  with 
those  unlike  themselves." 

At  Virginia  Commonwealth,  Boyko  launched  a  new  master's 
degree  in  creative  brand  management,  which  is  an  alternative 
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THESE  DESIGN-ORIENTED 

PROGRAMS  ZERO  IN  ON  THE 
DIFFICULTY  MANAGERS 
AND  CREATIVE  TYPES  HAVE 
WORKING  TOGETHER 


MBA  for  those  interested  in  careers  as  chief  marketing  officers 
or  advertising  account  managers. 

Sometimes  managers  need  to  get  two  kinds  of  train- 
ing—technical and  design— from  two  institutions  to  do  their 
jobs.  In  France,  Eloi  Baudoux  was  on  the  fast  track  in  1998, 
when  as  a  student  in  Paris'  prestigious  engineering  school 
Ecole  des  Mines,  he  took  a  summer  internship  at  Renault.  But 
once  inside  the  automotive  giant,  Baudoux  found  that  his  sci- 
ence background  wasn't  enough.  "I  realized  that  engineering 
activities  would  not  allow  me  to  get  as  close  to  the  product,  to 
the  human  and  customer  processes,  as  I  needed  to  be."  In  fact, 
says  Baudoux,  "I  found  I  could  not  be  taken  seriously  within 
Renault  without  a  design  background." 

Luckily,  Ecole  des  Mines  had  a  partnership  with  Strate  Col- 
lege, a  design  academy  in  a  Paris  suburb  (and  a  new  addition 
to  our  list).  When  Baudoux  finished  his  formal  engineering 
training  in  1999,  he  was  able  to  move  directly  into  a  two-year 
Master's  program  in  design. 

Baudoux  kept  in  touch  with  Renault,  and  in  2001  he  met 
with  a  manager  who  was  interested  in  recruiting  a  team  to 
craft  a  vision  for  the  company's  research  and  development 
arm.  Baudoux,  two  other  design-engineers,  and  a  sociologist 
were  hired.  His  role  at  Renault  is  to  offer  strategic  ideas  for 
both  designers  and  engineers.  He  explains  to  car  designers 
how  new  technologies  will  affect  the  user  experience.  He  also 
translates  what  experiences  customers  want  to  engineers,  in 
order  to  help  them  build  better  cars. 

"Sustainability"  is  on  the  lips  of  nearly  all  chief  executives  as 
they  attempt  to  go  carbon  neutral  in  making  and  distributing 
their  products  and  services.  That  means  revamping  materials, 
manufacturing,  distribution,  and  their  energy  use. 

True,  there  appears  to  be  a  lot  of  "greenwashing"  going  on, 
with  companies  buying  dubious  carbon  emission  offset  credits 
to  establish  credentials  that  allow  companies  to  call  themselves 
green  while  flying  executives  on  private  jets  to  conferences  and 
paying  people  not  to  chop  down  trees. 

Yet  companies  are  feeling  real  pressure  from  Wall 
Street  to  reduce  environmental  liabilities,  from  European 
customers  demanding  planet-friendly  products  and  from 
younger  new  hires  who  take  green  issues  seriously.  Increas- 
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DEEPER  INTO  DESIGN 

Top  Global  D-Schools  An  extended  interactive  table  and  full  methodology  of 
how  we  chose  our  list  at  businessweek.com/go/07/dschools 

Slideshows  P&G  teams  up  with  the  University  of  Cincinnati  to  develop  new, 
sustainable  products.  Also:  student  projects  from  Hong  Kong  Polytechnic 
University  and  the  Indian  Institute  of  Technology's  Industrial  Design  Centre. 

Profiles  Mad  Ave  maestro  Rick  Boyko  and  recent  alums  Eloi  Baudoux  from 
Strate  College  and  David  Smith  from  Bainbndge  Graduate  Institute 
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ingly,  CEOs  themselves  see  sustainability  as 
fitting  well  with  strategies  for  market  expansion 
and  growth.  So  they  are  racing  about  looking 
for  designers,  managers,  and  strategists  who 
are  knowledgeable  about  building  sustainable 
products  and  implementing  processes. 

Companies  are  turning  to  design  schools  and 
programs  for  this  kind  of  talent.  The  Illinois  In- 
stitute of  Technology's  Institute  of  Design  is  offer- 
ing a  new  business  and  design  master's  program 
in  environmental  management.  This  executive 
education  program  focuses  on  getting  manag- 
ers talking  about  the  environment  "in  the  early 
phases  and  in  the  corner  office,"  says  Jean-Paul 
Cruz,  a  business  school  professor  teaching  in  the 
IIT  design  program. 

Next  spring,  Northwestern  University's 
Kellogg  Business  School's  program  in  social 
enterprise  is  adding  a  class  on  sustainable 
manufacturing,  bringing  engineers  and  busi- 
ness students  together  to  cooperate  on  product 
development  with  sustainability  in  mind.  "It's 
top-down  driven;  CEOs  are  into  it,  so  we  believe 
we  have  to  teach  it  to  the  students,"  says  profes- 
sor Walter  Herbst. 

European  design  schools  have  long  been  leaders  in  sus- 
tainability because  of  government  regulations,  consumer 
demands,  and  market  opportunities.  Design  school  KaosPi- 


lot  International  takes  a  hands-on  approach  to  designing  i  i 
a  global  context.  Not  only  does  the  school  have  headqua :n 
ters  in  four  Scandinavian  countries,  but  students  spen 
about  half  their  degree  traveling  the  world  on  team  projeci  i 
called  Outposts,  where  they  work  on  designs  for  business^* 

] 
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LIST  AS  THEY  HAVE  BEEN  LONG  WILLING 
0  UNDERWRITE  MBAs,  COMPANIES  ARE 
IOW  SUPPORTING  STUDENTS  IN  DESIGN 

ROGRAMS 


d  nonprofits  in  the  local  community.  On  their  Outpost 
Dublin,  students  plan  to  "green"  the  city  of  Dublin  with 
3f  gardens  that  would  absorb  C02. 

Whether  it's  in  Cincinnati  or  Rio  de  Janeiro,  some  of 
!  best  ideas  often  come  from  students.  At  the  Design 
:ubator  at  Escola  Superior  de  Desenho  Industrial  in  Rio, 
idents  devised  a  way  to  turn  resin  from  discarded  palm 
es,  which  are  harvested  for  their  heart  of  palm  fruits,  into 
naterial  that  is  firm  enough  to  be  used  as  a  replacement 

wood.  The  class  project  has  led  to  new  products,  from 
iteboards  to  furniture,  while  helping  to  recycle  waste, 
d  last  spring,  Parsons  The  New  School  for  Design  senior 
shi  Desai  organized  a  university-wide  competition  of 
stainable  design  projects.  In  his  senior  thesis,  Desai  is 

ning  insights  from  the  competition  into  models  for  sus- 
nable  business. 

Attracting  top-of-class  talent  is  getting  more  competi- 
le,  and  some  companies  are  already  offering  sweeteners. 
;t  as  they  have  long  been  willing  to  underwrite  MBAs  for 


executives,  they  are  now  supporting  students  in  design  pro- 
grams. At  Stanford  University's  design  school,  where  MBAs 
and  engineers  increasingly  collaborate,  consultants  and 
companies  line  up  for  the  best  students. 

So  when  Stanford  MBA  student  Sarah  Stein  Greenberg 
asked  to  defer  a  job  offer  at  business  consultant  Monitor 
Group  to  continue  her  Stanford  D-school  project  design- 
ing irrigation  schemes  for  rural  farmers  in  Southeast  Asia, 
the  consulting  firm  agreed.  They  even  let  Greenberg  spend 
another  year  at  the  D-school  as  a  teaching  fellow.  She 
will  start  her  job  as  a  business  consultant  with  Monitor 
this  fall. 

Bansi  Nagji,  chief  executive  of  Monitor  Innovation,  says 
Greenberg's  experience  will  make  her  a  stronger  asset.  "[It] 
was  compelling  to  us  as  we  were  starting  to  see  the  world  in 
similar  ways,"  says  Nagji.  Greenberg  says  she  has  learned 
"why  some  organizations  can  innovate  and  others  can't." 
Students  who  can  answer  that  question  are  just  the  talent  that 
companies  want.  ■ 


Diesel  engines  are  renowned  for 
their  durability  and  outstanding 
fuel  economy.  Oil  and  natural 
gas  industry  engineers  now 
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advanced  fuel,  ultra  low 

sulfur  diesel  (ULSD), 
yuvo   i 

to  help  new,  efficient 
isel  engines  run 

aner.  Today  this  clean, 
efficient  fuel  is  available  across 
America.  When  combined  with 
the  advanced  diesel  engines 
now  available  for  buses,  trucks 
and  cars,  ULSD  will  ultimately 
cut  emissions  by  90  percent. 
Now  that's  blue-sky  thinking. 
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SUSTAINING  THE  DREAM 

STEELCASE'S  CEO  ON  DESIGN  AS 
A  BUSINESS  STRATEGY 


JAMES  P.  HACKETT,  president  and  CEO  of  Steelcase  Inc.,  is  an 
expert  on  design  and  innovation.  He  discussed  implement- 
ing design  strategy  with  BusinessWeek  reporter  Maha  Atal. 


What  should  be  the  role  of  design  in 
the  C-suite? 

Businesses  have  relied  for  years  on 
using  business  consultants  to  help 
them  with  problem  solving.  However, 
design  thinking  teaches  businesses  to 
become  better  themselves  at  problem 
solving. 

How  have  you  implemented  these 
ideas  at  Steelcase? 

In  our  initial  product-development 
meetings,  marketing  folks  would  pres- 
ent PowerPoints  of  product  ideas,  and 
I  would  say:  "What's  the  user  insight 
that  led  to  this  product?"  They  would 
give  me  this  look  like  I  asked  an  unfair 
question.  I  suspect  their  feelings  were: 
"We  were  never  challenged  to  answer 
that  question  in  business  school." 
Then  they  would  respond  a  bit  des- 
perately with  an  answer  like:  "The 
user  wants  it  to  be  cheap."  I'd  call  this 
a  fast- food  version  of  design.  They  felt 
they  could  use  the  word  "user"  with- 
out identifying  the  insight.  So  the  next 
phase  was  getting  people  to  celebrate 
the  ethnographic  side  of  product  de- 
velopment: By  building  evidence  of 
use  and  patterns,  they  could  comfort- 
ably establish  the  need. 

Developing  products,  services,  and 
business  functions  along  design- 
strategy  lines  requires  a  new  belief 
system.  How  does  a  company 
institutionalize  that? 
One  example  is  an  exercise  I  took  my 
50  top-level  executives  through  dur- 
ing a  two-day  design  seminar  about 
10  years  ago.  I  gave  them  an  assign- 
ment to  write  the  BusinessWeek  article 
that  would  appear  10  years  in  the 
future,  if  design  thinking  was  used 
to  advance  the  company.  I  was  trying 
to  establish  that  design  thinking  was 
changing  the  game,  and  it  couldn't 


go  in  one  ear  and  out  the  other.  Not 
all  of  them  have  stayed  with  the  com- 
pany. In  some  cases,  they  never  did 
get  it,  and  I  had  to  change  the  leader- 
ship of  some  parts  of  our  business. 


only  a  principle  but  is  embedded  [in 
the  organization].  My  biggest  disap- 
pointment is  that  some  in  the  compa- 
ny continue  to  remain  skeptical  and 
consider  it  a  fad— that  it  will  go  away. 
Design  can  always  bring  back  value 
where  it  has  been  sucked  completely 
dry  by  commoditization. 

How  can  design  thinking  help  a 
company  achieve  sustainability  goals? 

Sustainability  proves  the  point  of 
design  thinking  in  that  it  suggests 
that  one  consider  the  materials,  pro- 
cesses, and  practices  that  a  business 
employs.  It  is  essential  that  business 
is  able  to  see  the  layers  of  value  that 
are  created  and  the  layers  of  waste. 
Design  is  the  tool  to  analyze  this. 


Ten  years  later,  what  has  this  approach 
done  for  Steelcase? 

We've  gotten  to  the  place  where  peo- 
ple in  the  company  can  articulate  it. 
In  fact,  "design  everything"  is  now 
a  stated  guiding  principle  for  ev- 
ery person  in  the  organization.  And 
where  we  are  having  the  most  suc- 
cess as  a  company  is  where  it's  not 


What's  next  for  Steelcase  in  design 
strategy? 

We're  working  with  [innovation/de- 
sign consultants]  IDEO  on  the  con- 
cept of  using  design  to  change  whole 
user  experiences.  In  other  words,  a 
true  inspiring  design  that. ..moves 
beyond  just  the  features  of  that 
product.  ■ 
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HEARD  ON  BROADWAY 
MONDAY  2:29  PM 

Guy  with  PDA:  I  love  it.  How  soon  can  we 
get  this  into  stores? 

Short  guy:  Six  months,  maybe  seven. 

Guy  with  PDA:  What  can  we  do  in  six  weeks? 

Short  guy:  Change  the  color? 

While  other  people  talk  about  getting  to  market  faster, 
we  can  help  you  get  to  market  faster.  IBM  worked  with 
Clarion  Malaysia  to  speed  product  innovation,  reducing 
design  cycle  time  by  half.  See  how  at  ibm.com/do/costs 
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A  panel  of  innovation  consultants,  academics,  and  executives 
|l  ;<H  [HJ     selected  the  best  design  programs  around  the  world.  Here  are  40  of 
j4  FgTaN^>3   tne  t0P  60.  For  the  full  list,  go  to  businessweek.com/go/07/dschools. 


NAME  OF  SCHOOL 


ARIZONA  STATE  UNIVERSITY, 
COLLEGE  OF  DESIGN 


LOCATION 


Tempe,  Ariz. 


SIGNATURE  INNOVATIONS/PROGRAM  DESCRIPTION 


At  interdisciplinary  studios  InnovationSpace  and  Global  Resolve,  students  work  on  company- 
sponsored  projects  and  low-cost  humanitarian  designs. 


ART  CENTER  COLLEGE  OF  DESIGN  Pasadena,  Calif. 


Undergraduate  product-design  students  do  corporate-sponsored  projects  and  travel  to  INSEAD 
in  France  and  in  Singapore  for  courses  in  business,  while  graduate  students  learn  design  strategy, 


BAINBRIDGE  GRADUATE  INSTITUTE       Bainbridge  Island, 

Wash. 


Bainbridge  is  an  MBA  program  that  emphasizes  sustainability  and  creativity.  Students  run 
CreateSessions,  problem-solving  seminars  that  are  structured  like  design-strategy  workshops. 


CALIFORNIA  COLLEGE  OF  THE  ARTS       San  Francisco 

and  Oakland 


CCA's  longstanding  joint  product-development  program  with  Berkeley's  business  and  engineering 
schools  is  now  focusing  on  sustainable  design.  CCA  is  launching  its  own  design  MBA. 


CARNEGIE  MELLON  UNIVERSITY  Pittsburgh 


CLEVELAND  INSTITUTE  OF  ART 


Cleveland 


The  Integrated  Product  Development  program  puts  business  students,  designers,  and  engineers 
into  mixed  teams  to  work  on  sponsored  projects. 

Its  product-design  degree  is  the  oldest  in  the  country.  CIA  is  working  with  Case  Western's 
Weatherhead  School  to  bring  design  businesses  to  Cleveland. 


DARTMOUTH  COLLEGE,  Hanover,  N.H. 

THAYER  SCHOOL  OF  ENGINEERING 


The  Thayer  School  offers  courses  in  engineering  design  and  design  thinking  and  a  master's  in 
engineering  management.  At  Cook  Design  Center,  students  work  on  corporate-sponsored  projects. 


ESDI  BRASIL 


Rio  de  Janeiro  ESDI  offers  product  design  and  design  methods.  A  university  design  incubator  lets  students  turn 

their  own  projects  into  viable  business  models. 


GEORGE  BROWN  COLLEGE 


Toronto 


George  Brown  offers  innovative  degrees  in  design  management  and  a  10-month  program  on 
sustainable  design,  currently  focusing  on  affordable  housing. 


GEORGIA  INSTITUTE  OF  TECHNOLOGY    Atlanta 


Georgia  Tech's  digital  media,  industrial  design,  and  engineering  departments  share  resources  to 
let  students  pursue  interdisciplinary  programs  and  do  contract  work  for  companies. 


HARVARD  BUSINESS  SCHOOL 


HONGIK  UNIVERSITY 
COLLEGE  OF  DESIGN 


Boston 


Seoul 


Professor  Stefan  Thomke  teaches  courses  on  operations  management  that  fold  in  innovation, 
product  development,  and  design  thinking. 

Although  Hongik  is  known  chiefly  for  the  technical  skill  of  its  product-design  graduates, 
theoretical,  environmental,  and  human  factors  are  getting  increased  attention. 


HONG  KONG  POLYTECHNIC 
UNIVERSITY 


Hong  Kong  Its  College  of  Design  offers  business-minded  degrees  such  as  design  strategy,  product 

innovation,  and  design  in  practice. 


ILLINOIS  INSTITUTE  OF  Chicago 

TECHNOLOGY'S  INSTITUTE  OF  DESIGN 


A  graduate  program  in  design  offers  students  a  dual  degree  with  the  business  school,  teaching 
business  executives  to  use  design  strategy  to  solve  corporate  challenges. 


KAOSPILOT  INTERNATIONAL 


LES  ATELIERS  ENSCI 


Aarhus,  Denmark 


KaosPilot  is  an  interdisciplinary  business  program  for  both  undergraduates  and  graduates.  They, 
work  on  design  projects  for  companies  or  nonprofits. 


Paris 


MASSACHUSETTS  INSTITUTE 
OF  TECHNOLOGY 


Cambridge,  Mass. 


NATIONAL  CHENG  KUNG  UNIVERSITY     Tainan,  Taiwan 


NATIONAL  INSTITUTE  OF  DESIGN  Ahmedabad,  India 


NORTH  CAROLINA  STATE  UNIVERSITY    Raleigh,  N.C. 
COLLEGE  OF  DESIGN 
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ENSCI  partners  with  technology  departments  around  France  and  design  schools  across  Europe 
as  well  as  major  global  companies. 

MIT's  product-development  course  joins  MBA  students  and  engineers  with  designers  from  RISD. 
In  addition,  students  take  interdisciplinary  courses  in  leadership  and  manufacturing. 

At  the  university's  new  Institute  of  Creative  Industry  Design,  students  from  the  school's  six 
departments  are  placed  on  interdisciplinary  teams. 

A  design  institution  with  strong  links  to  industry,  NID  has  its  students  work  with  companies  on 
design  projects  and  on  rapid  prototyping.  NID  now  offers  a  degree  program  in  strategic  design. 

Designers,  engineers,  and  MBAs  work  together  on  projects  for  companies,  while  engineers  and 
MBAs  team  up  in  a  service  design  concentration. 


■»«• 


■M 


PS  OF  MAIN  OFFICE 
FRIDAY  8:15  AM 

Smart  guy:  But  how  do  we  differentiate 
in  a  customer-centric  environment? 

Witty  guy:  Everyone  else  is  going  virtual 
Smart  guy:  Great.  Let's  do  that. 


Everyone's  looking  for  innovative  ways  to  make  customers 
happier.  Few  know  where  to  start.  IBM  helped  Staples  reshape 
their  customer  experience,  resulting  in  a  60%  increase  in  their 
online  conversion  rate.  See  how  at  ibm. com/do/experience 
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NAME  OF  SCHOOL 


LOCATION 


NORTHWESTERN  UNIVERSITY'S        Evanston  III 

kellogg  and  Mccormick 

SCHOOLS 


SIGNATURE  INNOVATIONS/PROGRAM  DESCRIPTION 


In  addition  to  product  design  and  innovation  within  Kellogg,  Northwestern  offers  a  dual  degree 
involving  its  business  and  engineering  schools. 


NYU  INTERACTIVE  TELECOM-  New  York 

MUNICATIONS  PROGRAM 


Professor  Red  Burns  has  art  students,  designers,  and  students  from  other  NYU  programs  work  on 
rapid  prototyping  and  interactive  media  design. 


PARSONS  THE  NEW  SCHOOL 
FOR  DESIGN 


New  York 


Companies  like  Target  sponsor  projects  for  Parsons'  programs.  In  addition  to  classic  design  degree; 
the  school  offers  a  business  strategy  degree  in  design  and  management. 


PRATT  INSTITUTE 


Brooklyn,  NY.  Pratt  has  one  of  the  oldest  programs  in  design  strategy  and  has  offered  a  master's  in  design 

management  since  2000. 


RENSSELAER 
POLYTECHNIC  INSTITUTE 


RHODE  ISLAND 
SCHOOL  OF  DESIGN 


Troy,  NY.  RPI  offers  degrees  in  product  design,  business  ethics,  innovation,  and  technology.  Its  a  company- 

sponsored  design  lab  trains  the  inventors  of  the  future. 

Providence  RISD's  partnership  with  MIT  puts  designers,  MBAs,  and  engineers  into  teams  to  work  on  product 

development  and  business  models  for  clients  such  as  Nokia. 


ROCHESTER  INSTITUTE 
OF  TECHNOLOGY 


Rochester,  NY.  Industrial,  graphics,  and  new-media  designers  at  RIT  collaborate  with  engineers  and  business 

students  on  projects  for  companies  such  as  Kodak  and  Xerox. 


ROYAL  COLLEGE  OF  ART 


London 


RCA  helps  students  turn  their  projects  into  businesses  through  their  Innovation  RCA  Lab.  The  college 
is  launching  a  partnership  with  Imperial  College's  engineering  faculty  and  Tanaka  Business  School. 


SAN  JOSE  STATE  UNIVERSITY,  San  Jose,  Calif. 

SCHOOL  OF  ART  &  DESIGN 


One  of  the  nation's  top  art  programs,  San  Jose  State  is  growing  increasingly  business-minded, 
starting  a  partnership  with  UC-Berkeley's  business  school  on  new-product  design. 


SHIHCHIEN  UNIVERSITY 


Taipei,  Taiwan  In  an  interdisciplinary  program  with  Taipei  Business  School,  companies  send  representatives  to 

teach.  Design  students  can  work  for  corporate  clients  such  as  Motorola. 


STANFORD  UNIVERSITY:  HASSO      Palo  Alto  Calif 
PLATTNER  INSTITUTE  OF  DESIGN, 
AND  THE  PRODUCT  DESIGN 
ENGINEERING  PROGRAM 


An  interdisciplinary  center  offering  classes  to  students  from  all  fields  at  Stanford,  the  Hasso  Plattne: 
Institute  has  students  work  on  design  for  such  corporate  clients  as  Mozilla.  Meanwhile,  Stanford's 
product  design  undergraduate  degree  has  been  producing  leaders  in  innovation  for  50  years. 


STRATE  COLLEGE  OF  DESIGN 


Paris 


Known  for  its  excellence  in  product  and  transport  design,  Strate  College  offers  a  degree  in  innovatio 
management  in  partnership  with  engineering  school  Ecole  des  Mines. 


TSINGHUA  UNIVERSITY 


UC-BERKELEY, 

HAAS  SCHOOL  OF  BUSINESS 


UNIVERSITY  OF  CINCINNATI, 
DESIGN,  ARCHITECTURE, 
ART  &  PLANNING  PROGRAM 


Beijing  Tsinghua  is  expanding  from  a  technical  to  a  strategic  design  focus.  The  university  holds  partnership! 

with  leading  design  schools  in  Europe  and  America. 

Berkeley,  Calif.  Berkeley  and  California  College  of  the  Arts  are  partners  in  a  product  design  course,  in  which 

engineers,  business  students,  and  designers  work  on  prototypes  and  business  plans. 

Cincinnati  Does  sponsored  work  for  corporate  clients,  but  what  really  sets  the  school  apart  is  its  cooperative 

system  in  which  students  are  required  to  work  off  campus  for  a  company. 


UNIVERSITY  OF  ILLINOIS 
AT  CHICAGO 


UNIVERSITY  OF  MICHIGAN, 
INTEGRATED  PRODUCT 
DEVELOPMENT  PROGRAM 


Chicago  Offers  interdisciplinary  product-design  courses  to  business  and  engineering  students.  This  year, 

Motorola  will  be  sponsoring  an  Innovation  Center. 

Ann  Arbor,  Mich.       Corporate  partners  at  the  Tauber  Institute  sponsor  the  university's  integrated  product-development 
program,  where  designers,  engineers,  and  MBA  students  team  up  to  propose  business  plans  and 
prototypes,  then  let  local  consumers  vote. 


U.  OF  TORONTO,  ROTMAN 
SCHOOL  OF  MANAGEMENT 


Toronto 


Among  the  first  business  schools  to  begin  teaching  design  as  a  strategic  advantage,  through 
product  development  and  prototyping  classes  that  pair  designers  with  MBA  candidates. 


VIRGINIA  COMMONWEALTH 
UNIVERSITY  ADCENTER 


ZOLLVEREIN  SCHOOL 

OF  MANAGEMENT  &  DESIGN 


Richmond,  Va.  At  Adcenter,  professionals  from  major  marketing  firms  and  ad  agencies  teach  interdisciplinary 

classes  to  students  in  communications  and  business  fields. 

Essen,  Germany       A  graduate  school  for  management  and  design,  Zollverein  offers  an  executive  MBA  in  design 
leadership  and  a  corporate  focus  on  design  as  innovation  strategy. 
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HEARD  ON  RED-EYE  TO  FRANKFURT 
WEDNESDAY  6:15  AM 

Pink  argyles:  How  are  we  doing  on  the 
global  collaboration  plan? 

Barefoot:  We're  having  trouble  getting 
buy-in  from  the  local  offices. 

You've  heard  everyone  talk  about  innovative  business 
models,  but  IBM  has  the  experience  to  help  you  actually 
get  it  done.  Download  our  white  paper  "The  Power  of  Many' 
at  ibm. com/do/collaboration 


STOP  TALKING 


IM  the  IBM  loao  and  ibm  com  are  reaistered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Other  company,  product 
id  service  names  may  be  trademarks  or  service  marks  of  others.  ©  Copyright  IBM  Corporation  2007.  All  rights  reserved. 


Design 


RISE  OF  THE 
ASIAN  D-SCH 


EUROPE  AND  THE  U.S.  HAVE  LONG  DOMINATED  design  educa- 
tion, but  Asian  schools  are  quickly  catching  up.  Having  dem- 
onstrated their  ability  to  teach  engineering  and  technical  skills, 
Chinese,  Korean,  Indian,  and  Taiwanese  universities  are  now 
graduating  thousands  of  design  students  every  year.  And  a 
growing  number  offer  programs  in  design  strategy,  innovative 
thinking,  and  sustainability. 

Shih  Chien  University  in  Taipei,  for  example,  is  teaching 
"creativity  management"  classes.  So  is  India's  National  Insti- 
tute of  Design.  At  Taiwan's  National  Cheng  Kung  University, 
a  year-old  graduate  program  called  Institute  of  Creative  In- 
dustry Design  is  fostering  what 
one  professor  calls  OCM  thinking, 
for  Own  Culture  and  Manufactur- 
ing. Courses  focus  on  topics  such 
as  creative  industry  planning  and 
cognitive  behavior  research. 
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Global  corporations  chasing  Asian  con 
sumer  wallets  are  pouring  money  into  re 
search  projects  and  workshops  in  desig: 
schools  from  Shanghai  to  Seoul.  Orego: 
Scientific  and  LavAzza  Coffee  are  teamin 
with  graduate  students  at  Hong  Kong  Pol} 
technic  University  to  develop  new  busines 
strategies.  Levi  Strauss,  Estee  Lauder,  an 
Ford  are  tapping  Shih  Chien  students  fc 
insights  and  designs.  Autodesk  Inc.  recend 
funded  a  faculty  research  chair  at  the  Ns 
tional  Institute  of  Design  in  India. 

The  influx  of  interest,  funding,  jobs,  an 
internships  means  Asian  design  students  ar 
starting  to  see  opportunity  at  home  as  we 
as  abroad.  In  India,  domestic  companie 
such  as  Videocon,  an  industrial  conglomei 
ate,  are  setting  up  design  departments  fc 
the  first  time.  Meanwhile,  Korean,  Japanesi 
U.S.,  European,  and  other  global  companie 
keep  flowing  into  India.  "In  terms  of  job  op 
portunities,  it's  a  very  good  time,"  says  Ra^ 
Poovaiah,  a  professor  at  Mumbai's  Indus 
trial  Design  Centre  (IDC),  part  of  the  Indi 
Institute  of  Technology. 

The  shift  is  seismic.  "For  years,  we  hav 
sent  our  students  to  Europe  and  the  U.S.. 
says  Chiho  In,  a  professor  at  Korea's  Hongi; 
University.  "Now,  we're  also  trying  to  buil 
relationships  in  Asia."  In  fact,  while  thl 
11  Asian  schools  on  BusinessWeek's  Glob;' 
Design  School  list  boast  numerous  partnet 
ships  in  Europe  and  North  America,  man 
also  link  to  nearby  Asian  institutions. 

A  DRIVING  FORCE 

SUSTAINABILITY  IS  FAST  becoming  a  majo 
issue  in  Asia,  particularly  in  China.  Beijing, 
Tsinghua  University  recently  hosted  a  sun 
tainable  design  workshop  with  Milan  Pol;1 
technic  University.  At  Mumbai's  IDC,  it  hit 
been  a  driving  force  for  years.  "The  India; 
way  of  life  is  to  not  waste  a  thing,"  sajj 
IDC's  Poovaiah.  "It's  part  of  how  we  look ; 
products,  too."  That  ethos  is  spurring  IEl 
students  to  design  fuel-efficient  cars  an 
bamboo  products  ranging  from  furniture  I 
fixtures  in  its  own  Bamboo  Lab. 

Other  schools  take  a  broader  view.  Students  at  Hong  Kor; 
Polytechnic  spent  the  summer  of  2006  brainstorming  wa;i 
design  could  assist  rural  ethnic'minorities  in  China.  One  ide' 
Establish  direct  trade  between  farmers  in  the  province  of  Yumtf' 
and  Hong  Kong  hotels  that  might  purchase  herbs  for  use  in  the 
toiletries.  IDC  students  are  designing  mobile  learning  devio 
for  migrant  workers  and  carts  for  street-food  vendors.  "The 
are  still  so  many  things  that  need  to  be  designed,"  says  IDC 
Poovaiah.  "Asia  is  a  gold  mine  of  opportunity  for  designers."  I 

-By  Elizabeth  Woy, 

GLOBAL  CORPORATIONS  ARE  POURING 
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O'DOHNELL  His 

enthusiasm  is 
"borderline  wacko,' 
says  an  admirer 
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The  big  hurdle  has  been 
finding  a  technology  that 
can  match  the  low  cost  of 
fossil  fuel.  John  O'Donnell 
thinks  he  has  that  licked 


BY  JOHN  CAREY 


JOHN  O'DONNELL  STARTED  THINKING  about 
saving  the  world  30  years  ago.  In  his  first 
job,  in  the  late  1970s,  he  worked  to  harness 
fusion— the  nuclear  reaction  that  powers 
the  sun— at  Princeton  University's  famed 
Plasma  Physics  Lab.  "The  sense  was,  if  it 
was  successful  it  would  change  the  world," 
O'Donnell  recalls. 

It  wasn't  successful.  O'Donnell  moved  on. 
Over  the  years,  he  started  companies  that 
made  supercomputers  and  semiconductors. 
1 1  e  lived  out  of  suitcases,  raised  scores  of 
millions  for  his  companies,  and  had  three  kids. 
But  when  his  Campbell  (Calif.)  chipmaker  was 


Specie  Report 


sold  and  its  operations  moved  to  Shanghai  last  year,  the 
recently  divorced  O'Donnell  jumped  off  the  roller  coaster.  "I 
told  myself:  'I  have  a  year  to  figure  out  if  there  is  something  I 
could  do  that  would  be  of  use,'"  he  says. 

He's  convinced  he  has  found  that  something.  The  idea  is  to 
slow  global  warming  and  cure  the  planet's  energy  woes,  not  with 
plasma  or  windmills  or  "clean"  coal  smoke,  but  with  mirrors. 
Miles  and  miles  of  mirrors,  to  be  exact,  focusing  the  rays  of  the 
sun  onto  pipes  to  heat  water  to  run  hulking  steam  turbines.  This 
so-called  solar  thermal  approach  would  mean  no  emissions  that 
cause  global  warming.  No  worries  about  radioactive  waste.  No 
need  for  coal  power,  which  faces  increasingly  hostile  scrutiny. 
Not  even  much  need  for  oil,  if  plug-in  hybrid  cars  like  the 
Chevrolet  Volt  start  to  replace  gasoline  burners.  "I  want  people 
to  have  it  in  their  heads  that  there  is  a  solution— and  it  doesn't 
even  mean  raising  their  electric  bills,"  he  says. 

A  fantasy?  Maybe.  The  big  question  is  not  whether  solar 
thermal  plants  work,  but  how  much  the  electricity  will  cost. 
Right  now,  the  price  for  existing  mirror  and  steam  turbine 
systems  is  about  half  that  of  the  more  familiar  photovoltaic 
(PV)  panels,  which  use  sheets  of  semiconductors  to  convert 


sunlight  to  electricity.  But  that's  still  nearly  twice  as  much  as  i 
new  coal  plant.  O'Donnell  believes  the  technology  he  plucked 
from  obscurity  in  Australia  will  be  cheaper— although  he  has 
to  prove  it.  And  assuming  his  plants  get  built,  transnutting 
power  from  desert  to  cities  will  be  a  challenge.  "Big  Solar  is 
a  dream,"  says  Michael  G.  Morris,  CEO  of  American  Electric 
Power,  the  nation's  largest  user  of  coal.  "Is  the  land  there?  Yes 
Is  it  practical  now?  I  don't  think  so." 

GODZILLA  PILOT 

EVEN  HIS  FANS  sometimes  find  O'Donnell's  passionate 
pronouncements  extreme.  "His  enthusiasm  and  maniacal 
commitment  to  this  is  borderline  wacko,"  says  admirer 
Roger  Clark,  air  and  energy  director  at  the  conservation 
group  Grand  Canyon  Trust  and  a  supporter  of  solar  thermal 
power.  Yet  O'Donnell  has  already  moved  faster  than  even  he 
dreamed  possible.  A  self-described  "crazy-ass"  plan  he  and 
his  Australian  colleagues  concocted  to  double  the  world's 
output  of  solar  power  right  out  of  the  gate  won  backing  from 
two  of  Silicon  Valley's  most  prominent  venture  capitalists,  Ra 
Lane  of  Kleiner  Perkins  Caufield  &  Byers  and  Vinod  Khosla, 


Field  of  Mirrors 

Ausra  says  its  solar  thermal  plants  can  provide  large 
amounts  of  electricity  at  relatively  low  cost,  without 
emitting  the  gases  linked  to  global  warming.  Here's  how: 


GIANT  TURBINES: 

Steam  spins  the  blades 
of  a  standard 
turbine,  just  as  in  a 
coal  or  nuke  plant 


J 

w 


o 


RECYCLED  WATER: 

After  the  steam  cools 
and  turns  back  into 
water,  it's  returned  to 
be  reheated  by  the  sun 
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•founder  of  Sun  Microsystems  Inc. 

ne  and  Khosla,  in  turn,  have  been 

usually  active  selling  the  approach 

governors  and  utilities. 

rhe  company  they've  invested 

7  million  in,  Ausra  Inc.,  has  a  pilot 

eration,  dubbed  Godzilla  for  its  blast 

steam,  up  and  running  in  Australia. 

late  September,  Ausra,  Pacific  Gas  &  Electric,  and  Florida 

ver  &  Light  announced  commitments  for  1,000  megawatts 

>olar  power— as  much  as  a  nuclear  plant.  The  details  are  still 

legotiation.  But  the  current  plan  is  to  start  with  a  10-MW 

nonstration  plant  in  Florida,  then  expand  to  300  MW.  With 

&E,  Ausra  expects  to  kick  off  with  a  175-MW  plant.  These 

ilities  could  be  ready  to  flip  the  switch  as  early  as  2010.  The 

in  lure:  Ausra  believes  it  has  solved  the  biggest  problem 

ar  power  has  faced  previously— its  high  cost.  "What  I  find 

•active  about  Ausra  is  that  if  s  taking  approaches  used  in  the 

;t  and  driving  the  price  down,  making  it  cheap,"  says  PG&E 

ID  Peter  A  Darbee.  "If  s  lower  risk  and  environmentally 

mdly.  I'm  very  enthusiastic  about  the  technology." 


A  "crazy-ass"  plan 
—but  backed  bv 
top  Silicon  Valley 
venture  capitalists 


ICTRIFYING: 

■  turbine  drives 
a  neratorthat 
■duces  electricity 


DISTANT  CITIES:  The 

solar  power  links  to  a 
transmission  grid  that 
carries  power  from  the 
desert  to  cities 


By  the  time  these  plants  are  built, 
O'Donnell  hopes  to  have  five  times  that 
much  capacity  under  way.  "Not  only  is 
this  the  best  renewable  technology,  it 
is  one  that  could  really  scale  up,  both 
here  and  in  developing  countries  like 
India  and  China,"  says  Khosla. 
It  strains  credulity  that  a 
semiconductor  executive  with  no  power-plant  experience 
would  stumble  on  an  affordable  solution  to  global  warming 
and  world  energy  needs  in  Australia.  "It's  an  unlikely  tale," 
says  venture  capitalist  Lane.  But  the  spotlight  shouldn't  be 
on  him,  O'Donnell  insists.  It  should  be  on  the  Australian 
scientist  David  Mills,  who  toiled  for  years  to  develop  the 
technology,  and  on  his  competitors. 

Indeed,  O'DonnelFs  company  is  just  one  of  a  host  of 
contenders  in  the  race  to  deliver  emission-free  energy  with 
solar  thermal  technology.  Spanish  clean-energy  giants 
Abengoa  Bioenergy  and  Acciona  have  jumped  in  with 
projects  in  Spain,  Algeria,  and  the  U.S.  Israel's  Solel  Solar 
Systems  has  contracted  with  PG&E  to  deliver  553  MW  from 
future  plants.  BrightSource  Energy  in  Oakland,  Calif.,  has 
reunited  some  of  the  pioneers  who,  in  the  1980s,  built 
nine  solar  plants  in  the  Mojave  Desert.  "With  Ausra,  the 
Spanish  companies,  and  Israel,  the  solar  space  has  gotten 
very  competitive,"  says  Michael  R.  Peevey,  president  of  the 
California  Public  Utilities  Commission. 

THE  100  SOLUTION 

WITH  UTILITIES  SCRAMBLING  TO  MEET  mandates  for 
green  power  in  25  states  plus  the  District  of  Columbia, 
analysts  say  there's  room  for  many  companies.  Ultimately,  the 
technologies  that  deliver  reliable  power  at  the  lowest  price  will 
win.  They'll  be  a  big  success  if  they  supply  electricity  at  a  price 
close  to  a  new  coal  or  natural  gas  plant  today.  The  magic  figure 
is  10<t  per  kilowatt-hour  (kwh)  or  less.  "If  we  can  lock  in  a  10<t 
number  for  the  life  of  a  solar  plant,  it  will  be  a  clear  winner," 
says  Mark  Kapner,  senior  strategy  engineer  at  Austin  Energy. 

There's  an  intense  debate  about  which  of  the  competing 
solar  thermal  approaches  will  hit  that  target— and  whether  if  s 
imminent  or  5  or  10  years  away.  Ausra's  unique  claim  is  that  its 
simpler  technology  brings  it  down  to  the  crucial  10$  already- 
even  with  the  extra  risk  premium  investors  are  demanding. 
"They've  engineered  out  a  lot  of  the  costs,"  explains  Lewis  Hay 
III,  CEO  of  Florida  Power  &  Light.  Competitors  acknowledge 
they're  at  least  a  few  years  behind  in  making  their  approaches 
as  cheap  as  Ausra  claims  to  have  done,  even  though  most 
experts  agree  such  cost  reductions  are  going  to  happen.  "It 
seems  there  is  a  pathway  to  very  low-cost  concentrating  solar 
power,"  says  Andrew  Kinross  at  Navigant  Consulting  Inc. 
"This  opportunity  is  finally  taking  hold." 

The  opportunity  will  be  even  greater  when  Washington 
makes  it  more  expensive  to  emit  C02,  as  part  of  the  world's 
efforts  to  slow  climate  change.  "Everyone  thinks  an  increase  in 
the  cost  of  carbon  is  coming,"  says  David  Crane,  CEO  of  NRG 
Energy  Inc.,  a  power  generator  based  in  Princeton,  N.J.  That 
would  make  the  cost  of  electricity  from  coal  jump  20%  or  more. 

Six-foot-two,  with  the  lean  physique  of  a  lifelong  cyclist, 
O'Donnell  is  an  impatient  and  peripatetic  advocate  for  his 
energy  solution.  "He's  obviously  promoting  his  own  company, 
but  he  has  also  been  one  of  the  leading  voices  for  a  unified 
effort  to  invest  in  carbon-free  power  generation,"  says  Tom 
Plant,  director  of  the  Governor's  Energy  Office  in  Colorado.  "I 
see  him  everywhere."  O'Donnell  can  be  found  in  governors' 
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or  senators'  offices,  or  telling 

a  staunchly  conservative  rural 

Nevada  county  commissioner 

not  about  the  threat  of  global 

warming  but  about  all  the  good 

jobs  solar  generating  plants 

will  provide.  Officially  Ausra's 

executive  vice-president,  "John 

has  been  the  evangelist,"  says 

Lane.  O'Donnell  took  flying 

lessons  so  he  could  pilot  his  own  plane  to  his  company's 

remote  power  plant  sites.  "John  and  I  flew  to  eastern  Nevada 

in  a  little  Piper,"  recalls  Scot  Rudedge,  executive  director  of  the 

Nevada  Conservation  League.  "It  was  one  of  the  scariest  and 

most  exhilarating  flights  I've  ever  had." 

WIRED  ALL  THE  TIME 

I  FIRST  MET  JOHN  35  years  ago.  We  shared  a  suite  during 
our  sophomore  year  at  Yale  College.  I  knew  him  as  brilliant 
and  anguished,  with  a  nerdish  prankster  side.  (When  I  told 
VC  Lane  about  the  college  connection,  he  said:  "How  did 
you  stand  it?  John  is  wired  100%  of  the  time.")  I  lost  touch 
with  him  after  that,  and  we  didn't  cross  paths  again  until 
2001.  Since  then,  I've  watched  his  foray  into  solar  energy. 
First,  with  skepticism.  ("Yeah,  right.  You  are  going  to  build 
billions  of  dollars'  worth  of  power  plants  and  save  us  from 
climate  change.")  Then  my  interest  grew  as  the  vision 
began  to  become  reality,  complete  with  technology,  high- 
powered  celebrity  backers,  and  major  utility  customers. 

For  O'Donnell,  the  journey  began  in  the  summer  of 
2005,  when  he  heard  a  talk  by  Nobel  laureate  Steven  Chu, 
director  of  Lawrence  Berkeley  National  Laboratory.  "Chu 
said  that  everything  you've  heard  about  climate  change 
is  wrong.  It  is  much  worse  than  people  know— and  every 
engineer  should  be  working  on  it,"  O'Donnell  recalls.  He 
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The  usual  green  darlings, 
photovoltaic  cells  and 
wind,  fall  short  compared 
with  solar  reflectors 


got  his  chance  the  following : 
April  when  he  left  Equator, 
the  video-processing  chip 
company  he  had  founded,  wi 
about  a  year's  salary. 

He  traveled  to  conferences, 
read  scientific  papers,  talked 
to  researchers,  and  became 
convinced  Chu  was  right.  Yet  t 
averting  the  now  familiar  peril 
of  global  warming— floods,  fierce  storms,  and  famine- 
requires  almost  unimaginable  changes.  It  means  slashing 
emissions  of  CChby  a  mind-boggling  number— up  to  80% 
within  40  years,  according  to  the  latest  report  from  the 
Intergovernmental  Panel  on  Climate  Change  (IPCC). 

O'Donnell  quickly  rejected  nearly  all  the  proposed 
replacements.  The  use  of  so-called  clean  coal  requires 
capturing  and  storing  carbon,  which  is  too  costly  and 
impractical,  he  concluded.  The  usual  green  darlings, 
wind  turbines  and  panels  of  solar  cells,  fall  short.  When 
the  afternoon  sun  scorches  and  people  crank  up  their  air 
conditioners,  the  breezes  typically  die.  "Wind  can't  be  reli 
on  over  the  peak  hours,"  says  Fong  Wan,  vice-president  ft 
energy  procurement  at  PG&E.  Therefore,  it  can  supply  onl 
15%  to  20%  of  electricity  needs. 

Neither  can  solar  photovoltaic  panels  make  much  of  a  dt| 
because  they're  too  expensive.  "Solar  PV  is  a  nice  business, 
but  it  has  nothing  to  do  with  climate,"  says  O'Donnell. 

He  doesn't  hide  his  disdain  for  many  in  the  green  camp. 
"A  lot  of  people  in  the  environmental  community  act  as  if 
they  can't  count,"  he  complains.  "If  we  are  really  serious 
about  this,  we  have  to  have  something  that's  large  enough ; 
a  cost  that  makes  sense,  and  which  can  power  the  U.S.  and 
Europe— and  also  go  to  China  and  India." 

By  the  spring  of  last  year,  O'Donnell  concluded  that  tl  I 
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SKF  actuators  and  control  units  help  to  improve 
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only  feasible  approach  was  concentrated  solar  thermal 
technology,  covering  the  ground  with  acres  of  mirrors  to 
make  steam  to  drive  turbines.  This  is  the  technology  an 
Israeli  company,  Luz  Corp.,  used  to  build  the  nine  power 
stations  in  the  Mojave  Desert  in  the  1980s.  Those  power 
plants  employ  parabola-shaped  mirrored  troughs  to  beam 
sunlight  on  an  oil-filled  tube  in  each  trough.  The  oil  then 
heats  water  to  make  steam.  Those  plants  are  still  working, 
generating  354  MW  of  electricity  with  superb  reliability, 
but  costs  never  fell  to  a  level  that  would  impress  utilities. 

Meanwhile,  Spain's  Acciona  was  building  an  updated 
64-MW  version  in  the  Nevada  desert.  The  parabolic  troughs 
work  well.  But  the  mirrors,  among  other  things,  have  to  be 
very  precise,  making  them  difficult  and  expensive  to  build. 
The  original  series  of  plants  in  the  Mojave  managed  to  bring 
the  cost  down  from  28$  per  kwh  to  I6<t,  while  the  newer  ones 


How  Solar  Is  Warming  Up 

Using  different  shapes  of  mirrors  to  focus  the  sun's  heat 

onto  pipes  or  towers,  companies  are  competing  to  build 

new  power  plants.  Below  are  their  projects  and  plans 

(1,000  megawatts  can  power  750,000  homes): 


1980s  354  MW  of  trough-shaped  mirrors  in  the  Mojave  Desert  (Luz) 


2004   1- 


plant  with  flat  mirrors  in  Australia  (Ausra) 


2006   1-MW  trough  plant  in  Arizona  (Spain's  Acciona  Energia) 


2007    11  MW  with  mirrors  shining  on  a  tower  in  Spain  (Abengoa) 
64-MW  trough  plant  in  Nevada  (Acciona) 


2008-  Three  50-MW  troughs  in  Spain  (Solar  Millennium;  Abengoa) 
2009   25-MW  trough  plants  in  Algeria  and  Morocco  (Abengoa) 
20-MW  tower  project  in  Spain  (Abengoa) 


2010+  500+  MW  dish-shaped  mirrors  (Stirling  Energy  Systems) 
553-MW  trough  plants  in  California  (Solel  Solar  Systems) 
700-MW  flat-mirror  plants  for  PG&E  and  FP&L  (Ausra) 


Data:  Morse  Associates 
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are  a  penny  or  two  cheaper.  But  O'Donnell  was  determined 
start  at  10$  and  go  down  from  there. 

So  was  there  something  better  and  less  costly? 

IT  WORKED* 

O'DONNELL  STUMBLED  on  the  answer  thumbing  throu) 
a  scientific  journal  at  an  engineering  society  meeting  in 
May,  2006.  A  paper  by  University  of  Sydney  professor 
David  Mills  described  a  field  of  almost  flat  mirrors  focusi 
the  sun's  rays  on  fixed  tubes  held  by  poles  above  the 
mirrors  (diagram).  Such  mirrors  are  easier  and  cheaper 
build  than  the  parabolic  troughs,  and  can  be  made  stron 
enough  to  withstand  Florida's  hurricanes.  And  rather 
than  using  the  troughs'  oil-filled  tubes,  which  sap  power 
to  pump  the  oil,  Mills  uses  the  sun's  heat  to  turn  water 
directly  into  steam.  "It  just  riveted  me.  I  thought:  'Whoa 
Mills  is  either  a  genius  or  a  madman,'"  O'Donnell  recall: 
"If  it  can  compete  with  coal  even  at  the  beginning  of  the 
learning  curve,  it  will  change  the  world." 

The  more  he  learned,  the  more  intrigued  he  became.  Mil 
had  been  working  on  solar  technologies  for  three  decades. 
2002  he  had  hooked  up  with  local  businessman  Peter 
Le  Lievre,  who  had  been  building  vehicles  with  liftgates  tht 
ranchers  use  to  hoist  and  transport  sheep. 

In  a  rented  garage,  Le  Lievre  bolted  together  the  parts  fori 
the  first  mirror.  His  team  barely  got  it  out  between  the  garagi 
pillars.  But  it  worked.  "That  fii;st  mirror  had  great  focus,"  sa 
Le  Lievre.  "It  would  burn  the  hairs  off  the  back  of  your  hanc 
On  a  shoestring,  they  assembled  60  mirrors  into  a  1-MW  arr 
next  to  a  coal  plant  in  Liddell,  New  South  Wales.  When  they 
flipped  the  switch,  steam  gushed  out.  "Everyone  was  aghast 
that  it  worked  the  first  time,"  says  Mills. 

O'Donnell  sent  Mills  an  e-mail  in  May,  2006.  "I  told 
John  more  or  less  to  get  lost,"  Mills  says.  "But  he  was  quite 
persistent."  In  September,  O'Donnell  flew  to  Australia,  wh< 
he  met  with  more  skepticism.  "We  said,  you  would  have  to 
offer  us  a  ridiculous  amount  of  money  because  we  were  on 
very  good  wicket,"  says  Le  Lievre. 

O'Donnell  didn't  have  deep  pockets,  but  he  had  good 
contacts.  He  had  been  helping  Vinod  Khosla  evaluate  sola) 
companies.  The  Australian  approach,  he  told  Khosla,  was 
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best.  He  and  Le  Lievre  hastily  wrote  a 
plan  to  build  2  gigawatts  (2,000  MW) 
of  power  plants,  doubling  the  world 
output  of  solar  power  "as  our  opening 
act,"  O'Donnell  says.  In  early  October, 
Mills  and  Le  Lievre  visited  California. 
"I  didn't  know  who  Vinod  Khosla  was, 
so  I  was  completely  fearless,"  recalls 
Le  Lievre.  Six  days  later,  O'Donnell, 
the  Australians,  and  the  VCs  settled  on 
the  terms  of  the  eventual  $47  million 
investment. 

Khosla  still  had  questions.  "We  knew 
it  would  work,  but  at  what  cost  and 
what  level  of  performance?"  Khosla 
says.  "Would  the  glass  delaminate 
after  15  years,  or  the  coating  on  the 
tubes  deteriorate?"  Khosla  paid  the 
engineering  firm  Black  &  Veatch  Corp. 
to  study  the  array  in  Australia.  "If  s 
very  atypical  for  venture  capital  to 
spend  that  much  on  diligence,"  Khosla 
says.  PG&E  also  sent  engineers.  The 
results  were  good. 

The  new  company,  Ausra,  found 
space  in  Palo  Alto,  Calif.  Mills  and  Le 
Lievre  uprooted  their  lives  and  moved 
nearby.  (Le  Lievre  rides  to  work  on  a 
bike  propelled  by  a  rowing  motion— a 
full-body  workout  recommended  by  his  Pilates  instructor 
wife.)  O'Donnell  hired  two  utility  executives  with  experience 
building  power  plants  in  Chile,  India,  and  El  Salvador. 

O'Donnell  bubbles  with  enthusiasm  about  the  group  he 
has  assembled  as  he  and  I  pedal  around  Palo  Alto  on  his 
recumbent  tandem  bicycle.  "If  s  the  greatest  privilege  of 
my  life  to  come  to  work,"  he  says.  "We  have  the  vision,  the 
connection  to  larger  problems,  the  fundamental  science,  the 
commercial  team,  and  the  finance  team." 

If  s  a  giant  leap,  though,  going  from  a  promising 
technology  to  building  a  $400  million  100-MW  plant.  The 
first  important  step  is  contracting  with  a  utility  to  deliver 
electricity  at  a  set  price— a  so-called  power-purchase 
agreement— which  Ausra  hopes  to  announce  soon  with  PG&E 
and  FP&L.  But  if  s  tricky.  If  the  solar  plant  bids  too  low  and 
can't  deliver  at  the  price,  its  investors  would  take  a  bath. 

As  a  result,  investment  bankers  are  cautious.  Acciona 
faced  a  number  of  hurdles  building  its  64-MW  solar  plant 
in  Nevada  but  was  ultimately  able  to  get  financing  because 
the  basic  parabolic-trough  technology  had  already  been 
proven.  "The  issue  of  risk  is  a  very  real  one.  If  similar 
plants  had  not  been  operating  for  20  years,  they  would 
have  had  a  much  tougher  time,"  explains  longtime 
industry  consultant  Frederick  H.  Morse,  now  senior 
adviser  to  Abengoa. 

As  a  startup  with  newer  technology,  Ausra  faces  harder 
financial  challenges.  Coal  plant  builders  have  been  able  to 
count  on  80%  to  90%  debt  at  an  interest  rate  of  5.5%  to  6%. 
Their  equity  investors  expect  about  an  11%  return  on  equity. 
That  puts  the  average  cost  of  capital  at  about  7%.  But  since 
no  one  has  built  a  giant  solar  plant,  investors  demand  a  risk 
premium.  O'Donnell's  equity  investors  want  a  richer  20% 
rate  of  return.  Plus,  he  can  get  only  50%  debt,  at  an  interest 
rate  of  7.5%.  As  a  result,  the  overall  cost  of  capital  for  Ausra's 
first  plants  is  12%. 
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GETTING  THE  CARBON  OUT 

To  keep  global  temperatures  in  check, 
scientists  say  emissions  must  be  cut 
by  80%  by  2050 


'20       '30        '40 

PROJECTIONS 
•IF  THERE  ARE  NO  MAJOR  CHANGES  IN  ENERGY  SOURCES 
Data:  Pew  Center  On  Global  Climate  Change 


The  first  few  big 
solar  plants  need 
to  show  investors 
that  the  risk  is  low 


The  hope,  therefore,  is  that  the 
first  few  large  plants  show  investo 
that  the  risk  is  low,  causing  the 
future  cost  of  capital  to  drop.  That 
would  enable  Ausra  to  lower  the 
price  below  the  current  10.4<t. 
"Once  people  build  one  or  two 
units,  the  financial  risk  premium 
goes  away,"  explains  Jim  Ferland, 
senior  vice-president  at  New  Mexi 
utility  PNM. 

The  uncertainty  hasn't  stopped 
investors.  There's  a  sense  in  the 
financial  community  that  booms 
in  wind  and  ethanol  are  over. 
The  next  thing?  It  looks  like 
solar.  "There  has  been  a  dramatic 
increase  in  deal  volume  on  solar 
projects,"  says  Keith  Martin, 
partner  at  Chadbourne  &  Parke 
in  Washington.  "It  is  our  fastest 
growing  area  of  financing  here." 
This  trend  helps  Ausra.  In  mid 
September,  the  company  hired 
a  veteran  utility  executive  from 
Calpine  Corp.,  Robert  E.  Fishman, 
to  be  CEO,  freeing  O'Donnell  to 
be  the  full-time  evangelist.  Ausra 
is  also  busy  working  on  deals  in 
Arizona,  Colorado,  and  Nevada.  "They  clearly  believe  thei 
are  technology  solutions  to  our  energy  challenges,  and  thn 
are  developing  them  while  most  in  Washington  are  sitting 
around  arguing,"  says  Senator  Jeff  Bingaman  (D-N.M.), 
chairman  of  the  Energy  &  Natural  Resources  Committee, 
who  has  met  with  O'Donnell  and  Khosla. 

Ausra's  Big  Solar  competitors  say  the  company  is  out 
a  limb.  When  Ausra  builds  its  first  plant,  skeptics  predicv 
it  will  encounter  engineering  challenges  that  will  raise 
the  price.  "They  are  proposing  prices  that  are  very  low," 
says  Morse.  "But  if  they're  right,  if  it  is  financeable  and  i 
it  works  reliably  for  30  years  and  meets  utilities'  needs,  i 
will  be  a  great  success.  The  utilities  that  go  with  them  w 
look  like  geniuses,  and  so  will  you  for  writing  about  thei 
Basic  physics  shows  enough  sunlight  falls  on  the  deser 
of  the  Southwest  to  provide  all  of  American's  electricity 
many  times  over— given  enough  mirrors.  But  O'Donnell 
is  already  thinking  about  the  next  step— going  global. 
He  figures  Europe  could  get  all  of  its  electricity  from  Big 
Solar  plants  in  Morocco.  He  even  has  a  sneaky  China  plat' 
"Frankly,  the  original  goal  for  the  company  was  to  get  am 
arms  race  started,  where  we  move  ahead  in  the  U.S.  and 
then  China  decides  to  get  in  on  the  act,"  he  says.  "If  they 
copy  us,  that's  fine!  Fine!" 

That  kind  of  comment  has  his  colleagues  rolling  their  ey 
"John  sounds  a  bit  like  a  crazy  scientist,"  says  Lane.  "His 
brain  is  so  sharp  and  his  IQ  is  so  high,  he  just  doesn't  knov 
what  is  coming  out  of  his  mouth.  But  all  the  stuff  he  was 
talking  about  a  year  ago,  we  now  are  all  saying.  We  need  h 
to  keep  pushing  it  forward."  ■ 

-With  Adam  Ai 


BusinessWeek  .com 


BRIGHTER  DAY:  To  see  how  solar  panels  can  cut  your  home  electricity  bills,  ws 
a  video  report  at  businessweek.com/go/tv/solar. 
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The  best  is  yet  to  come. 

Bloomberg  Television  just  got  better  with  full  screen  video,  more  robust  charts  and 
dynamic  graphics  that  bring  the  day's  most  important  business  stories  alive.  With  our 
iutation  for  accuracy  and  speed,  Bloomberg  has  long  been  one  of  the  most  trusted  names 

on  Wall  Street.  Watch  today-and  discover  what  a  financial  news  network  should  be. 


Bloomberg 


re  Levis  ion 


InfoTech  Second  Acts 


That's  One 
Wav  to  Reinven 


ay 
o 


ompany 

Jonathan  Schwartz  wants  to 
return  Sun  Microsystems  to 
glory  by  giving  away  its  sof 


IMI 


BY  PETER  BURROWS 

JONATHAN  I.  SCHWARTZ 
has  lots  of  big  ideas.  Here's 
one  of  them:  He  thinks  his 
computer  company,  Sun 
Microsystems  Inc.,  is  not  all 
that  different  from,  say,  the 
publisher  of  this  magazine. 
Both  are  in  the  business  of  selling  intel- 
lectual property— one  in  the  form  of  tech- 
nology, the  other  in  the  form  of  articles. 
And  at  the  end  of  the  day,  all  that  matters 
is  getting  as  many  people  as  possible  to 
use  their  stuff.  In  Sun's  case,  more  people 
using  the  company's  operating  system 
for  servers  means  more  software  CCrrn 
developers  writing  programs  for  liere  S 

it,  and  that,  ideally,  leads  to  more 
companies  that  feel  compelled 
to  buy  machines  from  Sun  that 
use  its  software,  and  sign  con- 
tracts to  have  them  serviced. 

That  explains  why  two  years 
ago  Schwartz  pushed  Sun  to 
give  away  copies  of  its  crown 
jewel,  the  Solaris  operating  sys- 
tem. Same  for  the  blueprints 
to  some  of  its  SPARC  micro- 
processors, less  than  a  year  lat- 


value  in 
volume, 
even  if 
you're 
not  paid 
for  if5 


er.  And  last  November,  Sun  did  the  same 
with  Java,  the  ubiquitous  Net  software  it 
created  more  than  a  decade  ago.  In  each 
case,  Sun  is  not  only  making  its  software 
free  but  also  handing  over  its  code  to 
developers  so  that  anyone  can  suggest 
and  benefit  from  improvements.  "There's 
value  in  volume,  even  if  you're  not  paid 
for  it,"  Schwartz  likes  to  say. 

This  kind  of  thinking  leads  to  some  very 
unusual  behavior  for  a  CEO.  Schwartz,  42, 
will  tell  you  he's  less  interested  in  reach- 
ing a  few  hundred  chief  information  of- 
ficers (the  people  who  actually  buy  things 
from  Sun)  than  he  is  in  impressing  a  teen- 
ager who  might  use  the  Java  on 
his  phone  to  bring  up  a  game  or 
a  social  network.  And  it  explains 
why  most  nights  Schwartz  is 
tapping  out  thoughts  on  a  per- 
sonal blog  (blogs.sun.com/jona- 
than)  rather  than  hopping  a  red- 
eye to  meet  and  greet  corporate 
customers.  "Our  industry  is  go- 
ing from  one  in  which  decisions 
are  made  on  golf  courses  to  one 
in  which  decisions  are  made  by 
populations  at  large,"  he  says. 
"I  wish  I  had  a  better  golf  game, 


CEO  SCHWARTZ  but  I  don't.  If  s 

He  blogs.  He  jogs.       not  who  I  am.' 
And  he  put  Sun  gut    one 

back  into  the  black     imponant  popi 
^^^^™  tion— Sun's  ini 

tors— has  yet  to  be  convinced  these 
ideas  will  pay  off.  Schwartz  has  he. 
Sun's  years-long  financial  decline, 
cost- cutting  and  operational  impri 
ments  turned  an  $864  million  lose 
2006  into  a  $473  million  profit  ini 
year  ending  in  June.  But  Sun's  stoo 
bumping  along  at  about  5.75  a  si 
compared  with  5  when  Schwartz 
over  in.April,  2006.  Growth  is  ane 
Sales  are  expected  to  rise  less  than 
this  quarter,  compared  with  a  12% 
crease  for  Hewlett-Packard  and  6% 
IBM.  Even  with  $14  billion  in  an 
sales,  Sun  is  hardly  much  of  a  mov< 
shaker  in  Silicon  Valley  these  days. 

So  why  are  so  many  eyes,  both  w 
techdom  and  beyond,  following  Schw 
mission  to  return  Sun  to  relevance? 
one  thing,  he's  a  walking  test  case  1 
management  style  born  of  the  Web 
Also,  if  he  can  reestabish  Sun  as  a  era 
trendsetter,  it  would  make  for  one  o 
Valley's  more  spectacular  comebacks. 
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HOW  WILL  AVAYA  CHANGE 
fHE  WAY  YOU  WORK? 


I'm  Peter,  VP  of  Operations.  If  there's  an 
inventory  or  quality  issue,  our  communications 
software  proactively  brings  our  team  together 
to  take  immediate  action.  So  we  stay  agile 
and  a  step  ahead  of  the  competition. 


See  how  at  AVAYA.COM/STORIES 
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once  held  a  singular  place  in  the  world 
of  tech.  It  burst  on  the  scene  in  the  early 
1980s  with  computer  workstations  pack- 
ing so  much  punch  at  such  low  prices  that 
it  doomed  giants  like  Digital  Equipment 
Corp.  In  a  sense,  Sun  became  the  first  In- 
ternet company,  contributing  fundamen- 
tal technologies  to  bring  life  to  its  motto: 
"The  network  is  the  computer." 

'PISS  AND  VINEGAR' 

SUN'S  FAB  FOUR  of  founders— the  com- 
bative Scott  G.  McNealy,  software  genius 
Bill  Joy,  venture  capitalist  Vinod  Khosla, 
and  hardware  maven  Andreas  Bechtol- 
sheim  (who  returned  to  Sun  in  2004  after 
a  nine-year  hiatus)— rivaled  the  brains 
behind  such  earlier  Valley  legends  as  In- 
tel Corp.  Sun  rose  to  become  the  world's 
fourth-largest  computer  maker,  but  then 
management  let  its  gear  get  too  pricey 
and  misread  a  fundamental  turn  toward 
cheaper  technologies  such  as  Intel  chips 
and  the  Linux  operating  system.  McNealy 
refused  to  pull  back  on  Sun's  hefty  re- 
search and  development  budget,  even  as 
sales  plunged  from  $18.2  billion  in  2000 
to  $11  billion  in  2005.  From  2003  through 
2006,  as  most  of  the  Valley  was  pulling 
out  of  the  Net  bust,  Sun  lost  $4.7  billion. 

Another  reason  to  watch:  Whether 
he  succeeds  or  fails,  Schwartz  is  likely 
to  make  a  splash.  This  is  a  man  who 
clearly  wants  to  be  noticed.  Once,  when 
Schwartz  was  a  young  entrepreneur  try- 
ing to  persuade  Steve  Jobs  to  promote 
and  support  the  use  of  software  from  his 
company,  Lighthouse  Design,  a  staffer 
at  Jobs'  NeXT  Computer  misspelled  his 


NeXT  developer-relations  man- 
ager Chris  MacAskill.  "He's  full 
of  piss  and  vinegar.  Dealing 
with  him  made  Steve's  head 
explode,"  MacAskill  recalls. 

In  the  years  after  Sun  bought 
Lighthouse  in  1996,  Schwartz 
remained  an  agitator.  He  raced 
through  nine  jobs  in  his  first 
eight  years  at  the  company, 
becoming  increasingly  vocal 
about  the  changes  he  and  many 
others  wanted  to  see,  even  while 
building  a  base  of  close  allies. 
Many  Sun  managers  bailed 
out  as  McNealy  failed  to  act. 
Schwartz  stayed  and  argued  for 
cost-cutting,  giving  away  So- 
laris, and  malting  a  concerted 
push  to  sell  cheaper  Intel-based 
systems.  "He  was  a  proponent 
of  the  obvious  to  anyone  outside 
of  Sun,  but  he  was  one  of  the 
only  ones  inside  the  company 
that  would  stand  up  and  say 
it,"  says  Peter  Yared,  a  software 
executive  who  left  Sun  in  2003. 
Schwartz  tried  to  talk  Yared  out 
of  leaving,  saying:  "You  think  I 
want  to  work  with  a  bunch  of 
middle-aged  guys  that  play  golf?  Let's 
change  this  place." 

McNealy  saw  in  Schwartz  a  bold  leader 
who,  despite  their  disagreements  over 
tactics,  shared  his  network-centric  phi- 
losophy. Yet  the  contrast  between  the 
two  couldn't  be  more  stark.  McNealy, 
who  remains  as  chairman  and  talks  with 
Schwartz  daily,  is  a  scratch  golfer  and 
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PLENTY 
OF  UPSIDE 

To  regain  its  fast  growth, 
Sun  needs  to  convince 
software  developers  to 
write  for  its  Solaris 
operating  system 


Data:  Evans  Data's  spring  survey,  June,  2007 

name  in  a  "don't  call  us,  we'll  call  you" 
e-mail.  Schwartz  responded  by  banging 
out  the  misspelled  characters,  over  and 
over,  in  bigger  and  bigger  type,  until  the 
letters  were  an  inch  high. 

Schwartz  succeeded  in  persuading 
Jobs  to  work  with  him,  but  a  feud  over 
pricing  grew  so  fierce  that  for  a  while  the 
pair  could  communicate  only  through 
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pickup  hockey  player  who  still  thrives  on 
schmoozing  with  big  customers.  Schwartz, 
who  has  been  married  since  1999  and  has 
two  children,  is  more  likely  to  be  seen  jog- 
ging in  his  Noe  Valley  neighborhood  in 
San  Francisco,  attending  school  events, 
or  dining  out  at  swanky  restaurants. 
Schwartz  says  he  doesn't  own  an  iPod,  but 
the  man  is  consumed  with  the  Net. 


And    while    insiders    SUNBURN 
say  McNealy  can't  bear    Its  slow 
the  huge  egos  of  power    reaction 
brokers   at  events  like    time  led 
the    Davos   conference,    *V  ySi?-?r  . 
Schwartz  enthuses  about    from  o0C 
his  good  fortune  to  have    -.q  2006 
met  people  like  New  York    ^m 
Times  publisher  Arthur 
O.  Sulzberger  Jr.  and  Luiz  Inacio 
da  Silva,  the  President  of  Brazil! 
quaintances  say  that  what  some  ■ 
see  in  Schwartz  as  arrogance  is  mo 
case  of  intellectual  honesty  in  one 
just  can't  back  off  a  debate  about  hii 
another's)  business.  Says  McNealy 
like  the  No.  4  buzz  cut  from  Super 
With  [Schwartz],  if  s  a  ponytail.  I  dd< 
in  the  Pentagon,  and  he's  great  with 
velopeps.  We  got  it  all  covered." 

While  CEO,  McNealy  kept  Sun  it 
news  with  his  ceaseless  trash-tali 
about  Intel  and  Microsoft  Corp.,  fam 
ly  referring  to  the  software  giant\« 
ecutive  team  as  "Ballmer  and  Butth« 
Schwartz,  on  the  other  hand,  studic 
avoids  talking  about  the  competi 
calling  it  "a  waste  of  branding  oppi 
nity."  He  has  worked  hard  to  strike  u 
liances  with  McNealy's  former  nem 
In  January,  he  signed  a  deal  to  create 
jointly  sell  servers  based  on  Sun's  Sc 
software  and  Intel's  chips.  In  Au, 
IBM  announced  it  would  sell  Solar 
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some  of  its  machines.  Analysts  believe 
Schwartz  may  soon  strike  a  deal  with 
Dell  Inc.  "I  must  say,  one  of  the  more 
pleasant  aspects  of  the  new  relationship 
is  that  I  haven't  read  anything  abusive 
from  Scott  in  a  long  time,"  says  Intel  CEO 
Paul  S.  Otellini. 

MINIMAL  COACHING 

SCHWARTZ  DID  MANAGE  to  cause  a 
minor  ruckus  with  his  recent  decision  to 
change  Sun's  stock  symbol  from  SUNW 
to  JAVA.  Sun's  shares  are  consistendy 
among  the  most  actively  traded.  Schwartz 
insists  the  change  will  help  focus  billions 
of  people  on  the  steaming-cup-of-coffee 
logo  that  shows  up  on  their  cell  phones 
and  other  gadgets.  "The  number  of  peo- 
ple who  know  Java  swamps  the  number 
of  people  who  know  Sun,"  he  argued  in 
a  blog  post  predicting  the  negative  feed- 
back. But  many  of  the  364  comments 
to  that  post  derided  the  move  as  a  sales 
ploy— made  even  more  poindess  by  the 
fact  that  Java  hasn't  been  a  sexy  technol- 
ogy topic  since  the  late  '90s. 

Not  everyone  was  convinced  Schwartz 
was  cut  out  for  the  corner  office.  He  came 
in  exuding  a  brainy  confidence  that  irked 
those  who  were  more  concerned  about 


the  lack  of  grand  accomplishments  on 
his  resume.  Also,  Schwartz  showed  signs 
of  drinking  the  dot-com  Kool-Aid.  He 
bought  so  much  stock  on  margin  during 
the  Net  boom  that  the  company  had  to 
grant  him  $4  million  in  loans  in  2001 
and  '02  to  help  him  pay  off  the  mar- 
gin calls,  according  to  public  filings.  "I 
felt  he  needed  a  BS  detector,"  says  one 
former  Sun  executive  who  left  in  2005 
when  it  was  clear  Schwartz  was  destined 


to  replace  McN<  I 
"He's  very  chant  I 
and  very  smart,  [1 
I  don't  feel  the  de 
and  substance  ye  i 
Schwartz  poini 
Sun's  hard-won  ] : 
gress.  As  for  the  1 1 
gestion  by  some  j 
his  opinionated 
borders  on  arroga 
he  responds:  "E 
siveness  in  some- 
10  years  younger  1 
you  looks  like  a 
gance.  But  it's  1 
for  me  to  hear 
people  think  that" 
Nealy  says  Schw* 
toughest  challenge  within  the  compai 
to  recreate  the  "loyalty  and  passion" 
Nealy  enjoyed  as  one  of  Sun's  found* 
"The  only  thing  I've  coached  him  c 
getting  in  front  of  enough  customers  s 
employees,  so  they're  ready  when  youi 
on  them  for  some  afterburner  work, 
says.  "Blogs  are  helpful,  but  you  ha\ 
be  there  in  flesh  and  blood." 

Where  Schwartz  and  his  critics  a. 
is  that  Sun's  comeback  requires  r* 


MANAGES 


teams  on  two  continents 


to  find  time  to  learn  a  third  language 


to  keep  the  competition  guessing 


to  inspire  his  community 


to  make  all  his  son's  soccer  games 
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ware  developers  and  corporations  to 
pt  Solaris.  That  boosts  the  odds  that 
tpanies  will  buy  machines  that  run 
servers  account  for  46%  of  Sun  reve- 
3— or  at  least  Solaris  support  contracts 

t  upgrades,  phone  help,  and  the  like, 
or  the  first  time  in  years,  there  does 
n  to  be  some  movement.  According 
vans  Data,  the  percentage  of  devel- 
:s  working  with  Solaris  rose  to  3-4% 

spring,  from  1.8%  the  year  before, 
re's  anecdotal  evidence  of  gains  as 
Hot  Web  2.0  companies  such  as 
Linked-In,  and  Twitter  are  using 
iris.  Sun  is  even  making  a  comeback 
jme  engineering  schools,  where  So- 
li ruled  in  the  late  1990s.  Last  year, 
Icompany  briefly  considered  offering 
id  to  every  graduate  from     ^     -• 

University  of  California    ^50lcH*lS 
Berkeley   computer   sci-     QriT™,r<;  tn 
i  program.  It  decided  not    dj^j^tdl  o  L\J 
ut  still  wound  up  hiring    Up  rrQ  initio* 
jt  of  the  59  grads.  "We     uc  S^11111^ 
B  like:  'Hey,  maybe  we're    tTclCtlOIl 
again,' "  says  Schwartz. 
I'here  McNealy  was  dis- 
iive  of  Linux,  Schwartz 
[tried  to  woo  the  millions 
evelopers  and  users  of  the 


with 
developers 


open-source  code.  Sun  is  working  on  a 
version  of  Solaris  called  Project  Indiana 
that  would  update  the  clunky  look  and  feel 
with  something  more  like  the  friendlier 
interface  of  Linux.  Says  Peter  T.  Brown, 
executive  director  of  the  Free  Software 
Foundation,  an  advocacy  group  that  has 
helped  marshal  the  efforts  of  Linux  devel- 
opers: "There's  lots  of  interest  in  Solaris. 
It  could  certainly  gain  some  traction." 

FREE  DOWNLOADS  GALORE 

THE  QUESTION  IS,  how  much?  Sun  points 
out  that  Solaris  has  been  downloaded 
nearly  11  million  times  from  its  Web  site. 
But  only  36,000  of  those  downloads  in 
2006  led  to  paid  service  contracts,  says 
market  researcher  IDC.  That  compares 
with  1.1  million  contracts  for 
purveyors  of  the  "free"  Linux 
operating  system  distributed 
by  Red  Hat  Inc.  and  other 
companies.    "I    downloaded 
[Solaris]  three  times  just  last 
week"  to  check  out  new  fea- 
tures   or   for    reinstallation, 
notes  longtime  software  ana- 
lyst Dan  Kusnetzky.  "A  down- 
load is  not  a  useful  measure." 
Also,  most  of  those  down- 


loads were  made  on  Dell,  HP,  and  IBM 
computers  built  around  chips  from  Intel 
and  Advanced  Micro  Devices  Inc.  To  really 
cash  in,  Sun  needs  to  persuade  those  folks 
to  buy  its  machines,  preferably  the  more 
profitable  ones  based  on  its  SPARC  chips. 
In  all  likelihood,  not  many  will.  That  puts 
pressure  on  Sun  to  come  up  with  new 
tricks  to  maintain  its  lofty  margins.  One 
way  is  to  extend  Solaris  from  servers  to 
other  kinds  of  machines.  Sales  of  a  So- 
laris-based storage  device  called  Thumper 
jumped  from  zero  to  $100  million  in  the 
past  six  months.  But  that's  a  drop  in  the 
bucket  for  a  $14  billion-a-year  company. 

This  leads  critics  to  conclude  that 
Schwartz's  moves  may  be  too  little,  too 
late.  If  Sun  had  moved  aggressively  to  give 
away  Solaris  in  the  mid-1990s,  they  say,  it 
might  have  forestalled  the  rise  of  Linux 
and  Windows.  Now  Schwartz  has  to  con- 
tend with  the  suggestion  by  competitors 
that  Sun's  days  are  past.  "Ifs  like  back 
in  high  school,  when  I'd  throw  these  big 
parties  and  I'd  think  I  was  so  cool,  only  no 
one  would  come,"  says  Jim  Zemlin,  direc- 
tor of  the  Linux  Foundation,  a  consortium 
devoted  to  the  growth  of  the  rival  software 
system. "  I  believe  Jonathan  is  a  very  smart 
guy,  but  I  think  that's  where  they  are."  ■ 
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The  Rise  of  the 
Affinity  Cell  Phone 

Sonopia's  idea:  Enable  small  interest  groups 
to  offer  their  own  handsets  and  calling  plans 


BY  JENNIFER  L.  SCHENKER 

10  SERIAL  ENTREPRENEUR 
ljuha  Christensen,  U.S. 
mobile-phone  customers 
seem  strangely  neglect- 
ed. Every  year,  80  mil- 
lion or  more  dissatisfied 
subscribers  switch  service 
plans.  And  while  the  penetration  rate  for 
cell  phones  in  the  U.S.  is  a  lofty  81.5%, 
according  to  market  researcher  iSuppli 
Corp.,  that  leaves  about  56  million  peo- 
ple (yes,  some  of  them  babies)  who 
don't  carry  a  phone. 

How  to  reach  those  teeming 
millions?  Christensen's  latest 
venture,  a  Menlo  Park  (Calif.) 
startup  called  Sonopia,  hopes 
to  hook  quite  a  few  by  leasing 
radio  spectrum  from  Verizon 
Wireless,  then  reselling  it  to 
other  companies  who  will 
sign  up  their  own  custom- 
ers. Sonopia's  idea  is  to  at- 
tract a  diverse  collection  of  interest 
groups— from  small  churches  and  Little 
League  teams  to  rock  groups  like  Bare- 
naked  Ladies.  Each  offers  mobile  phones 
and  services  with  help  from  Sonopia  on 
everything  from  customized  handsets  to 
billing.  "Big  carriers  take  a  one-size-fits- 
all  approach,"  says  the  42-year-old  Chris- 
tensen. "I  want  to  democratize  the  sector 
by  enabling  even  small  organizations  to 
offer  handsets  and  calling  plans." 

Christensen  isn't  the 
first  to  latch  onto  this  re- 
sale model,  which  goes  by 
the  clunky  moniker  "mobile 
virtual  network  operator," 
or  MVNO.  Virgin  Mobile  started  one  of 
the  earlier  MVNOs  back  in  1999,  leasing 
airwaves  from  major  carriers  on  four  dif- 
ferent continents.  Many  others  followed, 
and  some  made  big  profits  in  Europe. 
But  in  the  U.S.,  where  it  has  attracted 
more  than  4.8  million  customers,  Virgin 
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concedes  it  has  lost  money  every  full  year 
since  its  creation  in  2002.  Others,  includ- 
ing Disney  Mobile,  Mobile  ESPN,  and 
Amp'd  Mobile,  have  closed  up  shop. 
Christensen  thinks  these  earlier  ven- 
w  tures  got  off  on  the  wrong 

'  r  foot  by  trying  too  hard  to 
mimic  major  carriers.  They 
ran  their  own  retail  stores, 
subsidized  phones  they  sold 
to  their  customers,  and  spent  huge  sums 
on  marketing  and  sales. 

Following  a  playbook  that  is  standard 
for  MVNOs  in  Europe,  Sonopia  eschews 
hardware  subsidies  and  relies  on  the 
Internet  for  sales  and  customer  support. 
It  also  coddles  organizations  that  want 


to  start  their  own  phone  networks  ui 
its  umbrella.  "All  it  takes  is  15  minutt 
set  up  and  configure  our  software," 
Christensen.  "Then,  for  all  intents 
purposes,  they  look  like  a  competitc 
AT&T  and  Sprint." 

Sonopia  currendy  has  deals  with  r 
than  a  dozen  major  brands  and  5: 
smaller  organizations,  from  the  Nati 
Wildlife  Federation  to  sports  teams 
the  Adantic  League's  Long  Island  Di 
in  Central  Islip,  N.Y.  Sonopia  helps 
team  supply  fans  with  green  Mote 
Razr  phones,  complete  with  duck 
blems  and  ringtones  that  quack. 

Christensen,  a  Dane  born  in  Finl 
never  earned  his  college  degree.  Inst 
from  a  young  age 
got  experience  w 
ing  in  his  family's  s 
aviation  company 
side  Copenhagen.^ 
he  was  already  pilo 
airplanes,  and  at  1 
started  a  compute) 
selling  business. 

For  more  than 
decades,     Christei 
has  been  a  force  in 
global    wireless 
tor.  Before  there  M 
Palm  Pilot,  he  he 
pioneer  personal  dil 
assistants  at  Psior 
Britain.  Then  he  pi 
some  of  the  worldY 
mobile-phone   mai 
into  a  consortium  ex 
Symbian.  In  20001 
spearheaded  Micre 
Corp.'s    global    f 
into  smartphones. 
porting  directiy  to 
Steve  A.  Ballmer.  A 
years  later,  he  jun 
to  Web  startup  Me 
media  Inc.  and  nl 
millions  when  that  company  was 
to  Adobe  Systems  Inc.  in  2005  in  a  s 
deal  worth  $3-4  billion. 

Christensen  has  splurged  on  a  5,( 
square-foot  home  in  the  hills  overloo 
San  Francisco  Bay.  But  he  works 
Spartan  headquarters  with  an  open  c 
plan.  To  save  money,  he  hired  a  Ukr 
an  team  to  build  the  software  that  sil 
the  company  Web  site.  "When  you 
adding  all  these  things  up,  it  makes  a 
difference,"  says  Christensen.  "We 
the  same  average  revenue  per  user  a: 
other  [operators],  but  while  it  takes  t 
something  like  20  months  to  earn  t 
money  back  on  a  subscriber,  it  take 
only  eight  or  nine  months."  ■ 
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CoverStory 


The  Clock  and 
The  Paycheck 

Many  readers  cheered  workers  getting  their  due; 
others  lamented  a  litigious  and  indolent  America 


BusiiMSfWeek 


WAGE  WARS 


"Wage  Wars,"  our  Oct.  1  Cover  Story  about  overtime  pay, 
referred  to  the  emergence  of  a  "white-collar  proletariat" : 
employees  with  college  educations  and  middle-class  incomes 
who  are  essentially  modern-day  production  workers.  The 
article  described  a  surge  in  lawsuits  on  behalf  of  these 
employees— including  computer  programmers,  accounting 
firm  staff,  and  pharmaceutical  sales  reps—demanding  that 
they  get  paid  for  working  more  than  40  hours  a  week.  The  piece  struck  a 
nerve  for  a  lot  of  readers,  who  chimed  in  with  their  own  tales  of  onerous  hours 
without  extra  pay  and  seemed  delighted  that  companies  are  being  called 
to  account.  "Enough  is  enough,"  wrote  one.  A  far  smaller  group  wanted 
these  workers  to  stop  their  whining.  As  one  writer  noted:  "Every  American 
employee  shares  one  means  of  relief  certain  to  prevent  further  abuse:  They 
can  quit  and  look  for  another  job."  Our  article  identified  Reno  (Nev.)  attorney 
Mark  R.  Thierman  as  a  trailblazer  in  filing  claims  on  behalf  of  the  white-collar 
working  class,  and  pointed  out  that  he  had  reaped  millions  of  dollars  in  doing 
so.  That  spurred  about  half  a  dozen  readers  to  lash  out  at  the  lawyers  who  bring 
these  suits.  But  that  outrage  didn't  deter  a  plaintiffs'  attorney  from  promoting 
his  law  firm's  services  on  the  reader's  comment  section  ofBusinessWeek.com. 
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»  Generally,  I  think  we  are  a  lawsuit-1 
crazy  society,  but  in  this  case  I  see  res 
merit  to  the  claims.  My  husband  is  a  i 
"manager"  for  a  large  manufacturinj 
company  where  he  works  a  lot  of 
overtime.  This  past  week  he  worked  I 
66  hours.  No  overtime  pay,  of  course 
I  used  to  think  that  this  was  simply 
what  is  "expected"  of  white-collar 
employees,  but  this  is  wrong!  At  the 
of  the  month,  many  of  the  employees 
who  work  for  my  husband  bring  hon 
paychecks  much  larger  than  his  beca 
they  are  paid  for  their  overtime  whild 
he  is  not. 

Screen  name:  Tiffal 


»  Work  is  a  privilege.  Those  who  do  i 
more  than  they  are  paid  for  (yes,  evei 
Starbucks  baristas)  get  noticed,  get 
promoted,  and  earn  more  because  of 
it.  Why  not  let  the  market  work  and 
those  who  want  to  work  hard  reap  th 
rewards  to  which  they  are  entided?  IV 
Thierman  and  his  ilk  are  not  helping 
America  remain  great— they  are 
roadblocks  to  our  market  leadership. 
Their  tactics  worked  in  the  last  centu 
when  workers  needed  protection;  the 
are  an  impediment  now. 

JanisDietz,} 

Professor  of  Business  Administra 

The  University  of  La  Vi 

La  Verne,  C 


»  An  employer  who  does  not  pay 
overtime  is  just  stealing  from  its 
employees.  This  law  has  been  around 
since  1938.  It's  not  hard  to  figure 
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out.  There  is  a  100%  foolproof  way 
of  never  losing  a  suit— just  pay  every 
employee  overtime  and  always  pay  them 
for  the  hours  they  work. 

Screen  name:  Bob 
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»  The  article  "Wage  Wars"  perfectly 
encapsulated  the  mentality  of  the 
American  worker  and  the  ever-increasing 
sense  of  entidement.  The  theme  seems  to 
be  that  people  want  to  get  paid  as  much 
as  possible  for  doing  as  little  as  possible. 
Whatever  happened  to  wanting  to  work 
hard  to  do  a  good  job? 

Evan  Montgomery 
Chicago 


»  The  whole  country  needs  to 
reevaluate  the  priority  of  work  vs. 
family.  Europe  is  on  the  right  track:  a 
32-to-35  hour  workweek,  which  allows 
the  potential  to  employ  more  of  the 
population,  lower  stress,  and  bolster 
family  cohesion. 

Screen  name:  Greg 


Depression-era  laws 
aimed  at  factories 
and  textile  mills  are 
being  applied  in  a  21st 

century  economy,  raising 

fundamental  questions 

about  the  rules  of  the 

modern  workplace." 

—from  "Wage  Wars" 

my  litde  family  business  $75,000  last 
year  to  defend  ourselves  in  a  bogus 
suit....  Did  these  employees  ever  work 
overtime?  No.  Never.  But  it  didn't  matter. 
The  game  is,  it  is  cheaper  to  setde  than 
be  right.  Today  I  am  facing  bankruptcy. 

Screen  name:  DE 


more  without  overtime,  even  when  i 
are  middle  management  with  great 
perks.  Entitlement  mentality  is  wha 
killing  America.  And  by  the  way,  th( 
lawyers  are  not  your  friends. 

Screen  name: , 


»  As  an  engineer  and  manager,  I've 
given  up  large  chunks  of  weekends 
and  I've  been  called  at  all  hours,  to 
the  point  of  harassment,  only  to  end 
up  struggling  to  maintain  a  standan 
of  living  equal  to  my  parents'.  If  a 
company  wants  my  knowledge  24/7. 
they  should  have  to  pay  for  it  whene 
they  use  it.  No  different  from  using  t 
muscles  of  an  assembly-line  worker. 
Screen  name:  Abused  Middle  Man< 


»  I  am  sick  and  tired  of  CEOs 
complaining  about  paying  overtime 
while  they  reap  more  money  in  a  month 
than  most  of  us  do  in  a  year. 

Screen  name:  MC 


»  What  the  article  does  not  mention 
is  this:  It  does  not  even  matter  if  [a 
company  is]  in  violation  [of  overtime 
laws]  or  not.  Believe  me,  I  know.  It  cost 


»  We  all  appreciate  the  low  prices 
of  discount  stores  like  Wal-Mart  but 
scream  injustice  when  we  work  an  hour 


»  I  am  a  medical  transcriptionist....  I 
was  not  aware  that  [overtime  litigati 
was  such  a  fad!  Ours  is  an  industry- 
wide problem....  I  usually  worked  60' 
hours  a  week,  then  was  thanked  by  n\ 
supervisor  nagging  me  about  puncbi 
in  10  minutes  late. 

Screen  name:  De 

*All  comments  identified  by  screen  nan 
are  from  BusinessWeek.com 
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fondering  how  to  start  the  conversation  about 
drugs  and  alcohol  with  your  kids?  Go  to: 


The  conversation  starts  here. 


The  Partnership  •  for  a  Drug-Free  America* 
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"My  miles  have  the 
power  to  grant  a  wish." 


I'm  rich. 

In  frequent  flier  miles. 

Since  I'm  too  busy  to  use  them, 

they've  just  been  sitting  there. 

But  a  friend  gave  me 

an  idea — donate  miles  to  the 

Make-A-Wish  Foundation®. 

They  need  over  two  billion  miles 

a  year  to  help  grant  wishes 

to  children  with  life-threatening 

medical  conditions. 

With  my  miles,  Sara  and  her 

family  were  able  to  go  on  a  dream 

vacation  to  Hawaii.  I  felt  like  the 

fairy  godmother,  helping  make 

wishes  come  true. 
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'I  wish  to  go 

SARA, 
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Wish.org 
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Traveling  by  Air 

21st  Century  Style 


The  Best  in  Premium  Class 

Much  media  attention  these  days  is  devoted 
to  the  growth  of  low-cost  airlines  and  the  bargains 
they  offer  passengers  willing  to  endure  a  no-frills 
experience.  But  the  airline  industry  is  hardly 
neglecting  premium  passengers;  indeed,  business 
travelers  willing  to  spend  a  little  more  can  find 
a  whole  new  range  of  amenities  and  services, 
plus  some  new  options  for  premium  passage. 

If  your  budget  allows  business-  or  first-class  fares  -  or  you 
can  snare  a  precious  upgrade  -  your  options  are  better  than 
ever.  Established  airlines  are  revamping  the  premium  cabins 
aboard  their  planes,  not  to  mention  their  airport  lounges.  And 
a  new  form  of  international  transportation  has  emerged,  the  all- 
premium-class  airplane;  some  major  airlines  are  contemplating 
all-business-class  flights  in  response  to  competition  from  new 
entrants  focused  on  that  concept. 


lore  Creature  Comforts  in  the  Lounges  and  in  the  Air 


issengers  on  Lufthansa  can  expect  to  find  more  pre-departure 
sature  comforts  in  the  months  ahead  as  the  German  carrier 
lends  $137  million  upgrading  its  airport  lounges  worldwide, 
cording  to  Don  Bunkenburg,  director  of  corporate  sales  and 
gions-North  America. 

"We  do  extensive  research 
with  clients  to  find  out  where 
we  can  get  better,  and  one 
area  is  the  ground  product," 
he  said.  Thus  Lufthansa  is 
building  a  new  lounge  com- 
plex for  first-  and  business- 
class  flyers  at  New  York  JFK, 
due  to  open  in  mid-2008 
for  customers  of  Lufthansa 
and  sister  airline  Swiss. 


"In  addition,  we're  working  on 
new  lounges  in  Detroit,  Houston 
and  Washington  D.C.,"  he  said. 

In  Europe,  Lufthansa  won 
acclaim  for  its  first-class  termi- 
nal at  Frankfurt  Airport,  where 
front-cabin  flyers  get  extravagant 
perks  like  valet  parking,  personal 
assistants,  day  rooms  and  limo 
service.  In  August,  Lufthansa 
opened  a  new  first-class  lounge  at  its  Munich  hub,  part  of  a  new 
concentration  on  its  most  valued  customers.  And  that's  just  the 
beginning:  "We'll  be  testing  new  (first-class)  seats  this  fall  on 
several  routes  to  the  U.S.,"  with  a  revamped  first-class  cabin 
on  long-haul  routes  to  follow. 

Visit:  www.lufthansa.com 
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International  Business  Class  has 
changed  a  lot  in  recent  years.  Many  airlines 
have  instaIled"lie-flat"(or  nearly  flat)  seats 
with  more  legroom,  so  even  the  worst 
in-flight  insomniac  can  catch  a  few  winks. 
They're  adding  new  technology  like  on- 
demand  entertainment  systems  with 
big  individual  screens  and  scores  of 
movies,  TV  shows  and  audio  options; 
also  individual  power  ports,  USB  con- 
nections, noise-reduction  headphones, 
even  iPod  jacks.  And  they've  recruited 
celebrity  chefs  to  put  new  gusto  into 
in-flight  menus. 

The  new  generation  of  business-class 
comfort  was  long  exclusive  to  foreign 
airlines.  But  major  U.S.  carriers  are  finally 
joining  in.  By  the  end  of  2007,  American 
Airlines  should  have  new  business-class 
cabins  on  all  its  overseas  767-300s.  It 
recently  completed  the  same  overhaul  on 
the  first  of  its  777s  (which  are  also  getting 
new  first-class  passenger  compartments 
called  Flagship  Suites).  On  October  29, 
United  Airlines  rolls  out  the  first  767 
in  its  international  fleet  equipped  with 


If  Business  Class  is  beyond  your  budget, 
another  option  is  gaining  acceptance:  the 
premium-economy  section,  a  middle  ground 
between  economy-  and  business-class. 


the  carrier's  brand-new  Business  Class. 
The  new  United  Business  Class  will  then 
go  into  the  airline's  other  96  long-haul 
aircraft  -  767s,  747s  and  777s  -  a  job  that 
will  take  until  2009. 

Foreign  competitors  aren't  sitting  idle. 
British  Airways  is  already  working  on 
the  second  generation  of  a  new  Business 


Class,  with  a  wider,  ergonomically  re- 
designed, fully  flat  seat-bed;  larger  digital 
video  screens;  and  other  enhancements. 
It's  in  more  than  40  aircraft,  with  the  whole 
international  fleet  due  for  completion 
next  year,  according  to  Robin  Hayes, 
executive  vice  president-the  Americas. 
Singapore  Airlines  is  adding  a  unique 
feature  to  its  KrisWorld  inflight  enter- 
tainment system  - 
office  software  so 
passengers  can  work 
at  their  seats  without 
a  laptop;  they  plug 
a  little  "thumb  drive" 
with  personal  files 
into  the  USB  port  at  their  seat,  and  can 
work  with  word  processing  and  spread- 
sheet programs. 

To  see  who's  got  what  in  the  way  of 
easy-sleeping  business-class  seats,  go  to 
www.flatseats.com.  It  has  rankings  by 
airline,  user  reviews,  even  photos  of  seats 
offered  by  different  carriers. 


Meanwhile,  a  new  breed  of  carrier ! 
come  on  the  scene  -  the  all-premium-cl 
airline.  This  hybrid  service  was  started 
Lufthansa  in  2002,  with  its  transatlant 
Lufthansa  Business  Jet  service  -  44-  ti 
48-seat  737s,  or  A319s  with  full  busine 
class  services  for  every  passenger.  It 
currently  flies  from  Chicago  and  Newarii 
to  Dusseldorf  and  Newark-Munich; 
Newark-Frankfurt  starts  October  28.  Mil 
recently,  new  all-business-class  airlin 
emerged,  including  Eos,  MAX  jet  anoi 
Silverjet,  operating  between  the  U.SS 
(mostly  New  York/  Newark)  and  Lond. 
and  L' Avion,  flying  Newark-Paris.  The 
been  so  successful  they've  raised  new 
capital  and  are  adding  more  aircraft  an 
frequencies  -  and  the  new  competition 
has  been  driving  other  airlines' busine 
class  fares  downward. 

Sir  Richard  Branson's  Virgin  Atlam 
Airways  plans  to  begin  all-premium-c'c 
flights  between  the  U.S.  and  continent 
Europe  in  2008.  Meanwhile,  media  repc 


Adding  Flights  and  Routes  to  Meet 
Demands  of  a  Growing  Market 

Got  business  in  China?  Beijing  and  Shanghai  have  good  non-stop 
air  service  from  the  U.S.  However,  "we're  seeing  a  lot  of  business 
travelers  and  companies  move  away  from  the  main  cities  (in 
China),"  said  John  Jackson,  manager-general  marketing,  Korean 
Air.  "The  cost  of  doing  business  in  Beijing  and  Shanghai  is  much 
greater  than  it  was  just  a  couple  of  years  ago,  so  a  lot  of  people 
are  looking  into  secondary  cities  -  and  that's  where  our  focus 
and  strength  is." 


"Korean  Air  flies  from  12  cities  in  North  America 
to  22  in  China  -  more  Chinese  cities  than  any  non- 
Chinese  airline,"  he  said.  Add  Korean's  code-shares- 
with  U.S.  SkyTeam  partners  like  Northwest,  Delta 
and  Continental  and  the  increased  number  of  U.S.- 
China markets  served  is  "exponential,"  Jackson  saic 

In  between  is  an  easy  connection  at  five-year- 
old  Seoul  Incheon  Airport,  where  international 
connecting  times  average  90  minutes.  "Korea  and  the  U.S.  have 
open  skies,  so  we  can  add  flights  and  routes  any  time,  anywhere,' 
he  said.  "Korea  and  China  have  something  similar,  so  we've 
added  a  dozen  routes  in  the  last  year  and  a  half  into  China.  U.S. 
and  Chinese  airlines  are  restricted  to  how  many  flights  they  can 
offer  between  the  two  countries,  but  we'll  route  you  through 
Seoul.  We've  been  very  successful  at  doing  that." 

The  airline  has  beds  in  First  Class  and  lie-flat  business-class 
seats  with  the  latest  high-tech  personal,  on-demand  entertainmen 


Visit:  www.koreanair.coi 
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ince  in  Reach  You  step  off  that  plane,  and  business  becomes  your  game. 
u  ready?  With  one  of  the  largest  global  networks  and  728  connecting  flights, 
I  the  pillar  that  helps  you  achieve  success  in  your  business. 


Excellence  in  Flight 

KOREAN  AIR  % 


- 


from  Asia  indicate  Singapore  Airlines  is 
considering  an  all-business-class  service 
on  non-stops  from  Los  Angeles  and  New 
York  to  Singapore. 

Lufthansa  has  another  new  service 
for  high-end  travelers.  It  teamed  up  with 
Netjets  to  offer  passengers  on  flights  of 
Lufthansa  and  partner  Swiss  the  option 
of  a  private  jet  connection  to  1,000  points 
in  Europe  and  Russia.  Passengers  book 
the  transatlantic  flight  and  private  jet 
connection  in  one  call;  they  are  taken  from 
the  plane  in  Frankfurt  or  Munich  to  the 
first-class  terminal,  then  they're  driven 
to  the  small  jet  in  a  Mercedes  or  Porsche. 
"It's  like  a  WIP  service.  We  put  a  very 


SPECIAL  ADVERTISING   SECTION 

high  focus  on  the  service  chain  for  that 
product,  and  it's  been  very  successful," said 
Don  Bunkenburg,  Lufthansa's  director  of 
corporate  sales  and  regions  -  the  Americas. 

If  Business  Qass  is  beyond  your  budget, 
another  option  is  gaining  acceptance:  the 
premium-economy  section,  a  middle 
ground  between  economy-  and  business- 
class.  Passengers  get  slightly  wider  seats, 
more  legroom,  enhanced  dining  options 
and  so  on  -  just  not  as  much  as  Business 
Class.  For  example,  Air  New  Zealand's 
recently  upgraded  premium -economy 
service  includes  39  to  40  inches  of  seat 
pitch,  on-demand  in-flight  entertainment 
via  high-res  personal  video  screens,  hot 
towels  and  amenity  kits;  passengers  get 
pre-takeoff  drinks  and  printed  menus  too. 

The  website  SeatGuru,  which  tracks 
seating  options  on  the  world's  carriers, 
lists  nine  airlines  that  offer  Premium 
Economy  from  the  U.S.:  Air  New  Zealand, 
ANA,  bmi,  British  Airways,  Eva  Airways, 
SAS,  Singapore  Airlines,  Thai  Airways  and 
Virgin  Atlantic.  Qantas  reportedly  plans 
to  add  Premium  Economy  in  the  future. 
For  more  information:  www.seatguru.com/ 
charts/premium_economy.php/ 

Business  travelers  looking  for  the  best 
service  should  remember  that  it's  a  good 


idea  to  explore  international  connecting 
options  as  well  as  non-stops.  For  example, 
non-stop  routes  between  the  United 
States  and  China  on  U.S.  and  Chinese 
carriers  are  fairly  limited  and  are  only 
slowly  being  expanded,  even  though 
traffic  is  growing  by  10  percent  a  year, 
twice  as  fast  as  other  transpacific  markets.  | 
But  Korean  Air,  whose  in-flight  service 
has  won  a  number  of  awards,  has  by  far 
the  biggest  connecting  network  between 
the  two  countries,  linking  12  North 
American  gateways  with  22  cities  in  China 
via  its  hub  at  Seoul  Incheon. 

Finally,  a  new  generation  of  interna- 
tional low- cost  airlines  is  emerging,  and 
some  are  targeting  North  America.  Unlike 
their  all-coach  cousins,  these  carriers  often 
provide  two-class  service.  For  example, 
Asian  low-cost  airline  Oasis  Hong  Kong. 
now  flies  747s  between  Hong  Kong  and 
Vancouver  with  Business  Class  for  as  little  | 
as  $1,599  roundtrip.  Oasis  has  applied 
for  authority  to  fly  from  Hong  Kong  to 
Oakland  and  Chicago.  A  new  U.K.  com- 
pany called  Zoom  Airlines  Ltd.  now  flie 
New  York  JFK- London  Gatwick  with 
economy  and  premium-economy  seats; 
we  found  the  latter  during  October  for 
as  little  as  $259  each  way. 


Expectation:  A  good  night's  sleep. 

Enjoy  the  cushioning  support  of  our  comfortable, 
180'  fully  flat  bed. 


Expectation:  Indulge  anytimi 

Help  yourself  to  a  healthy  snack  or  indulge  \fl  | 
piece  of  cake  in  our  in-flight  Club  Kitchen. 


HAVE  YOUR  CAKE 


AND  EAT  IT  TOO 


H/07.  Upgrade 
Club  Kitchen 


More  are  on  the  way.  British  carrier 
mi,  a  low-cost  airline  that  flies  to 
lanchester  from  Chicago  and  Las  Vegas, 
<pects  to  begin  U.S.  service  from 
ondon  Heathrow  in  2009  (bmi  is  also 
itroducing  lie-flat  seats  this  fall  on  its 
f.S.  routes).  Australia's  Virgin  Blue,  an 
filiate  of  Sir  Richard  Branson's  empire, 
!ans  to  begin  a  low-cost  airline  called 


SPECIAL  ADVERTISING   SECTION 

V  Australia,  which  could  start  flying 
between  Australia  and  the  U.S.  next  year. 
Air  Berlin,  a  low-cost  carrier  within 
Europe,  has  ordered  25  new  Boeing  787 
Dreamliners  -  long-haul  aircraft  perfect 
for  transatlantic  routes  -  for  delivery 
starting  in  2013.  And  Ryanair,  one  of 
Europe's  largest  low-fare  airlines,  said 
it  expects  to  launch  a  new  transatlantic 


low-cost  airline  within  the  next  few 
years,  offering  both  economy  and 
premium  seating. 
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Coming  Soon: 

Convenient  Connections  -  Zero  Queues 

Transatlantic  travelers'  connections  through  London  Heathrow 
have  become  increasingly  troublesome  due  to  congestion, 
overcrowding  and  security  complications.  But  British  Airways  aims 
to  change  all  that  with  the  opening  of  its  brand-new  Terminal  5  (T5) 
on  March  27,  2008. 

British  Airways  will  consolidate  Heathrow  operations  from 
Terminals  1  and  4  into  the  new  T5  -  one  of  Europe's  largest 
infrastructure  projects,  designed  to  accommodate  30  million 

passengers  annually. 

"The  whole  experience 
has  been  designed  for  zero 
queues,"  said  Robin  Hayes, 
British  Airways  executive  vice 
president-the  Americas.  "For 
first-class  passengers  there'll 
be  a  dedicated  check-in  area; 


there'll  be  dedicated  premium 
check-in  assistance  desks. 
We'll  offer  business-class 
and  premium-service  travel- 
ers priority  service  during 
disruptions,  and  fast-track 
facilities  through  security." 
Hayes  said  British  Airways 
is  also  spending  $120  million 
on  a  whole  new  lounge 
concept  for  premium  passengers  in  T5  -  six  lounges  in  all. 

Business  flyers  who  still  want  to  avoid  a  Heathrow  connection 
will  get  some  new  options  from  British  Airways  after  an  "open 
skies"  pact  between  the  U.S.  and  the  E.U.  takes  effect  next  spring: 
It  will  give  European  airlines  the  freedom  to  bypass  their  home 
countries  on  U.S. -Europe  routes  -  and  BA  intends  to  do  just  that, 
Hayes  said,  by  opening  non-stop  routes  from  the  U.S.  (New  York 
initially)  to  business  destinations  like  Paris,  Amsterdam,  Frankfurt, 
Brussels  and  Milan. 

Visit:  www.britishairways.com 


:pectation:  So  fresh.  So  clean. 


our  own  private  shower  in  our 
usive  JFK  and  Heathrow  spas. 


A-DUB  DUB 


Guarantee:  Exceed  your 
business  class  expectations. 

From  the  comfort  of  our  fully  flat  beds  to  our 
world-class  in-fiight  service,  we  guarantee 
to  exceed  your  expectations  when  you 
round-trip  transatlantic  in  Club  World' 
business  class.  If  we  don't,  let  us  know  why, 
and  we'll  upgrade  you  to  FIRST  to  London 
the  next  time  you  fly  in  Club  World  from 
U.S.  or  give  you  25,000  BA  Miles,  enough 
for  a  domestic  award  ticket. 

register  now  at  ba.com 


Upgrade  to 
BRITISH  AIRWAYS 
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Personal  attention  that  begins  before  check-in. 
Individual  care  to  see  you  through  arrival. 
An  airline  that  always  goes  a  little  further. 


r)L 


I  m 


It's  an  extraordinary  attention  to  detail 
that  allows  us  to  see  to  your  every 
need,  at  every  step  of  your  journey. 
Experience  this  attentive  service  flying 
to  any  of  170  destinations  in  Europe. 
Visit  luftiiansa.com. 


There's  no  better  way  to  fly. 


Lufthan 
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Tech  Developments  to  Watch 


TED  BY 
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NOVATIONS 


economic 
oices— human 
d  otherwise 


conomists  studying 
avior  have  a  tool  called 
ultimatum  game,"  in 
:h  players  decide  how 
ivvy  up  pots  of  money, 
rule  is,  if  one  player 
les  an  offer  that  a  second 
cts,  neither  participant 
Hvesanymoney.lt  turns 
biology  sways  economic 
ces.  MIT  research  shows 
Itical  twins  display  more 
larities  in  how  they  play 
game  than  nonidentical 
s  do,  even  considering 
imon  upbringing, 
etics  may  account  for  up 
0%  of  the  differences  in 
people  play. 


FORENSICS 

RED-HANDED 
TERRORISTS 

SCIENTISTS  IN  ISRAEL  have 
made  it  much  easier  to 
detect  whether  a  suspected 
terrorist  has  had  contact 
with  urea  nitrate,  an  easy- 
to-concoct  explosive.  The 
compound  was  used  in  the 
1993  World  Trade  Center 
bombing  in  New  York  and 
is  a  growing  threat  in  Israel 
and  possibly  Iraq.  Joseph 
Almog  and  his  team  at 
the  Hebrew  University  of 
Jerusalem  devised  a  spray 
that  turns  red  when  it 
contacts  even  minute  traces 
of  urea  nitrate— as  litde 
as  5  millionths  of  a  gram. 


Investigators  could  swab  a 
suspect's  hands  with  cotton 
wool,  apply  the  spray  to 
the  swab,  and  get  definitive 
results  in  seconds. 

Such  tools  won't  stop 
most  terrorists  before  they 
strike,  Almog  admits.  But 
they  can  also  be  used  after 
an  explosion  to  reveal  what 
materials  were  used  and 
perhaps  by  whom.  Almog's 
team,  which  has  patented 
its  spray,  is  now  working 
on  advanced  chemical  tests 
that  are  up  to  1,000  times 
more  sensitive  than  the 
spray,  for  use  in  post-blast 
analysis.  This  new  work  will 
appear  in  the  November 
issue  of  the  Journal  of 
Forensic  Sciences. 

-Neil  Gross 


TEST  CASE 

A  DIFFERENT 
TUNE FOR 
CD  PLAYERS 

COMPACT-DISC  players 
aren't  just  for  playing  music 
anymore.  Scientists  at  the 
Universidad  Politecnica 
de  Valencia  in  Spain  say 
the  discs  and  players 
can  also  help  diagnose 
medical  conditions  or  spot 
environmental  toxins. 

The  Spanish  team 
uses  pregnancy  testing 
to  demonstrate  the  idea. 
They  submerge  a  specially 
prepared  CD  in  a  mixture 
of  a  urine  sample  and  some 
chemicals.  Then  they  dry 
the  disc  and  place  it  in  an 
ordinary  CD  player.  The 
same  laser  that  reads  the 
disc  and  converts  data  to 
music  interacts  with  the 
chemical  mix,  altering  the 
laser  beam's  intensity.  A 
computer  analyzes  the 
changes  in  the  light  to  reveal 
whether  or  not  the  donor  of 
the  sample  is  pregnant. 

Future  applications  could 
include  pesticide  detection, 
tests  for  illnesses  such  as 
flu  and  hepatitis,  and  on- 
site  monitoring  of  animal 
infections  on  farms. 

-Jennifer  L.  Schenker 


A/hile  watching  chimps 
ultimatum,"  scientists 
e  Max  Planck  Institute  for 
jtionary  Anthropology  in 
jig,  Germany,  concluded 
these  animals  lack 
luman  urge  to  make 
tffers.  Using  raisins  as 
itives,  they  found  the 
ipanzee  on  the  receiving 
of  a  transaction  was 
ent  as  long  as  he  got 
ast  one  raisin.  And  the 
ip  on  the  giving  end 
<ly  learned  there  would 
)  recriminations  for  being 
Jy,  and  thus  never  made  a 
iffer.  The  research  appears 
Oct.  5  issue  of  Science. 


LEARNING 

LESSONS  FROM  ROACH  NIGHT  SCHOOL 

COCKROACHES  ARE  HELPING  scientists  understand 
the  relationship  between  circadian  rhythms  and 
learning.  Playing  to  the  cockroach's  food  fixation, 
a  team  at  Vanderbilt  University  taught  each 
insect  in  a  study  to  link  the  smell  of  peppermint, 
which  they  hate,  with  sugar  water,  which  they 
crave.  Roaches  trained  in  the  evening— when 
they're  generally  most  active  rifling  through 
people's  kitchens— remembered  the  association  for 
several  days  and  returned  when  they  smelled  the 
mint.  Those  taught  in  the  morning  did  not. 

The  roach  study  may  be  the  first  proven  case 
of  an  insect  whose  learning  ability  is  affected 
by  its  internal  clock.  But  studies  suggest 
timing  counts  for  a  lot  in  how  other  species- 
including  humans— learn. 


Life  Business  Traveler 


Bright  Lights, 
Big  Game 


A  cab  ride  from  Nairobi 
whisks  you  to  a  mini-safari. 


BYJACKEWING 


IMAGINE  NEW  YORK'S  CENTRAL  PARK  if  the  big  cats,  giraffes, 
and  zebras  were  sent  over  from  the  Bronx  Zoo  and  allowed 
to  run  wild.  True,  free-range  lions  might  put  a  damper  on 
Sunday  afternoon  softball.  But  they  would  give  you  an  idea 
what  it's  like  to  visit  Nairobi  National  Park.  On  one  side, 
the  park  borders  the  fast-growing  Kenyan  capital,  with  a 
population  of  2.4  million;  on  the  other,  it  opens  onto  a  vast 
game  preserve  to  the  south.  Although  the  park  is  fenced  off  from 
populated  areas,  a  corridor  allows  wild  creatures  to  saunter  in  and 
out  as  they  please.  5  The  impressive  collection  of  predators,  including 
pythons  big  enough  to  swallow  an  impala,  would  make  me  nervous 

about  using  one  of  the  designated  picnic     beest  migration,  which  draws  a  large 


areas.  But  from  the  safety  of  a  motor  ve- 
hicle, the  park  is  a  great  option  if  you're 
on  a  business  trip  in  Nairobi.  The  park  is 
even  close  to  the  airport  for  this  emerg- 
ing-market hot  spot  with  nascent  finance 
and  outsourcing  industries. 

My  driver,  Charles,  who'd  been  recom- 
mended by  Kenyan  acquaintances,  did 
his  best  to  lower  my  expectations  as  he 
steered  his  minivan  slowly  through  the 
park  gates  on  a  breezy,  overcast  day  in 
late  August.  We  had  just  missed  the  wilde- 
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entourage  of  predators,  he  explained. 
In  any  case,  the  animal  population  has 
declined  in  recent  years  as  poorly  con- 
trolled urban  development  has  crowded 
the  narrow  corridor  connecting  the  park 
to  the  wild  country.  But  maybe  we'd  get 
lucky  and  see  a  zebra  or  two. 

Bumping  cautiously  over  the  dirt 
roads,  we  scanned  the  dry,  seemingly 
empty  grassland.  Something  brown  and 
furry  ran  in  front  of  the  car,  but  it  van- 
ished into  the  underbrush  before  we 


KENYA 


NAIROBI 

©  NAIROBI 
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could  figure  out  what  it  was.  In 
distance,  Charles  spotted  a  small 
of  zebras  grazing  and  a  trio  of  gir 
Even  though  they  were  several  hur 
yards  away,  I  thought,  O.K.,  this  woi 
a  total  bust. 

Then  we  surprised  a  female  in 
with  a  calf  in  tow,  skittering  alon; 
road  ahead  of  us  on  improbably  sl< 


HI 


Not  long  afterward  we  came  upon 
lole  herd  of  impalas  grazing  close 
le  road.  They  watched  us  warily  but 
i't  bolt.  In  some  tall  grass,  an  ostrich 
:d  its  head. 

was  starting  to  feel  lucky.  We 
;ht  up  with  another  van,  one  of  the 
other  vehicles  around.  (The  $40- 
person  entry  fee  plus  the  cost  of  a 
and  driver  seem  to  keep  down  the 


In  the  background,  you  could  see  the 
Nairobi  skyline. 

By  the  time  Charles  steered  the  van 
toward  the  banks  of  a  murky  river,  we 
had  also  seen  a  warthog,  a  solitary  ba- 
boon, numerous  hartebeests— a  variety 
of  antelope— and  some  buffalo.  Would 
I  also  be  fortunate  enough  to  catch  a 
glimpse  of  a  hippopotamus?  Charles 
pulled  into  a  dirt  parking  lot,  where  a 


SKYLINE  VIEW 

Only  four  miles 
from  downtown, 
Nairobi 
National  Park 
is  home  to 
giraffes,  lions, 
zebras,  and 
baboons 


rds.)  The  occupants  were  staring 
jitly  into  the  brush,  and  soon  we 
d  see  why.  Half  obscured  by  the 
grass  was  a  leathery  shape  the 
of  a  Fiat  subcompact:  a  rhino  non- 
intly  munching  the  underbrush. 


man  wearing  camou- 
flage fatigues  stood 
cradling  a  large-bore 
rifle.  Despite  his 
paramilitary  attire, 
the  man  proved  to 
be  an  affable  park 
ranger  who  led  me 
down  a  path  dotted 
with  buffalo  dung. 
The  gun  was  to  scare  off  hippos,  which 
occasionally  made  a  run  at  tourists. 

We  didn't  see  any  hippopotamuses, 
but  on  a  mud  riverbank  lay  two  fat 
crocodiles.  I  asked  the  ranger  if  the  crocs, 
which  normally  dine  on  monkeys  or  im- 


palas venturing  down  to  the  river,  ever 
come  after  people.  "Only  the  children," 
he  replied,  in  what  was  apparently  an  at- 
tempt to  reassure  me. 

Back  at  the  parking  lot,  Charles  was 
chatting  in  Swahili  with  a  Masai  herds- 
man. Wearing  rubber-soled  sandals  and 
armed  with  nothing  but  a  wooden  staff, 
the  man  had  just  walked  across  the  bush, 
Charles  said,  with  obvious  respect.  Accord- 
ing to  the  herdsman,  one  tro- 
phy would  most  likely  elude  us 
today:  Almost  all  the  lions  had 
left  the  park  except  a  few  that 
were  staying  out  of  sight. 

EXOTIC  EATS 

NO  MATTER.  WE  HAD  SEEN 
plenty  of  wildlife  for  one  day. 
The  shadows  were  growing 
long  as  we  steered  away 
from  the  river.  Suddenly, 
Charles  braked.  It  took  me 
a  few  seconds  to  make  out 
why.  Resting  in  the  deep 
grass  were  two  female  adult 
and  two  juvenile  lions,  look- 
ing deceptively  cuddly.  We 
watched  the  lions  for  a  long 
time  before,  in  the  failing 
light,  we  reluctantly  steered 
for  the  exit. 

That  evening,  I  joined 
Nairobi  acquaintances  for 
dinner  at  Carnivore,  a  famous  open-air 
eatery  on  Langata  Road  that,  as  you 
might  have  deduced,  does  not  have  a 
vegetarian  menu.  In  fact,  there  is  no 
menu  at  all.  Cooks  roast  cuts  of  beef, 
chicken,  and  pork,  as  well  as  exotic  fare 
such  as  ostrich  and  crocodile,  over  a  gi- 
ant fire  in  the  middle  of  the  restaurant. 
Waiters  roam  among  the  tables  with 
ong  skewers,  dispensing  smoking  cuts 
of  meat  directly  onto  diners'  plates. 
Don't  forget  to  try  a  Dawa,  a  cocktail 
made  of  vodka,  honey,  and  lemon  that 
is  Carnivore's  signature  drink.  (Our 
bill  came  to  about  $60  a  person  with 
drinks.)  It's  a  fitting  way  to  toast  a  suc- 
cessful safari— even  one  that  took  place 
within  the  city  limits.  II 


NAIROBI  NATIONAL  PARK  is  located  about 
four  miles  from  central  Nairobi,  close 
enough  to  be  reached  by  taxi.  Ask  your 
hotel  or  local  business  contacts  to  rec- 
ommend a  driver  or  tour  operator  with 
knowledge  of  the  park,  and  be  sure  to 
agree  on  price  beforehand.  Figure  about 
$100  per  person  including  entry  fees. 
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A  Classie; 


The  new  entry-level  models  from  Mercedes-Benz 
are  longer  and  livelier,  by david  welch 


MERCEDES-BENZ  AMPED  UP  the  spotti- 
ness of  the  C300  and  C350,  stretched 
them  to  provide  more  room,  and  added  an 
optional  30-gig  music  database.  They  still 
don't  match  BMW  for  performance,  but 
they  have  more  of  the  luxury  look  and  feel 
of  pricier  Mercedes  models  than  perhaps 
any  entry-level  car  the  company  has  built. 


UNCLUTTERED  A  tear 

.Corn and  system' 
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AGGRESSIVE  STYLING  Both  the  C300  luxury 
and  C350  sport  model  wear  the  rounded  front 
fenders  of  the  pricier  S-class.  The  sports  model 
(above)  has  a  big  Benz  badge,  while  the  luxury 
car  has  the  trademark  three-pointed  Mercedes 
star  as  a  hood  ornament. 

BIGGER  IS  BETTER  The  new  C-class  is  four 

inches  longer  than  the 
old  model.  That  gives 
driver  and  passengers 
more  legroom.  With  12.4 
cubic  feet  of  space,  the 
trunk  is  cavernous. 

SPEED  SPECS  The  350'S 
3.5-liter  V-6  engine  has 

268  horsepower  and 
goes  from  0  to  60  mph  in 
6.1  seconds.  The  3-liter 
engine  in  the  C  300  does 
0  to  60  mph  in  7.1 
seconds.  A  seven-speed 
transmission  makes  for 
smooth  acceleration. 
Manual  is  available  only 
ontheC300. 


2008  Mercedei 
C300-350 


BASE  PRICE:  Starts  at  $31,975,  goes  to 
$46,000  fully  loaded 


NOT  ENOUGH  BUTTONS  Mercedes  simplify 
its  Comand  system,  which  let  the  driver 
operate  the  sound,  environmental,  and 
navigation  controls  by  toggling  through  a 
series  of  pages  on  the  in-dash  screen  usin; 
rotating  knob.  But  it  still  requires  too  mud 
time  staring  at  the  screen. 

SAFETY  CAGE  Every  C-class  Mercedes  com 
with  standard  side-curtain  air  bags  that  pre 
passengers  in  the  front  and  rear  seats  from 
side-impact  collisions.  Many  manufacturer: 
offer  side-curtain  air  bags  only  as  an  add-a 
The  front  air  bags  are  engineered  with  sorm 
intelligence.  They  deploy  at  lower  force  if  th 
collision  is  at  lower  speeds.  If  the  car  deteel 
harsh  front-end  collision,  the  air  bags  can  b 
open  in  15  milliseconds.  ■ 
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BusinessWeek  weekend 


TELEVISION:  To  come  along  for  a  test  drive  of  a  i 
Mercedes  C-Class,  watch  BusinessWeekWeekend 
see  video  clips  at  www.businessweek.com. 
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Staying  on  the  Fast  Track 

Leadership,  Innovation,  Performance 

6-7  November  2007,  China  World  Hotel,  Beijing 


rs  innovation.  Redefine  business  models.  Stay  on  the  fast  track  of  growth.  CEOs  have  to 
er  consistently  on  these  high  expectations.  And  while  opportunities  abound,  the 
enges  have  never  been  greater.  The  CEO  Forum  provides  unique  access  to  business 
?rs,  global  CEOs  and  policy  makers  and  over  two  days  of  intense  dialogue  you  will  learn 
to  outthink  the  fast  pace  of  change. 

ssight.  Insight.  Onsite.  At  The  1 1th  Annual  CEO  Forum. 


?ct  Speakers 


I 


The  Right  Honorable 
Tony  Blair 

Former  Prime  Minister  of 

Great  Britain  and  Northern  Ireland 


Professor  Robert  Mundell 

professor,  Columbia  University  and 
1999  Nobel  Laureate  for  Economics 
United  States 


d  Rashid  Al  Zayani,  chairman,  Alzayani  Investments,  Bahrain 

Bernardin,  chairman  and  chief  executive  officer,  Leo  Burnett  Worldwide,  United  States 

ria  Chu  Pao,  president,  Platts,  United  States 

•  Lau,  chairman  and  chief  executive,  Giordano  International,  Hong  Kong 

Mullen,  chief  executive  officer,  DHL  Express,  Germany 

Provoost,  chief  executive  officer,  Philips  Consumer  Electronics,  The  Netherlands 

Rosling,  executive  director,  Tata  Sons,  India 

ankar,  group  head,  Client  Relationships,  Standard  Chartered  Bank,  Singapore 

iran  Mazumdar  Shaw,  chairman  and  managing  director,  Biocon  Group,  India 

Jin  Wei  Jiafu,  president  and  chief  executive  officer,  COSCO  Group,  People's  Republic  of  China 

g  Xin,  chief  executive  officer,  SOHO  China,  People's  Republic  of  China 


Strategic  partners: 

Allianz  (flj) 

Atos^^ 
Origin 

Standard  iL 
Chartered  j^ 

Supporting  organizations: 


JXnm& 


Associates 


£  P^ 


Official  PR  partner: 


HIL^fllOWLTON 


fMstrategies 


Strategic  partnership  enquiries 

Alan  Wong:  Tel  (852)  2151  8220 
Email:  alan.wong@dnmstrategies  com 


Speaking  opportunities 

Priscilla  Poon:  Tel  (852)  2581  0142 
Email:  priscilla  poon@dnmstrategies.com 


Participant  registration 

Karen  Lee:  Tel  (852)  2151  8215 
Email:  karen.lee@dnmslrategies.com 


For  agenda  go    r.  www.dnmstrategies.com 


xecutiveLife  I  Parker  on  Wine 


BY  ROBERT PARKER 


Delights  from 
Promising  Palmina 


THE  GRAPES  ARE  GROWN  and  the  wines  are  made  on  California's  central  coal 
but  Palmina  wines  taste  like  fine  Italian  cuvees.  The  whites  in  particular 
are  exceptional— crisp,  dry,  and  light  to  medium-bodied.  Under  the 
meticulous  management  of  Steve  Clifton,  who  started  the  winery  in  his 
basement  in  1995,  and  his  wife,  Chrystal,  I'm  sure  the  already  very  good 


reds  will  catch  up  to  the  quality  of  the 
whites.  For  more  information,  visit  palmi- 
nawines.com  or  call  (805)  735-2030. 

2006  Pinot  Grigio  Honea  Vineyard 
90  points.  This  crisp,  medium-bodied  white 
boasts  loads  of  citrus  blossom,  pear,  and 
honeysuckle.  $20 

2006  Pinot  Grigio  Alisos  Vineyard 
89  points.  Fresh  apple,  pear,  and  orange 
blossom  scents  rise  from  the  glass.  A 
distinctive  minerality  and  impeccable 
elegance  characterize  this  lovely  cuvee.  $20 

2005  Dolcetto 

87  points.  The  name  may  suggest  sweetness, 
but  the  wine  is  dry.  This  wine  possesses  a 
chocolate/mocha  character,  no  noticeable 
tannin,  and  a  satisfying,  fruity  personality. 
Enjoy  it  over  the  next  several  years.  $20 

2005  Barbera 

89  points.  This  red  shows  sweet  and  sour 
cherry,  licorice,  and  herb  notes.  It  also  has 
excellent  density,  power,  and  ripeness  and 
should  drink  well  for  five  to  six  years.  $22 

2006  Tocai  Fr'ruJano  Honea  Vineyard 

90  points.  Tocai  is  widely  planted  in  northeast 
Italy's  Friuli  region,  and  this  version  exhibits 
crisp  acidity  along  with  notes  of  ripe  apples, 
pears,  and  tropical  fruit.  The  delightful 
aromatics  are  followed  by  beautiful  fruit  on 
the  entry  as  well  as  a  dry,  zingy  finish.  $24 

2006  Arneis  Honea  Vineyard 

88  points.  Arneis  is  a  white  grape  indigenous 


to  northwest  Italy's  Piedmont,  and  this 
impressive  effort  nearly  matches  the  best 
Italian  arneis.  The  wine  offers  attractive  notes 
of  green  apples,  honey,  citrus  blossom,  fresh 
flowers,  and  a  touch  of  wet  stones.  $26 

2005  Barbera  Honea  Vineyard 

90  points.  Aged  in  French  oak,  this 
single-vineyard  wine  exhibits  beautifully 
integrated  pain  grille,  smoke,  black  cherry, 
and  chocolate  espresso  notes  as  well  as 


Robert  Parker  is  the  world's  most  intluenm 
wine  critic.  Visit  eRobertParker.com  to  see] 
ot  thousands  of  tasting  notes,  buy  his  booki 
subscribe  to  his  newsletter,  The  Wine  Advoc 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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making  the  sky  the  best  place  on  earth 
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PersonalFinance  Focus  on  ETFs 


^ 


A  Passport  to 
Hot  Markets 

How  a  new  breed  of  ETFs  can  help  you  spread  your 
portfolio's  global  reach,  bylynncshaughnessy 


THE  MORGAN  STANLEY  CAPITAL  International  Eu- 
rope Asia  Far  East  index,  better  known  as  the 
EAFE,  is  a  handy  proxy  for  international  stocks. 
But  if  you  own  the  EAFE,  as  you  would  if  you 
invested  in  the  second-largest  exchange-traded 
fund  (ETF),  the  $49  billion  iShares  MSCI  EAFE, 
you  wouldn't  own  the  world.  J  Indeed,  the  EAFE 
map  has  some  big  holes.  Right  now,  Canada's  stock  market  and 
currency  are  booming— the  Canadian  dollar  recently  reached  par- 
ity with  the  greenback— but  if  s  not  in  the  EAFE.  Neither  are  major 
markets  such  as  Mexico,  Brazil,  and     nation's  market,  the  more  weight  it  has 


resource  for  financial  advisers  and  inve 
tors.  Now  there  are  124  foreign-orienti 
ETFs,  up  from  about  50  over  the  past  ye  I 
These  newer  vehicles  allow  you  to  spi 
out  geographically  to  Russia  or  Ini 
say,  or  pluck  stocks  from  various 
kets  based  on  their  characteristics— snu 
cap,  or  even  small-cap  value  or  small-G 
growth  stocks.  Some  carve  up  the  glob 
markets  by  sectors,  such  as  energy,  heall 
and  real  estate,  or  by  companies  that  p 
dividends. 

Are  all  of  these  funds  necessary?  Th  j 
depends  on  your  goals.  Wall  Street  cr  I 
ates  ETFs  and  leaves  it  to  investors  1 
figure  out  how  to  use  them.  "The  EA1  I 
is  fine  for  what  it  is,  but  if  s  great  to  ha  I 
more  options,"  says  Jim  Wiandt,  editor  | 
the  Journal  of  Indexes. 

Here  are  some  of  the  ETFs  that  c;  j 
expand  your  portfolio's  global  reach,  j 


Russia. 

While  the  EAFE  covers  21  developed 
nations,  stocks  from  four  countries- 
Britain,  Japan,  France,  and  Germany- 
make  up  62%  of  the  benchmark.  That's 
because  the  index  is  capitalization- 
weighted,  so  the  larger  the  value  of  a 


in  the  index. 

Global  investors  can  correct  this  imbal- 
ance with  one  of  many  more  specialized 
ETFs  now  being  offered.  "Until  recendy, 
if  you  wanted  foreign  stocks,  you  were 
trapped  in  EAFE,"  says  Michael  Krause, 
president  of  ETFResearchCenter.com,  a 


EMERGING  MARKETS 

THEY'RE  WILD  AND  RISKY,  but  you  ca 
participate  fully  in  the  global  econon 
without  investing  in  such  markets  [ 
China,  Vietnam,  and  Turkey.  As  a  grouij 
they're  up  nearly  18%  for  the  year  ai  ] 
44%  over  the  last  12  months. 

The  big  ETF  plays  in  this  catego 
are  Vanguard  Emerging  Markets  EjB 
(VWO),  iShares  MSCI  Emerging  Marker 
Index  Fund  (EEM),  and  SPDR  Standa. 
&  Poor's  Emerging  Markets  ETF  (GMIV 
The  Vanguard  and  iShares  funds  ui 
the  same  index,  but  right  now,  at  lea  i 
they're  not  getting  the  same  results. ! 
far  this  year,  the  Vanguard  ETF  is  ben 
ing  the  iShares  35%  to  31%.  Vanguard 
expense  ratio  is  0.30%,  vs.  the  SPDI> 
0.60%  and  iShares'  0.75%. 

Yet  another  way  to  many  emergiil 
and  developed  markets  is  the  Vanguaj 
FTSE  All-World  ex-U.S.  ETF  (VEU).  T] 
fund  tracks  approximately  2,150  stoc] 
in  44  countries,  with  a  modest  0.25J 
expense  ratio. 


SINGLE-COUNTRY  FUNDS 

CHINA  IS  RED  HOT;  Shanghai  stocks  have 
doubled  this  year  alone.  Until  recently, 
the  iShares  FTSE/Xinhua  China  25  Index 
(FXI),  which  holds  the  25  largest  and  most 
liquid  stocks,  has  been  the  only  pure  play 
ETF  for  China.  But  the  Journal  of  Index's 
Wiandt  favors  the  new  SPDR  Standard  & 
Poor's  China  ETF  (GXC)  because  it  has 
126  companies.  To  him,  that's  more  diver- 
sification and  somewhat  less  risk.  (Like 
BusinessWeek,  Standard  &  Poor's  is  a  unit 
of  the  The  McGraw-Hill  Companies.) 

Similarly,  if  you  want  to  bring  Cana- 
dian, Mexican,  or  Brazilian  stocks  into 
your  portfolio,  you  can  get  them  with  the 
iShares  MSCI  Canada,  Mexico,  or  Brazil 
Index  Funds. 

SMALL-CAP  STOCKS 

MANY  INVESTORS  associate  emerging 
markets  with  small-cap  stocks,  but  there 
are  plenty  of  small  companies  in  the 
developed  markets,  and  they're  not  part 
of  the  EAFE.  The  new  SPDR  Standard  & 
Poor's  International  Small  Cap  (GWX)  has 
nearly  500  companies  with  market  capi- 
talization of  less  than  $2  billion.  They're 
spread  around  the  globe,  but  Japanese, 
British,  and  Canadian  companies  together 
represent  nearly  half  the  fund. 

DIVIDEND  PAYERS 

WITH  A  1.8%  YIELD,  the  EAFE  ETF  is  not 
a  high  dividend  investment,  and  some 
new  ETFs  can  help  on  that  front.  iShares 
Dow  Jones  EPAC  Select  Dividend  Index 
Fund  (IDV),  launched  in  June,  contains 
nearly  100  high-yielding  stocks  from  the 
developed  markets.  So  far,  the  distribu- 
tions indicate  a  5.2%  annualized  yield. 

A  different  approach  is  WisdomTree  In- 
ternational Real  Estate  Fund  (DRW),  which 
tracks  an  index  of  224  dividend-paying 
companies  whose  main  business  is  operat- 
ing or  developing  real  estate.  All  of  them 
are  in  the  developing  markets.  ■ 


200  years  of  experience  can  have  that  effect. 


Call  your  broker  or  agent, 
or  visit  thehartford.com. 

Mutual  Funds  •  401  (k)  Plans  •  Annuities 
Life  •  Auto   •   Home   •   Business 
Group  Life  and  Disability  Insurance 
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PersonalFinance  Focus  on  ETFs 


Keep  Your  Eye  on  the  Spread 


What  you  need  to  know 
to  trade  ETFs 

BYANNETERGESEN 


IF  YOU  BUY  AND  SELL  AN  EX- 
change-traded  fund,  you'll  in- 
cur more  than  a  trading  com- 
mission. As  with  stocks,  there's 
a  difference  between  what  a 
market  maker  will  charge  an 
ETF  buyer  and  what  that  same 
dealer  will  pay  a  seller.  The  difference 
is  the  "bid-ask  spread,"  and  for  inves- 
tors, the  smaller  the  spread,  the  lower 
the  cost.  As  a  rule,  when  an  ETF  sees 
little  trading  activity,  bid-ask  spreads 
can  get  wide. 


DON'T  FORGET 
THE  RATIO 

Once  you  know  the  bid-ask  spread,  you  need 
to  compare  it  to  the  ETF  price.  That  gives 
you  the  bid-ask  ratio,  available  at  xtf.com. 
In  August  the  average  ratio  on  ETFs  was 
0.02%  to  0.03%  of  the  share  price,  or  2?  to 
3<t  on  a  $100  share.  On  ETFs  that  don't  see 
a  lot  of  trading  activity,  spreads  and  ratios 
can  be  wider,  which  eats  into  returns. 

EXCHANGE-TRADED  BID-ASK  BID-ASK 

FUND  (SYMBOL)  SPREAD  RATIO* 

HealthShares  $0.12         0.48% 

Orthopedic  Repair 

(HHP) 

Market  Vectors  0.10  0.28 

Nuclear  Energy 

(NLR) 

PowerShares  0.07  0.27 

Global  Water  (PIO) 

PowerShares  Lux  0.04  0.22 

Nanotech  (PXN) 

PowerShares  0.05  0.18 

Wilderhill 

Progressive 

Energy  (PUW) 


MORE  TRADING  YIELDS  SMALLER  SPREADS 


61.30% 


PERCENT  OF  TOTAL 
ETF  TRADING  VOLUME 

AUGUST  2007 


DAILY  VOLUME  RANGE 


II  Billion* 

1 100  Million  to  1  Billion 
II  Million  to  100  Million 
1 100,000  to  1  Million 
I  Below  100,000 


27.88% 


10.46% 


NUMBER 
OF  ETFs 


AVERAGE 
BID-ASK  RATIO* 


0.02% 


24 


0.03% 


224 


0.11% 


0.35% 


205 


0.01% 


0.20% 


63 


0.56% 


WHAT'S  YOUR  TOTAL  COST? 

To  get  a  rough  idea  of  an  ETF's  total  cost,  multiply  the  bid-ask  ratio  by  the  number  of  times  you  i 
expect  to  trade  the  ETF  over  a  year  (a  purchase  and  sale  count  as  one  trade).  Then  add  the 
expense  ratio  (the  fees  that  pay  the  fund's  overhead).  And  don't  forget  commissions. 

Among  similar  ETFs,  cost  depends  on  how  much  you  trade.  Look  at  the  iShares  Russell 
2000  and  the  Vanguard  Small-Cap  ETFs.  The  Vanguard  fund  has  an  expense  ratio  of  0.10%— 
half  the  iShares'  0.20%.  But  the  Vanguard  fund's  average  bid-ask  ratio  is  0.07%,  vs.  the 
iShares'  0.01%.  If  you  trade  once  a  year,  Vanguard  is  the  lower-cost  choice-the  0.10%  expenr 
ratio  and  the  0.07%  bid-ask  ratio  combine  for  a  0.17%  total  cost.  Trade  it  twice,  and  the 
Vanguard  goes  to  0.24%,  vs.  0.22%  for  the  iShares.  , 


EXCHANGE-TRADED  FUND  (SYMBOL) 

EXPENSE  RATIO 

BID-ASK  RATIO 

iShares  Russell  2000  (IWM)** 

0.20% 

0.01%  | 

Vanguard  Small-Cap  (VB)** 

0.10 

0.07 

MidCap  SPDRS  (MDY) 

0.25 

0.01 

iShares  S&P  MidCap  400  (IJH) 

0.20 

0.03 

Vanguard  Europe  Pacific  (VEA) 

0.15 

0.09 

iShares  MSCI  EAFE  (EFA) 

0.35 

0.02 

lF 


I 


•This  ratio  is  the  bid-ask  spread  as  a  percentage  of  an  ETF  s  price,  calculated  throughout  the  day  and  averaged 
••These  ETFs  track  different  small-cap  indexes  Table  data  are  from  Jan  1  to  Aug  31,  or  since  inception 
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Data:  XTF  Global  Asset  Management 


t  performance  is  no  guarantee  of  future  results.  Consider  funds'  investment  objectives,  risks,  charges  and 
snses  carefully  before  investing.  The  prospectus  contains  this  and  other  information  about  the  fund.  To  obtain  a 
;pectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com.  Read  it  carefully  before  investing. 
?07  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06(F) 
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ETFs  That  Cut 
The  Cost  of  Munis 

New  products  get  you  in  without  the  high  expense 
ratios  of  municipal  bonds,  by david bogoslaw 


MUNICIPAL  BONDS 
tend  to  sit  un- 
touched in  invest- 
ment portfolios 
earning  tax-free 
interest  until  they 
mature  or  are 
called.  So  it  seems  a  bit  counterintuitive 
to  bundle  bonds  that  rarely  trade  in  a  ve- 
hicle designed  for  trading.  Still,  the  latest 
batch  of  exchange  traded  funds  (ETFs)  to 
hit  Wall  Street  provides  a  convenient  way 
to  invest  in  tax-exempts. 

Two  muni-bond  ETFs  were  launched 
in  the  past  month,  and  10  more  are  on 
the  way:  Six  from  Van  Eck  Securities  will 
track  various  Lehman  Brothers  indexes, 
and  four  from  PowerShares  Capital  Man- 
agement will  follow  Merrill  Lynch  bench- 
marks. They're  helping  to  create  a  liquid 
market  for  a  lot  of  illiquid  assets,  says 
Kirk  Kinder,  a  certified  financial  planner 
at  Picket  Fence  Financial  in  Bel  Air,  Md. 
The  ETFs  address  the  most  notorious 
shortcoming  of  muni  bonds:  pricing.  In 
the  muni-bond  market,  there  can  be  a 
huge  gap— $20  or  $30  per  $1,000  bond- 
between  the  bid  and  the  ask  price,  or  what 
dealers  pay  sellers  and  charge  buyers.  In 
contrast,  the  bid-ask  spread  for  ETFs  is  a 
couple  of  pennies  per  share,  the  equiva- 
lent of  $1  or  $1.50  per  $1,000.  In  addition, 
because  ETF  managers  trade  in  volume, 
they  can  buy  and  sell  at  better  prices. 

If  s  not  cost-effective  to  replicate  in- 
dexes exactly,  so  the  muni  ETFs  hold  just 
a  fraction  of  the  bonds  in  their  bogeys. 
The  SPDR  Lehman  Municipal  Bond  ETF 
(TFI)  that  State  Street  Global  Advisors 
rolled  out  on  Sept.  13  is  meant  to  track 
the  Lehman  Brothers  Municipal  Man- 
aged Money  Index,  an  intermediate-term 
benchmark  with  an  average  maturity  of 
10  years  and  a  current  yield  of  4.6%.  At 
launch,  the  ETF  included  only  22  of  the 
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more  than  22,000  issues  in  that  index. 
Similarly,  there  are  just  30  bonds  in  the 
iShares  S&P  National  Municipal  Bond 
Fund  (MUB),  which  Barclays  Global  In- 
vestors introduced  on  Sept.  10,  vs.  3,069 
in  the  new  Standard  & 
Poor's  National  Municipal 
Bond  Index.  It  has  a  12- 
year  average  maturity  and 
a  4%  yield.  (Like  Business- 
Week, S&P  is  a  unit  of  The 
McGraw-Hill  Companies.) 
As  investors  put  money 
into  these  funds,  portfo- 
lio managers  will  have 
more  flexibility  to  increase 
the    number    of   bonds. 

•Oct.  1 


Credit  quality  is  also  a  concern 
munis.  With  the  iShares  fund,  two-ti 
of  the  bonds  are  in  the  highest  rai 
category.  The  bonds  in  the  SPDR  Leh 
index  have  an  average  rating  that 
within  the  top  two  tiers  of  credit  qu 
Plus,  none  of  the  SPDR  fund's  bond 
currentiy  subject  to  the  alternative  i 
mum  tax  (AMT),  which  applies  to  m 
whose  proceeds  go  in  part  to  fund 
vate-interest  projects.  That's  an  impo 
feature  since  every  year  more  inve 
become  subject  to  the  AMT. 

OTHER  WAYS  TO  PLAY 

THESE  ETFs  ALSO  OFFER  low  man 
ment  fees.  "The  real  draw  [of  the  S 
ETF]  is  the  ability  of  investors  to 
exposure  to  muni  bone 
a  0.20%  expense  ratio 
the  Morningstar  averag 
0.91%  for  municipal-1 
mutual  funds,"  says  An 
ny  Rochte,  a  senior  ma, 
ing  director  at  State  S 
Global  Advisors.  The  an! 
expense  ratio  for  the  iSb 
fund  is  0.25%. 

The  new  muni  ETFfr 
the  flavor  of  the  moment 
there   are   already  low 
ways  for  investors  to  get' 
nicipal-bond  exposure, 
guard  Group  offers  six« 
exempt  funds  with  exp 
ratios  of  0.14%  to  0.17%' 
points— even  lower  than 
Street's  ETF,  says  John  i 
erth,  a  Vanguard  spokes  < 
Each  fund  is  no-load  an 
quires  a  minimum  initio 
vestment  of  $3,000. 

Although  he's  exv 
about  the  prospects  of  i 
ETFs  adding  liquidity  t<il 
tax-exempt  market,  F! 
Armstrong,  president  o; 
vestor  Solutions  in  Coconut  Grove, 
says  he'll  watch  these  ETFs  for  a  v 
before '  investing.  "You  want  to  l 
sure  they're  really  tracking  the  und 
ing  indexes."  ■ 


\ 


Tax-Exempt  ETFs 

EXCHANGE-TRADED 
FUND/SYMBOL 

NO.  OF 
BONDS 

UNDERLYING  INDEX 

PRIC 

SPDR  LEHMAN 
MUNICIPAL  BOND 

ETF  TFI 

22 

Lehman  Brothers 
Municipal  Managed 
Money  Index 

$22 

ISHARES  NATIONAL 
MUNICIPAL  BOND 

FUND  MUB 

30 

Standard  &  Poor's 
National  Municipal 
Bond  Index 

$10 

k 


Data:  Yahoo!  Fin; 


•est  place  for  an  investor 
e  road. 


he  middle  of  the  road  is  usually  a  dangerous  place.  It's  for  people  who  can't  make  decisions.  So  they  straddle  the 
because  they  don't  know  which  way  to  turn.  The  world  of  investing  is  the  exact  opposite.  Here,  the  middle  ground 
f  m^rnf    is  a  place  between  Large  and  Small  Caps.  A  balance  between  risk  and  reward.  That's  why  there's 
U  "^  ■       the  MidCap  SPDR.y  It's  an  ETF  which  gathers  together  the  precise  middle  of  the  market.  And  lets  you 
hold  and  sell  it  just  like  a  stock.  Interested?  Then  stop  hopping  around  and  visit  midcapspdr.com.  Find  out  why 
\any  investors  have  become  middlemen. 

SPURS 

State  Street  Global  Advisors 

Precise  in  a  world  that  isn't* 

i™1™"  Before  investing,  carefully  consider  the  funds'  investment  objectives, 
^TATI?  QTPl^PT  ^  risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
*3 1/-Y1  JlL  0 1  JLvlIU  1 »  an(j  other  important  information,  call  1.866. 787.2257.  Read  it  carefully. 

Irade  like  stocks,  are  subject  to  investment  risk,  including  short  selling  and  margin  account  maintenance,  and  will  fluctuate  in  market  value. 

OR "  S&P  MidCap  400^  and  MidCap  SPDPTV  are  trademarks  of  The  Mi  ompanies,  Inc.  ("McGraw-Hill")  and  are  used  under  license  from  McGraw-Hill.  No  financial 

{offered  by  State  Street  Global  Advisors,  a  division  of  State  Street  Bank  and  Tmst  Company,  or  its  affiliates  is  sponsorerl,  endorsed,  sold  or  promoted  by  McGraw-Hill. 
distributors.  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
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Focus  on  ETFs 


Biotech  ETFs: 

It  Pays  to  Shop  Around 


Fund  performance  is 
surprisingly  varied 

BY  BEN  LEVISOHN 


EXCHANGE-TRADED  FUNDS 
are  supposed  to  be  sim- 
ple: One  investment  gets 
you  a  whole  market  or 
a  specific  sector.  You'd 
think  ETFs  working  the 
same  sector  would  have 
more  or  less  the  same  results.  But  as  bio- 
tech  ETFs  demonstrate,  that' s  not  neces- 
sarily the  case  (table). 

Even  if  the  stocks  are  similar,  ETFs 
can  behave  differently.  In  funds  weighted 
by  market  cap,  bigger  companies  have 
more  sway.  In  equal-weighted  funds,  all 
companies  have  the  same  impact.  They'll 
do  better  when  the  smaller  ones  shine. 


-20  t- 


DEC.29.'06   FEB.  2. '07 

Data:  Bloomberg  Financial  Markets 


APR.l 


JUNE1 


AUG.l 


C 


SPDRS&P 
BIOTECH  (XBI) 


POWERSHARES  FIRST  TRUST 

DYNAMIC  BIOTECH  AMEX 

&  GENOME  BIOTECHNOLOGY 

PORTFOLIO  (PBE)  (FBT) 


ISHARES 

NASDAQ  BIOTECH 

BIOTECHNOLOGY  HOLDRS 

(IBB)  (BBH) 


PRICE  ($) 


$58.75 


$19.45 


$25.70 


$84.01 


$176.95 


YEAR-TO-DATE 
RETURN  (%) 


27.3 


9.9 


9.2 


8.0 


-3.7 


NUMBER  OF  STOCKS 


31 


30 


20 


170 


15 


HOW  STOCKS 
ARE  WEIGHTED 


Equally 


Proprietary 


Equally 


Market  cap 


Market  cap 


TOP  THREE 
HOLDINGS 


Myriad  Genetics, 
Cepheid,  Pharmion 


Imclone  Systems, 
Gilead  Sciences, 
Amgen 


Vertex 

Pharmaceuticals, 
Biogen,  Celgene 


Amgen,  Gilead 
Sciences,  Celgene 


Genentech,  Amg 
Gilead  Sciences 


TOP  THREE  AS  A  % 


9.7 


16.2 


18.1 


24.1 


74.0 


AVG.  MARKET  CAP 
(SBILLIONS) 


9.6 


12.5 


14.3 


2.1 


16.7 


COMMENTS 


This  index  starts  with 
every  biotech  in  the 
S&P  universe,  then 
trims  the  list  based 
on  market  cap  and 
trading  volume. 


Powershares  uses  its 
own  "Intellidex," 
choosing  stocks  by 
such  criteria  as 
growth  rate,  risk, 
and  valuation. 


With  FBT,  you  know 
what  you're  getting: 
20  top  biotech 
stocks  with  very 
little  turnover. 


The  clear  leader  in 
trading  volume, 
iShares  contains 
nearly  every 
biotech-related  stock 
in  the  NASDAQ. 


This  portfolio  is 
never  reweightec 
and  its  stock  hol< 
rarely  change. 


All  data  Oct  1 


Data:  ETF  sponsors,  businessweek  com 
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How  the  low  cost  of  a  Vanguard®  Prime  Money  Market  Fund 
can  help  you  keep  more  of  your  cash 


See  the  difference  lower  costs  can  make  at 
www.vanguard.com/prime 


Connect  with  us*  >  800-424-1418 


Vanguard 


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
information.  Read  and  consider  it  carefuiiy  before  investing.  An  investment  in  a  money  market  fund 
is  not  insured  or  guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other  government 
agency.  Although  a  money  market  fund  seeks  to  preserve  the  value  of  your  investment  at$1  per  share, 
it  is  possible  to  lose  money  by  investing  in  such  a  fund. 

©2007  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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nside  Wall  Street 


BY  GENE  G.  MARCIAL 

A  RISING  TIDE-AND  FAT  COMMISSIONS-ARE  LIFTING  SOTHEBY'S 
TAKING  A  ROSY  VIEW  OF  POLYCOM,  TOPS  IN  VIDEOCONFERENCING 
STEREOTAXIS  THREADS  ITS  WAY  THROUGH  HEART  OPERATIONS. 


FOLLOWING 
THE  WEALTH 

STOCK  PRICE  (DOLLARS) 


APR.  2,  '07  OCT.  3 

Data:  Bloomberg  financial  Markets 


Strong  Bids  at  Sotheby's 

AS  THE  DOW  JONES  industrial  average  hit  new  highs 
on  Oct.  1,  some  investors  were  putting  money  in 
another  bull  market:  fine  art.  And  Sotheby's  (BID), 
one  of  the  largest  global  auctioneers  of  fine  art,  antiques,  and 
collectibles,  stands  to  profit.  Sotheby's 
"is  a  way  to  participate  in  the  trend  of 
rising  wealth  around  the  world,"  says 
Rommel  Dionisio  of  Wedbush  Morgan 
Securities,  who  rates  the  stock,  now 
at  53.12,  a  buy.  He  expects  the  stock  to 
climb  to  60  in  a  year.  The  continued 
upward  momentum  in  the  art  market 
and  rapid  wealth  creation  bode  well 
for  Sotheby's,  which  caters  to  the 
super-rich,  says  Dionisio.  Sales  have 
been  robust,  he  notes.  On  Sept.  1  the 
auction  house  raised  the  commission 
it  charges  buyers  from  20%  to  25%  on  the  first  $20,000  of 
each  lot.  On  Oct.  2,  Dionisio  raised  his  2007  earnings  forecast 
from  $2.87  to  $2.89  a  share,  and  sales  from  $831  million  to 
$850  million.  He  sticks  with  his  2008  profit  estimate  of  $3.12 
a  share  but  raised  his  sales  estimate  from  $853  million  to 
$874.3  million.  In  2006,  Sotheby's  earned  $1.75  on  sales  of 
$664  million.  The  new  charges  should  boost  earnings  by  as 
much  as  30$  a  share  annually,  figures  George  Sutton  of  Craig- 
Hallum  Capital  Group,  who  rates  Sotheby's  a  buy. 

Polycom: 

A  Chance  to  Dial  In? 

POLYCOM  (PLCM),  the  leading  maker  of  video- 
conferencing systems,  dropped  some  20%  in 
September,  to  25,  amid  worries  that  it  might  miss 
the  Street's  third-quarter  earnings  forecasts.  But  some 
pros  described  the  selling  as  an  overreaction:  "It's  a 
classic  cleanout,  and  the  stock  is  now  oversold,"  says  Greg 
MacArthur,  president  of  investment  outfit  Viewpoint2000. 
The  fundamentals  remain  solid,  he  says,  and  the  stock 
should  be  worth  40  in  six  months  or  a  year.  Scott  Sutherland 
of  Wedbush  Morgan  Securities  upgraded  the  stock  from  a 
hold  to  a  buy.  "Our  checks  with  key  resellers  indicate  third- 
quarter  [results]  will  be  in  line  with  our  and  management's 
guidance,"  he  says.  Its  current  valuation  is  attractive,  he 
adds,  given  Polycom's  growth  opportunities.  With  the 
stock,  which  has  since  inched  up  to  27.18,  trading  at  16 
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times  estimated  2008  earnings  of 
$1.61,  it  is  selling  at  a  big  discount  to 
Polycom's  estimated  yearly  growth 
of  20%,  says  Sutherland.  For  2007, 
he  sees  earnings  of  $1.31  a  share  on 
sales  of  $929  million,  up  from  2006's 
$1.08  on  $682  million.  He  notes  that 
Polycom,  with  cash  on  hand  worth 
$4  a  share,  is  No.  1  in  an  industry 
"experiencing  accelerated  growth." 

Safer  Surgery 
With  Stereotaxis 


THE  SELL-OPl 
WAS  SHARP 

STOCK  PRICE  (DOLLARS 


APR.  2, '07  OCT.  | 

Data:  Bloomberg  Financial  M  > 


s 


PUMPING 
HIGHER 

STOCK  PRICE  (DOLLAR 


TEREOTAXIS  (STXS)  is  in  neither  stereos  nor  taxicabty 
It  makes  a  computerized  magnetically  controlled 
navigation  system  that  guides  devices  used  in  minimi  i 

invasive  cardiac  arrhythmia  surgery.  It  has  partnered  with 

Siemens,  Philips,  and  Johnson  &  Johnson  to  provide  the 

components  used  with  the  Stereotaxis  system.  The  system 

permits  more  complex  procedures,  using  images  to  steer 

catheters  and  guidewires  through  the  blood  vessels  and  het  j 

chambers.  This  is  achieved  by  means 

of  computer-controlled  magnetic  fields. 

The  procedure  takes  less  time  and 

reduces  a  patient's  exposure  to  X-rays. 

Stereotaxis  wants  to  make  its  system 

standard  in  treatment  of  coronary 

diseases  and  irregular  heartbeat,  says 

Herman  Saftlas  of  Standard  &  Poor's, 

who  rates  the  stock  a  buy,  in  part 

because  of  its  order  backlog  of  $55 

million  as  of  June  30.  The  stock  has 

leaped  from  10  in  January  to  14.70. 

Mimi  Pham  of  HSBC  Securities,  who 

rates  the  stock  overweight,  has  a  12-month  target  of  18.  Sheito/ 

says  Sterotaxis  benefits  from  the  growth  of  new  procedures  p, 

for  atrial  fibrillation.  More  than  10,000  procedures  have  be 

performed  using  Stereotaxis,  says  CEO  Bevil  Hogg.  ■ 
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ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  thai 
350,000  companies— public  and  private— worldwide.  Find  the  best  come  f 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marcel's  Inside  Wall  Street  is  posted  at  businessweek.com/investor 
5  p.m.  EST  on  the  magazine's  publication  day,  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  th' 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investm 
banking  or  other  financial  relationships  with  them. 
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OCKS 


S&P  500 

OCT.     APRIL     OCT.  SEPT.27-OCT.3 


1539.6 


-1530 


1510 


1490 


IMENTARY 

ks  retreated  from  Monday's 
Is,  but  were  still  up  for  the 
;.  Homebuilders  rallied, 
'KBHomeupl9%,Pulte 
|es  up  18%,  and  Lennar  up 
.  Big  retailers  had  a  good 
;  as  Target  jumped  5%,  Wal- 

4%,  and  Home  Depot  3%. 
lite  fears  of  big  write-offs 

the  credit  crunch,  Capital 
•Financial  and  Merrill  Lynch 
,  both  up  6%. 

Jloomberg  Financial  Markets,  Reuters 

JTUAL  FUNDS 

EEK  TOTAL  RETUR N 

ENDED  OCT.  3 
P  500  ■§  [IS.  DIVERSIFIED  M  Ml  EQUITY 


EEK  TOTAL  RETURN 

(ENDED  OCT.  3 

:  500  ■  U.S.  DIVERSIFIED  m  ALL  EQUITY 


10         15         20         25         30 
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U.S.  MARKETS 

OCT  3 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

SAP  500 

1539.6 

0.9 

8.6 

15.4 

Dow  Jones  Industrials 

13,968  I 

06 

12.1 

19.1 

NASDAQ  Composite 

2729.4 

1.1 

13.0 

21.7 

S&P  MidCap  400 

899.7 

2,1 

11.9 

20.3 

S&PSmallCap600 

433.4 

1.8 

8.3 

17.8 

DJ  Wrtshire  5000 

SECTORS 

15,4697 

1.1 

8.8 

16  5 

BusinessWeek  50' 

911.5 

1.2 

14.1 

21.7 

BW  Info  Tech  100" 

547,5 

1,5 

22.3 

34,6 

SAP/Citigroup  Growth 

717.6 

0.7 

10.0 

16.2 

S&P/Citigroup  Value 

819,3 

1.2 

7.2 

14,7 

S&P  Energy 

574.2 

-0.5 

26.1 

45.8 

S&P  Financials 

475.1 

3.3 

-4.1 

1.3 

S&P  REIT 

191.6 

3.7 

-3.6 

3.7 

S&P  Transportation 

276,4 

-0.1 

4.8 

6.9 

S&P  Utilities 

205.1 

-0.8 

9.9 

17.6 

S&P  GSTI  Internet 

228.2 

2.0 

14.3 

30.2 

PSE  Technology 

988.3 

1.1 

12.9 

20.0 

%  CHANGE 


•March  19, 1999=1000  "February  7, 2000=1000 


GLOBAL  MARKETS 

OCT  3 

WEEK 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

2277.1 

1.9 

14.4      26.8 

London  (FT-SE 100) 

6535.2 

1.6 

5,1        10.1 

Paris  (CAC  40&MMWMM 

5806.2 

2.0 

4.8       11.2 

Frankfurt  (DAX) 

7955.3 

1.9 

20.6       328 

Tokyo  (NIKKEI  225) 

17,199.9 

4.6 

-0.2        5.9 

Hong  Kong  (Hang  Seng) 

27,479.9 

4.0 

37.6       561 

Toronto  (S&P/TSX  Composite)  14,020.9 

-0.1 

8.6       21.6 

Mexico  City  (IPC) 
FUNDAMENTALS 

31,178.8 

oct  : 

2.9 

179        44.1 
WEEK  AGO      YEAR  AGO 

S&P  500  Dividend  Yield 

1.80% 

1.83%      1.83% 

S&P  500  P/E  Ratio  (Trailing  12 

mos.) 

17.9 

176          17.6 

S&P  500  P/E  Ratio  (Next  12  mos.)' 

14.9 

15.2         14.3 

First  Call  Earnings  Surprise* 
TECHNICAL  INDICATORS 

-1.55% 
oct: 

4.07%      9.41% 

•First  Call  Corp. 

WEEK  AGO      READING 

S&P  500  200-day  average 

1468.9 

1465.8    Positive 

Stocks  above  200-day  average 

50.0% 

43.0%     Neutral 

Options:  Put/call  ratio 

0.83 

0.83    Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

174 

1.59     Positive 

BEST-PERFORMING 


GROUPS 

Divsfd.  Metals  &  Mining 

LAST 
MONTH  % 

23.0 

LAST  12 
MONTHS  % 

Divsfd.  Metals  &  Mining   155.6 

Fertilizers  &  Ag.  Chems. 

20.8 

Internet  Retailers            119.6 

Constr.  &  Engineering 

17.4 

Tires  &  Rubber               108.2 

Coal 

16.2 

Constr.  &  Engineering      100.6 

Automobiles 

15.2 

Fertilizers  &  Ag.  Chems.    76.4 

EQUITY  FUND  CATEGORIES 


«-WEEK  TOTAL  RETURN 

LEADERS        

Specialty- Precious  Metals 
Latin  America  Stock 
Pacific/Asia  ex-Japan  Stk. 
Diversified  Emerging  Mkts. 

LAGGARDS 

Bear  Market 
Muni  National  Short 
Ultrashort  Bond 
Short-Term  Bond 


52-WEEK  TOTAL  RETURN                        % 
LEADERS  

203  Pacific/Asia  ex- Japan  Stk.  89.0 

18.0  Latin  America  Stock  763 

174  Diversified  Emerging  Mkts.  59.7 

13.6  Specialty-Natural  Res.  4L8 

LAGGARDS      

-6  J  Bear  Market  -17J 

0.6  High  Yield  Muni  03 

0.6  Muni  California  Long  1.8 

0.7  Muni  New  Jersey  2.1 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN                          % 
LEADERS 

ProFds.UltraEmfg.Mkts.lnv.  39.4 
ProFds.UttraEmrg.Mkts.Svc  39.3 
Diexion Larji America BuJ2Xlnv  38.6 
Direxn.Emrg.  Mkts.  Bull  2X      32.8 

LAGGARDS       

ProFds.  UltSh.  Emrg.  Mkts.  tnv.-30.5 
PrcttsUttSh.Emrg.Mkts.Svc.  -30.5 
Direxn.  Emrg.  Mkts.  Bear  2X  -26.7 
ProFds.  Sh.Prec.Mtls.Svc.      -17.4 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Direxn.  Lat  Am.  Bull  2Xlnv.  174.7 
ProFds.  UltraEmrg.  Mkts.  Inv.  1603 
ProFds.  UftraEmrg.  Mkts.  Svc.  1582 
AIM  China  I  155.3 

LAGGARDS        

ProFds.  UftSh-Emrg.  Mkts.  Svc.-70.6 
ProFds.  UttSh.  Emrg.  Mkts.  lnv.-70.3 
Direxn.  Emrg.  Mkts.  Bear  2X  -643 
Direxn.  NASDAQ  100  Bull  25X  -45.7 


WORST-PERFORMING  LAST 

GROUPS                                    MONTH  »/o 

LAST  12 
MONTHS  % 

Consumer  Electronics      -23.2 

Homebuilding 

-42.6 

Trucking                          -12.1 

Motorcycles 

-21.9 

Home  Improvement  Stores  -9.6 

Electric  Mfg.  Svcs. 

-21.8 

Motorcycles                      -8.4 

Home  Furnishings 

-20.4 

Advertising                      -5.7 

Computer  Retailers 

-15.7 

INTEREST  RATES 

KEY  RATES 

0CT.3         WEEKAGO 

YEAR  AGO 

Money  Market  Funds 

4.92% 

4.94% 

4.85% 

90-Day  Treasury  Bills 

3.95 

3.73 

4.91 

2-Year  Treasury  Notes 

4.00 

3.97 

4.66 

10-Year  Treasury  Notes 

4.54 

4.62 

4.62 

30-Year  Treasury  Bonds 

4.79 

4.89 

4.76 

30-Year  Fixed  Mortgage  f 


6.33  6.33       6.05 

fBanxQuotelnc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.BOND 

30-YR.  BOND 

General  Obligations 

3.83% 

4.43% 

Taxable  Equivalent 

5.47 

6.33 

Insured  Revenue  Bonds 

4.00 

4.63 

Taxable  Equivalent 

5.71 

6.61 

THE  WEEK  AHEAD 


I  NATIONAL  TRADE 

may,  Oct.  11,  8:30  a.m. 
|The  August  trade  deficit 
least  to  be  $59.1  billion, 
■arrowing  to  $59.2  billion  in 
that's  the  median  estimate 
liing  to  economists  polled 
■ion  Economics. 
It-import  prices 
May,  Oct.  11,  8:30  a.m. 
■September  import  prices 
»!y  jumped  1%  after  a  drop 
loleum  prices  led  to  a  0.3% 


fall  in  August.  Export  prices  likely 
crept  up  0.2%  after  a  0.1%  dip. 
FEDERAL  BUDGET  Thursday, 
Oct.  11,2  p.m.  EDT  i>  The  federal 
government  most  likely  ended 
fiscal  2007  with  a  $100  billion 
surplus  in  September,  vs.  a 
$56.2  billion  surplus  the  previous 
year.  Based  on  the  consensus 
estimate,  this  year's  total  deficit 
would  be  less  than  $200  billion. 
RETAIL  SALES  Friday,  Oct.  12, 
8:30  a.m.  EDT  »  Retail  sales  in 


September  are  expected  to  have 
grown  0.3%  for  a  second  straight 
month.  Excluding  motor  vehicles, 
sales  probably  rose  0.4%,  after  a 
0.4%  drop  in  August. 
PRODUCER  PRICE  INDEX  Friday, 
Oct.  12,  8:30  a.m.  EDT»  Producer 
prices  probably  climbed  0.5%  in 
September,  following  an  energy- 
driven  drop  of  1.4%  in  August. 
Excluding  food  and  energy,  prices 
likely  inched  up  0.1%,  after  a 
0.2%  increase. 


The  BusinessWeek  production  index 
slipped  to  311.4  for  the  week  ended 
Sept.  22,  a  9.3%  gain  from  the 
previous  year.  Before  calculation  of 
the  four-week  moving  average,  the 
index  retreated  to  310.4. 
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Industrial  Design 


@  ACADEMYo/ART  UNIVERSITY 


FOUNDED     IN     SAN     FRANCISCO     I929 


The  School  of  Industrial  Design 
at  Academy  of  Art  University 
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1.800.544.2787  •  WWW.ACADEMYART.EDU 
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What's  New  and  Exciting  on  the  Internet  ? 


SUPREME  MASTER 

TELEVISION 
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"Mini-Web"  Pages  for 

Advertising  To  Cell  Phones 

Free!  Visit  www.iCardMe.com. 
Reach  millions  with  your  company 
and  products!  How  does  your 
website  look  from  a  cell  phone? 
Make  your  site  mobile  friendly  for 
under  $10  per  year  with 
www.Mobi-Web.mobi  or  Visit 
www.Estory.mobi  for  something 
else  big,  new  &  exciting! 


Opportunities  are  welcome! 
Call  602-622-2323 
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Alfred  Shum:  86-1360  1099  872 
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Engaging  consumers  and  driving  sales. 


77  Chambers  Street. 

New  York.  NY  10007 

tel  212  742  9560 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  Popular  Science  Award  for  the 

n  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


ME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 

pd  88%  of  people  who  own  health  club  memberships  do  not 

nercise.  A  4  minute  complete  workout  is  no  longer  hard  to 

jlieve  for  all  the  people  who  since  1990  have  bought  our 

<cellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 

ho  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 

le    health    benefits    experienced 

jring   that   tryout,    and    the    ROM 

jrformance   score   at  the   end   of 

ach  4  minute  workout  that  tells  the 

ory     of     health      and      fitness 

iprovement.  At  under  20  cents  per 

se,  the  4  minute  ROM  exercise  is 

le     least     expensive     full     body 

)mplete  exercise  a  person  can  do. 

ow  do  we  know  that  it  is  under  20 

jnts  per  use?  Over  90%  of  ROM 

achines  go  to  private  homes,  but 

3  have  a  few  that  are  in  commercial 

>e  for  over  12  years  and  they  have 

ldured    over   80,000    uses   each, 

thout  need  of  repair  or  overhaul. 

ie  ROM  4  minute  workout  is  for 

;ople  from  10  to  over  100  years  old 

id  highly  trained  athletes  as  well. 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  Gogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limbemess/flexibility. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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Mp:  Hey  we  need  to  talk! 

Adam:  What  up? 

Me:  What  up?  Why  did  it  take  you 

S  days  to  respond  to  my  message. 

Adam:  Was  busy. 

Me:  Nowit  took  you  two  days  to 

tell  me  you're  busy. 

Adam:  What  did  you  wont 

Me:  What  did  you  want? 

Adam:  Youmsg'dme 

Me:  I  did? 

Adam:  Yep. 

m  •■ :  Oh  yeah .  wanted  t o  know  rf 

you  were  going  to  the  game. 

Adam:  Nope 

Me:  So  I  gathered. 

Adam:  The  game  was  two  weeks  ogo. 

Me:  Which  is  why  you  should' ve 

onswered  me. 

Adam:  I  did. 

Me:  Two  weeks  krter. 

Adam:  Two  weeks  later  what? 

Me:  Never  mind. 


[?--"» Quick  Text)      0  characters 


Done  )  fs*nd~)  (§)  (~Addl~)  t 


'OQ0    H«    J 

VQQO  9*  *• f/ 


"*  *.■ 


Chat-style  texting 
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Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 
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AMD  (AMD)  78 
AMW52 
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Ballard  Power  117 
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Bank  ot  America  (BAC) 
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Belfiore  Real  Estate  32 
BicyTaxi  11 
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Blackstone(BX)30 
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BP(BP)117 
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Cablevision(CVC)30 
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Countrywide  (CFC)  32 
Craig-Hallum  Capital  112 
Critical  Metrics  26 
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Dell  (DELL)  22, 42, 78 

Delphi  49 

Deutsche  Bank  (DB)  30 


Dow  Jones  (DJ)  30, 104 

D.R.Horton(DHI)32 

Drugstore.com  (DSCM)  44 
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Feng  Tay  Enterprises  49 
Fiat(FIA)49 
Fisher-Price  (MAT)  52 
Fitch  Ratings  40 
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GM(GM)30,49,117 
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Google  (GOOG)  44, 54, 120 


H&R  Block  (HRB)  40 

Harris  (HPOL)  44 

Hasbro  (HAS)  52 

Herald  Metal  52 

Hershey(HSY)12,30 

Hilco52 

Home  Builders  Research  32 

Hovnanian(HOV)32 

HP(HPQ)49,78 

HSBC(HBC)112 
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IBM(IBM)42,78 
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Peabody  Energy  (BTU)  16 
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PNM68 
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Posco49 
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Psion  84 

Pulte  Homes  (PHM)  32 
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ill  'er  Up-But  with  What? 


H  The  Global  Race  to  Fuel  the  Car  of  the  Future 

n  Carson  and  Vijay  V.  Vaitheeswaran;  Twelve;  336pp;  $27.99 


is  hovering  above  $80  a  barrel.  Gas 
been  bouncing  between  $2.50  and 
a  gallon  for  the  past  two  years.  At 
33  per  gallon,  it  costs  $100  to  fill 
tank  of  a  Hummer  H2— to  carry 
driver  350  miles.  Fueling  up  even  a 
ikswagen  Rabbit  at  the  same  pump 
I  cost  almost  $50.  Surely,  you'd  think, 

b  must  be  a  better  means  of  keeping 
ehicles  running  than  with  pricey  oil 
Ti  out  of  hostile  and  distant  places, 
is  in  this  context  of  Western 
lipation  of  the  Next  Big  Energy 
that  Iain  Carson  and  Vijay  V. 
leeswaran,  correspondents  for  The 
pmist,  have  written  Zoom:  The  Global 
to  Fuel  the  Car  of  the  Future.  What 
uthors  describe,  though,  is  not  so 
i  a  race  as  inertia  on  the  part  of  the 
land  oil  industries,  petroleum-rich 
[tries,  politicians,  environmentalists, 
:ven  consumers  over  what  new 
jy  sources  will  emerge  as  our 
ary  fuels  for  autos.  Overall,  the 
is  an  articulate  and  well-referenced 
y  that  could  have  used  more 
1  on  the  men  and  women  trying  to 
the  West's,  and  increasingly  the 
oping  world's,  addiction  to  oil. 
om  is  at  its  best  when  it  reports  on  the  visionaries, 
tists,  and  the  odd  politician  or  government  bureaucrat 
the  knowledge  to  fillet  the  go-slow  arguments  favored 
g  Oil  and  Detroit.  These  figures  include  such  hydrogen- 
:r  advocates  as  Energy  Conversion  Devices  co-founder 
brd  Ovshinsky  and  Rocky  Mountain  Institute  founder 
ry  Lovins;  NASA  climate-change  expert  James  Hansen, 
defied  White  House  directives  on  staying  neutral  in  the 
te;  and  Tesla  Motors  founders  Elon  Musk  and  Martin 
lard.  Ovshinsky,  for  example,  is  the  head  of  a  company 
las  lost  money  for  most  of  the  40  years  it  has  been 
c,  yet  he  is  widely  seen  as  the  best  brain  developing 
Dgen  and  other  alternative  energy  today.  Tesla,  whose 
%o  on  sale  next  year,  didn't  wait  for  a  big  advance  in 
ry  technology.  Instead,  it  cobbled  together  existing 
ries  similar  to  the  ones  used  now  in  cell  phones  and 
ps.  These  stories  are  absorbing,  but  there  are  other  tales 
\  could  have  delivered.  Where  are  the  blow-by-blow 
rtives  on  such  breakthroughs  as  General  Motors'  plug-in 
boncept  car  or  Ballard  Power  Systems'  struggle  to  store 


300  miles  worth  of  compressed  hydrogen  on  board  a  vehicle? 

At  times,  the  authors'  tone  is  shrill:  The  "call  for  energy 
independence... is  used  to  justify  subsidies  for  pork-barrel 
projects  or  mere  sops  to  the  industry,  such  as  drilling  for  oil 
in  the  Alaskan  wilderness."  Moreover,  there's  lots  of  attention 
paid  to  such  familiar  material  as  how  the  auto  and  oil 
companies  have  been  foot-draggers  on  fuel  economy  and  how 
Toyota  gave  us  the  Prius  hybrid  while  GM  simultaneously 
abandoned  its  EV-1  electric  car  and  purchased  Hummer. 

Big  Oil,  not  surprisingly,  takes  many  broadside  hits. 
Targets  range  from  former  ExxonMobil  CEO  Lee  Raymond's 
dismissals  of  global  warming  to  the  damage  wrought  by 
the  extraction  of  oil  from  Canadian  tar  sands 
and  shale.  But  the  correspondents  of  the 
British  weekly  exhibit  plenty  of  affection  for  the 
controversial  ex-CEO  of  BP  Amoco.  John  Browne 
indeed  needled  his  own  industry  with  rhetoric 
about  diversifying  away  from  fossil  fuels,  but 
he  has  also  come  under  severe  criticism  for 
lax  safety  and  environmental  standards  for  oil 
exploration.  Nevertheless,  say  the  authors,  Lord 
Browne  "may  have  done  nothing  less  than  start 
preparing  BP  for  the  unthinkable:  life  after  oil. 
And  if  indeed  he  got  it  right,  it  will  be  his  rivals 
in  the  dinosauric  American  oil  industry  who  turn 
green— with  envy." 

Although  the  authors  lean  left  in  their 
indictments  of  Big  Business,  their  criticisms  of 
politicians  are  evenhanded.  It's  not  all  about 
Republicans  or  the  current  White  House, 

they  write,  but  also  Franklin 
Roosevelt,  Jimmy  Carter,  and, 
yes,  Bill  Clinton  and  Al  Gore, 
who  failed  to  push  a  carbon-tax 
agenda  in  1993-94  when  they 
had  a  Democratic  majority  in 
Congress.  The  Sierra  Club  and 
other  enviro-advocates  get 
dinged,  too,  for  settling  for  too 
little  in  energy  legislation. 

Zoom  concludes  somewhat 
self-righteously  with  a  series  of 
bullet-point  advisories  for  would-be  U.S.  Presidents.  What's 
needed,  they  say:  European-style  gas  taxes  to  heighten 
demand  for  more  fuel-efficient  vehicles,  as  well  as  an  end  to 
government  sponsorship  of  specific  technologies,  such  as  corn 
ethanol,  in  favor  of  letting  the  free  markets  sort  things  out.  The 
authors,  like  the  reader,  know  that  any  change  in  energy  policy 
and  infrastructure  would  be  a  complicated,  gargantuan  task 
facing  the  opposition  of  entrenched  business  interests.  A  race? 
Ifs  more  like  a  wrestling  match  with  those  who  want  to  save 
the  planet  nearly  always  on  the  mat.  ■ 

-By  David  Kiley 
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BY  GLEN  WHITMAN 


Bad  Medicine  for  Health  Care 

According  to  legend,  King  Canute  of  Denmark  facetiously  tried  to  stop  th 
rising  tide  by  simply  raising  his  hand  and  commanding  the  waters  to  roll 
back.  The  tide,  of  course,  kept  rising.  Yet  policymakers  throughout  histor 
have  followed  Canute's  lead.  From  Hillary  Clinton  and  John  Edwards  to 
Mitt  Romney  and  Arnold  Schwarzenegger,  politicians  across  the  spectrui 


have  tried  or  vowed  to  solve  America's  health-care  woes  by 
enacting  an  individual  mandate— a  law  requiring  every  adult 
to  purchase  health  insurance.  Despite  its  bipartisan  support, 
the  individual  mandate  is  bad  policy,  a  vain  attempt  to 
command  a  better  result  while  doing  nothing  to  achieve  it. 

Individual  mandate  supporters  typically  justify  the 
policy  by  citing  the  problem  of  uncompensated  care.  When 
uninsured  patients  receive  health  services  but  don't  pay 
for  them,  the  rest  of  us  end  up  footing  the  bill  one  way  or 
another.  So  advocates  of  insurance  mandates  contend, 
plausibly  enough,  that  we  should  make  the  free  riders  pay 

But  how  big  is  the  free-rider  problem,  really?  According  to  an 
Urban  Institute  study  released  in  2003,  uncompen 
sated  care  for  the  uninsured  constitutes  less 
than  3%  of  all  health  expenditures.  Even  if  the 
individual  mandate  works  exactly  as  planned, 
that's  the  effective  upper  boundary  on  the 
mandate's  impact. 


OF  COURSE,  IT  WILL  not  work  exactly  as  planned.  As 
anyone  who  has  ever  driven  above  55  mph  knows, 
mandating  something  is  not  the  same  as  making 
it  happen.  Some  people  will  not  comply:  47  states 
require  drivers  to  buy  liability  auto  insurance,  yet 
the  median  percentage  of  uninsured  drivers  in 
those  states  is  12%.  Granted,  that  number  might 
be  even  higher  without  the  mandates.  The  point, 
however,  is  that  any  amount  of  noncompliance 
reduces  the  efficacy  of  the  mandate. 

None  of  this  means  the  uninsured  are  not  a  problem.  Yet 
the  true  issue  isn't  that  they  cost  the  rest  of  us  too  much.  It's 
that  they  simply  get  less  care  than  most  people  (one  reason 
uncompensated  care  is  such  a  small  fraction  of  health-care 
spending).  And  if  the  real  concern  is  making  health  insurance 
and  health  care  available  to  those  in  need,  we  should  focus 
on  reducing  health-care  prices  and  insurance  premiums.  The 
individual  mandate  is,  at  best,  a  distraction  from  that  goal. 

Some  proposals  couple  mandates  with  subsidies  for  the 
purchase  of  private  insurance.  As  far  as  policies  to  encourage 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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more  private  coverage  go,  you  could  do  worse.  But  as  long  at 
public  has  to  subsidize  the  formerly  uninsured,  the  problem 
free  riders  has  not  been  solved.  We're  just  paying  for  them  in 
different  way. 

To  enact  any  mandate,  legislators  and  bureaucrats  mus4 ' 
specify  a  minimum  benefits  package  that  an  insurance  po 
must  cover.  Yet  this  package  can't  be  denned  in  an  apolitic 
way.  Each  medical  specialty,  from  oncology  to  acupunctur 
will  push  for  its  services  to  be  included.  Ditto  other  intere; 
groups.  In  government,  bloat  is  the  rule,  not  the  exceptior 

Even  now,  every  state  has  a  list  of  benefits  that  any 
health-insurance  policy  must  cover— from  contraception 
to  psychotherapy  to  chiropractic  to  hair 
transplants.  All  states  together  have  created 
nearly  1,900  mandated  benefits.  Of  course, 
more  generous  benefits  make  insurance  more 
expensive.  A  2007  study  estimates  existing 
mandates  boost  premiums  by  more  than  20%' 
If  interest  groups  have  found  it  worthwhile 
to  lobby  50  state  legislatures  for  laws  affecting 
only  voluntarily  purchased  insurance  policies? 
they  will  surely  redouble  their  efforts  to  affec' 
the  contents  of  a  federally  mandated  insurant 
plan.  Consequently,  even  more  people  will  finr 
themselves  unable  to  afford  insurance.  Other  r 
will  buy  insurance,  but  only  via  public  subsid 
Isn't  that  just  what  the  doctor  didn't  order? 
A  better  approach  to  health  reform  would  fo(« 
on  removing  mandates  that  drive  up  insurance  premiums. 
States  ought  to  repeal  some  or  all  of  their  mandated  benefit 
laws,  allowing  firms  to  offer  lower-priced  catastrophic  care 
policies  to  their  customers.  The  federal  government  could  ass 
by  guaranteeing  customers  the  right  to  buy  insurance  offeree 
in  any  state,  not  just  their  own,  enabling  patients  to  patronize 
companies  in  states  with  fewer  costly  mandates.  Indeed, 
removing  mandates  would  do  far  more  to  expand  health-can 
coverage  than  adding  new  mandates  ever  could.  ■ 

Glen  Whitman,  associate  professor  of  economics  at  Californi 
State  University,  Northridge,  adapted  this  column  from  his 
earlier  paper  in  Cato  Policy  Report. 
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BY  JACK  AND  SUZY  WELCH 


Breaking  Through  the  Bias 


I  am  seeking  a  rewarding  career,  having  recently  completed  my 
bachelor's  degree  in  management.  What  obstacles  will  I  likely 
need  to  overcome  in  the  corporate  world  being  an  older,  five- 
foot-tall  African  American  woman? 

-Letha  Daniels,  Houston 

When  we  first  received  your  letter,  we  put  it  into  a  file  labeled 
How  to  Succeed  in  Business  While  Being  Different.  There 
it  joined  about  15  other  e-mails  that  have  come  in  recent 
months,  including  ones  sent  by  a  Sri  Lankan  immigrant 
joining  a  company  in  Adanta,  a  64-year-old  Puerto  Rican 
nurse  promoted  into  management  in  a  Toronto  hospital, 
and  a  (closeted)  gay  man  leading  the  sales  force  of  a  major 
corporation.  Every  e-mail  in  the  How  to  Succeed  folder  tells  a 
unique  personal  story,  but  the  underlying  question  is  always 
the  same.  Can  you  get  taken  seriously— and  get  ahead— in 
typical  corporate  settings  without  seeming,  well,  typical? 

If  only  the  answer  were  yes.  Unfortunately,  in  our 
experience,  it  is  only,  "Yes,  but  it's  harder." 

Not  to  vilify  corporations.  There  isn't  a  CEO  today  who 
doesn't  want  a  diverse 

Companies 


embrace 
diversity,  but 
to  get  ahead, 
minorities 
still  have  to  go 
the  extra  mile 


workforce,  and  there  isn't  a 

global  company  that  hasn't 

devoted  significant  resources 

to  achieving  that  end,  with 

diversity  councils,  proactive 

hiring  and  promotion  practices, 

mentoring  programs,  and  the 

like.  But  deeply  entrenched 

biases  persist  in  society,  and 

many  corporations  remain 

predisposed  to  straight,  white 

men  with  prestigious  college 

degrees.  As  one  African  naHiMn 

American  senior  executive  puts 

it:  "Hiring  managers  are  often 

uncomfortable  based  simply  on  a  lack  of  familiarity.  They  want 

to  associate  with  people  like  them." 

Which  doesn't  knock  you  out  of  the  corporate  career 
competition,  it  just  shifts  your  starting  line  back  a  bit. 
And  the  only  way  we  know  to  overcome  that  deficit  is 
with  sheer,  unbridled  competence.  Because  at  their  core, 
more  than  anything  else,  companies  want  to  win.  So  while 
your  performance  may  take  longer  to  be  rewarded,  if  you 
consistently  deliver  great  results,  eventually  you'll  wear  any 
doubters  down.  They'll  come  to  need  you  too  much. 

Is  this  system  fair?  Of  course  not.  Even  though  we  have 
both  benefited  from  it  to  some  extent,  due  to  background  and 
education,  we  have  seen  its  inequities  and  the  toll  it  can  take 


on  personal  dignity.  We've  seen  it  make  too  many  people 
disenfranchised.  We've  seen  it  make  too  many  leave.  And 
indeed,  thaf  s  a  viable  alternative  for  you.  Many  younger 
companies— think  Google  and  eBay— seem  to  have  solved 
problem  of  diversity.  Or  you  can  go  it  alone:  The  economj 
filled  with  businesses  started  by  individuals  who  didn't  wj. 
to  wait  for  a  bunch  of  middle-aged  white  men  to  decide  th 
were  worth  something.  You  can't  blame  them. 

But  we  wouldn't  advise  you— or  anyone  "different"—  to f 
ditch  a  traditional  corporate  career.  Big  companies  are 
getting  better  every  day  at  inclusiveness;  the  vast  majority  a 
making  a  serious  effort.  And  corporations  do  offer  immense 
opportunity  for  professional  and  personal  growth.  Once  yoi 
career  takes  off,  you  can  travel,  manage  teams,  even  laundi 
whole  new  businesses.  Perhaps  most  rewarding,  you  can  us 
your  platform  to  foster  the  careers  of  other  "different"  peopi 
making  the  corporation  and  the  world  all  the  better  for  it.  i 

So  don't  give  up.  If  you  feel  you  can  survive  the  corpora 
journey  with  your  sense  of  humor  and  humanity  intact,  kc 
that  your  performance  can  ultimately  get  you  to  the  top  of 
mountain.  Just  be  prepared  for  a  harder  climb. 

Recently,  I  was  at  Target  and  saw  a  giant  "Made  in  the  USA" 
on  a  box  of  toys.  How  can  the  leaders  of  companies  that  rely) 
China  for  production  overcome  concerns  that  consumers  hat 
now,  stemming  from  recent  product  recalls? 

-Anonymous,  New  York  k 

Very  simply,  they  can  face  up  to  the  reality  that  outsourcing 
means  never  saying  goodbye.  The  fact  is,  it  doesn't  matter  < 
where  you  do  your  manufacturing,  Peoria  or  Nanchang  or 
any  of  the  thousands  of  low-cost  locales  in  between,  with  ■ 
more  emerging  every  day.  If  your  company's  name  is  on  a  . 
product,  you  have  total  responsibility  for  its  quality,  even  il 
it  means  keeping  any  number  of  your  own  people  in  foreig 
plants  to  monitor  materials,  processes,  and  output. 

Now,  we've  heard  some  pundits  opine  that  the  recent 
Chinese  recalls  signal  a  return  to  the  value  of  locally  made 
products,  and  the  sign  you  saw  in  Target  seems  to  suggest  t! 
same.  But  these  are  knee-jerk  reactions,  and  in  some  quarte 
perhaps  a  bit  of  wishful  thinking.  Globalization  means  that 
outsourcing  will  be  with  us  forever.  Companies  and  their 
managers  just  need  to  get  better  at  it.  Outsourcing  may  take 
place  out  of  sight,  but  it  can  never  be  out  of  mind.  ■ 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  ther. 
at  thewelchway@businessweek.com.  For  their  weekly  video 
podcast,go  to  businessweek.com/search/podcasting.htm. 
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A  BUSINESSWEEK 
FOR  A  BUSIER  WORLD 


With  this  issue,  we  are  relaunching 
BusinessWeek  to  serve  you  better  as  your 
world  changes. 

We're  proud  of  our  78  -year  history  as 
the  world's  leading  business  magazine, 
and  we  're  especially  proud  that  Business  - 
Week  has  grown  steadily  over  the  past 
decade  and  now  reaches  more  than  4.8 
million  readers  each  week.  But  we  live  in 
your  world— one  of  intense  time  pressure,  global  competition, 
information  overload,  and  relentless  challenge.  And,  like  you, 
we  can't  stand  still. 

With  that  in  mind,  we've  spent  the  past  18  months  asking 
several  thousand  people,  readers  and  nonreaders  alike, 
lots  of  questions  about  what  they  want  and  expect  from  us 
in  the  coming  months  and  years.  And  we've  concluded  that 
we  can  meet  your  needs  in  a  faster,  smarter,  and  richer  way. 
Here's  what  we've  learned,  and  what  we're  doing  about  it: 

You're  busier  than  ever  as  your  colleagues  and  customers 
pursue  you  into  your  evenings  and  crash  your  vacations. 
Therefore,  you  want  us  to  brief  you  on  the  week's  most 
important  business  news,  information,  and  ideas  as  intel- 
ligently and  efficiently  as  possible. 
So  we're  providing  you  with  an  enhanced  version  of  our 
popular  weekly  news  digest,  The  Business  Week  (page  010). 
TBW  will  now  cull  its  content  not  only  from  BusinessWeek  and 
BusinessWeek.com  but  also  from  dozens  of  additional  sources 
that  we  find  reliable  and  illuminating.  As  a  result,  we  believe 
we  now  offer  the  most  concise,  useful,  and  authoritative 
business  news  summary  available  anywhere.  And  you  will 
always  be  able  to  find  it  at  the  front  of  the  magazine. 

You're  watching  the  global  scene  more  closely  as  your 
business  faces  increased  competition,  and  derives  greater 
revenue,  from  abroad.  You  want  us  to  cover  business 
globally  so  that  each  story —whether  on  technology, 
finance,  corporate  strategy,  or  the  economy— reflects  the 
world  in  which  you  work  and  invest. 
So,  recognizing  that  "global"  isn't  something  distinct  from 
your  ordinary  work  life  but  rather  embedded  in  it,  we're  doing 
away  with  the  separate  Global  Business  section.  Now  you'll 
find  international  stories  integrated  into  our  News  pages, 
as  well  as  into  a  new  section  called  What's  Next  (page  079), 
which  will  cover  emerging  business  methods,  ideas,  technolo- 
gies, and  trends. 
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You  consume  business  information  differently  than 
in  the  past  as  you  graze  through— or  hurry  past— 
reports  on  TV,  radio,  Web  sites,  mobile  devices,  eleve 
screens,  giant  tickers,  and  (oh,  yes)  in  newspapers.  S 
is  important,  some  not.  Some  is  true,  some  disturbir 
misguided. 

So  in  all  our  reporting  and  analysis,  we'll  be  focusing  on 
sorting,  clarifying,  and  illuminating.  Also,  we'll  be  openir 
our  doors  to  an  Internet-type  model  of  aggregation— that 
is,  offering  other  smart  perspectives  from  around  the  wor 
alongside  stories  that  we  develop  (page  040).  In  this  way, 
we'll  share  ideas  that  we  have  found  worthwhile,  even  if  tl 
weren't  invented  here. 

You're  weary  of  the  glitzy  sales  pitch,  style  over 
substance,  cleverness  over  clarity. 

So,  our  cleaner,  more  understated  design  features  stories   , 
organized  into  straightforward  sections  with  utilitarian 
names  and  clear  purposes:  The  Business  Week,  News,  In 
Depth,  What's  Next,  Personal  Business,  and  Opinion.  Youi 
find  our  columnists  in  this  final  section,  along  with  a  now 
weekly  feature,  Feedback,  where  we  can  air  your  views  mc 
fully  and  highlight  the  best  of  the  online  conversations  at 
BusinessWeek.com. 

The  entire  BusinessWeek  team  con-, 
tributed  to  this  relaunch,  from  report 
editors,  designers,  and  technologists, 
market  researchers  and  advertising,  n 
keting,  and  circulation  specialists.  I  w 
to  offer  special  thanks  to  our  tireless  a 
multitalented  art  director,  Andrew  H( 

ton  (above),  the  leader  of  the  project,  and  to  our  spirited  a 

immensely  creative  design  partners  at  Modernista!  in  Bos 
We  welcome  your  thoughts,  and  especially  any  suggest 

at  bwreader@businessweeR.com.  Now,  literally,  we  are  in 

hands,  ibwi 
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Stephen  J.  Adler,  editor-in-chief 
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and  spankin'  new-ish. 


'  rigorous  inspections  only  the  most  pristine  vehicles  are  chosen.  That's  why  we  offer  a 
anty  for  up  to  6  years  or  100,000  miles'  In  fact,  a  Certified  Pre-Owned  BMW  looks  so  good 
oerforms  so  well  it's  hard  to  believe  it's  pre-owned.  But  it  is,  we  swear,  bmwusa.com/cpo 
ed  by  BMW  Trained  Technicians  /  BMW  Warranty  /  BMW  Leasing  and  Financing  /  BMW  Roadside  Assistance" 


Certified  Pre-Owned 
BMW 

bmwusa.com/cpo 
1-800-334-4BMW 

The  Ultimate 
Driving  Machine" 

Certified  Pre-Owned 
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Pre-Owned.  We  Swear. 


tion  Plan  provides  coverage  for  two  years  or  50.000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New  Vehicle  Limited  Warranty  'Roadside 
mce  provides  coverage  for  two  years  (unlimited  miles)  from  the  date  of  the  expiration  of  the  4-year/unlimited-miles  New  Vehicle  Roadside  Assistance  Plan  See  participating  BMW  center 
ails  and  vehicle  availability  For  more  information  call  1-800-334-4BMW  or  visit  bmwusa  com  ©2007  BMW  of  North  America.  LLC.   The  BMW  name  and  logo  are  registered  trademarks 
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A  NEW  REASON  FOR  BULLS  TO  RUN 


When  Wall  Street  is  in  a  buying  mood,  any  excuse  for  a 
rally  will  do.  On  Oct.  9  it  was  the  release  of  Fed  minutes 
that  sent  the  dow  and  the  s&p  500  to  new  highs.  The 
Dow  leaped  121  points,  to  nearly  14,165,  an  advance  of 
better  than  10%  from  the  low  touched  during  the  mid- 
August  credit  crunch.  Investors  had  to  squint  hard  to 
find  anything  bullish  in  the  minutes  of  the  federal  open 
market  committee's  Sept.  18  meeting,  at  which  it  cut  its 
key  rate  half  a  percentage  point,  to  4.75%.  Stock  traders 
may  have  liked  the  Fed's  saying  it  stood  ready  to  cut 
again  if  necessary.  But  bond  mavens  saw  the  minutes 
more  negatively,  and  pared  back  the  odds  on  another 

Tate  CUt.   □  "Stocks  rally  on  Fed  minutes"  businessweek.com/magazine 


KEEPING  UP  WITH  ORACLE 

Another  big  fish  just  arrived  at 
the  software  feeding  frenzy.  SAP 
agreed  to  buy  French  data-mining 
software  maker  Business  Objects 
on  Oct.  7  for  $6.8  billion  to  fat- 
ten its  revenues  and  bite  back  at 
archrival  Oracle,  which  acquired 
similar  technology  in4March.  Inves- 
tors felt  SAP  overpaid,  and  shares 
of  the  German  giant  slipped.  But 
CEO  Henning  Kagermann  said 
the  deal  "accelerates  significantly 
our  growth  potential,"  a  depar- 
ture from  SAP's  organic-growth 
mantra.  Now,  with  other  business- 
intelligence  software  makers  like 
Cognos  and  MicroStrategy  on  the 
block,  the  question  is  how  quickly 
acquisition-hungry  outfits  like  IBM, 


Ben  BernankeV « 
Fed  said  it  wou;  i 
cut  rates  again    » 
if  needed— and; 
stocks  soared 
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swIett-Packard,  and  Microsoft 

II  move  in. 

"The  next  software  acquisitions" 

sinessweek.com/magazine 


HAT  HAPPENED  AT  BEAR 

e  two  bankrupt  Bear  Stearns 
dge  funds  were  doomed  to 

I  once  the  market  for  subprime 
)rtgages  cracked,  a  Business- 
sek  analysis  of  confidential 
ancial  reports  reveals.  The  funds 
pended  on  loans  that  could  be 
lied  quickly,  and  they  carried  too 
e  cash  and  too  many  oddball 

urities  to  have  any  staying 
wer.  One  used  an  unusual  ar- 
gement  with  Barclays  to  boost 
leverage,  a  side  deal  that  may 

II  have  put  the  other  fund  in 
pardy.  Auditors  red-flagged  the 
t  that  the  reported  values  of 

re  than  60%  of  net  assets  were 
t  estimates  by  Bear  managers. 
3  funds  were  marketed  as  "high 
de"  but  failed  their  market  test. 
VI PAGE  50  "Bear  bets  wrong" 


JTING  FOR  THE  DREAMLINER 

a  technological  marvel,  and 
t's  part  of  the  problem.  Boeing 
d  on  Oct.  10  that  delivery  of  its 
7  Dreamliner  would  be  delayed 
six  months,  marking  the  end 
i  long  string  of  on-schedule 
iveries.  About  half  the  plane  is 
de  of  composite  fiber,  which 
kes  it  lighter  and  more  fuel- 
pient— and  thus  central  to  the 
npany's  future— but  integrating 
olutionary  software  systems  is 
ving  a  slog. 

'On-time  787  delivery?  Dream  on" 
inessweek.com/magazine 


TO  WORKERS  WALK  AGAIN 

Is  must  have  been  one  of  the 
lirtest  strikes  on  record.  The 
|W  struck  Chrysler  for  just 
Ihours  on  Oct.  10  before  a 
lil  was  reached  that  offloads 
■  carmaker's  future  employee 
II  retiree  health-care  liability 
Id  the  union.  Details  of  the 
1/  contract  weren't  known  at 
lss  time,  but  private  equity  firm 


i^BeST  -^ 


Cerberus  Capital  Management, 

which  bought  Chrysler  in  August, 
was  bent  on  minimizing  commit- 
ments to  U.S.  factory  jobs  as  it 
restructures  the  money-losing 
company. 

□  "Why  Chrysler,  UAW  settled  so  fast" 
businessweek.com/magazine 


A  SCORNED  SALLIE  SUES 

Breaking  up  is  hard  to  do,  es- 
pecially if  you're  courting  Sallie 
Mae.  The  student  lender  filed  suit 
on  Oct.  8  to  force  a  J.C.  Flowers- 
led  investment  group  either  to 
fork  over  a  $900  million  "breakup 
fee"  or  follow  through  on  its 
$25  billion  commitment  to  buy 
the  company.  Flowers  still  wants 
Sallie— just  not  at  that  price.  The 
buyout  firm  said  in  a  statement 
that  the  dispute  "should  be  re- 

MARKETS  ON  A  TEAR 


solved  in  the  boardroom,  not  the 
courtroom." 


SPRINT'S  BOSS  RINGS  OFF 

Sprint  Nextel  CEO  Gary  Forsee 

stepped  down  on  Oct.  8  when 
the  company  warned  Wall  Street 
that  it  continues  to  lose  its  most 
valued  customers  and  will  miss 
its  third-quarter  financial  targets. 
The  board  is  expected  to  replace 
him  within  30  days.  Meanwhile, 
in  a  deal  that  helps  clear  away 
distractions  for  the  new  chief,  Net 
phone  carrier  Vonage  agreed  to 
pay  Sprint  $80  million  to  settle  a 
patent  dispute. 

□  "Sprint's  speedy  search  for  a  new 
CEO"  businessweek.com/magazine 


BOTTLED  WATER  BACKLASH 

Worried  about  all  that  plastic  piling 
up  in  landfills,  some  city  govern- 
ments are  banning  bottled  water 
from  their  offices  and  encourag- 
ing residents  to  drink  eau  de  tap. 
Consumers  may  be  taking  heed: 
Retail  sales  of  water  are  up  just 
9%  this  year,  vs.1 6%  growth  in 
2006.  That's  bad  news  for  Nestle, 
Coke,  and  PepsiCo,  which  rule  the 
$16  billion  industry. 
□  AdAge.com 


HOW  HIGH  CAN  GOOGLE  GO? 

On  Oct.  8  the  search  king's  stock 
blew  past  600  to  hit  a  record 
609.62.  One  reason  was  a  plan 
Google  announced  that  day  to 
distribute  videos  along  with  text 


The  leading  U.S.  indicators  appear  to  have  shrugged  off  subprime  woes 
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UAW  members 
in  Michigan  get 
set  for  a  Chrysler 
strike  that  didn't 
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ads  from  its  YouTube  unit  to 
other  Web  sites.  Investors  also 
appeared  to  like  an  Oct.  4  report 
from  the  Interactive  Advertising 
Bureau  and  Pricewaterhouse- 
Coopers  that  said  Google-domi- 
nated search  advertising  revenues 
grew  29%  in  the  year's  first  half. 
I BW I  PAGE  43  "What  in  the  Web  are  they 
thinking?" 


SIEMENS  PAYS  UP 

The  electronics  behemoth  has 
begun  to  extricate  itself  from  a 
corruption  scandal  in  Germany, 
but  the  ordeal  grinds  on  in  the  U.S. 
A  German  court  fined  it  a  modest 
$281  million  on  Oct.  4  for  paying 
some  $630  million  in  bribes  to  win 
business  for  its  telecom  unit.  An 
additional  sting:  $251  million  in 
taxes  on  the  bribes.  Investigations 
by  the  U.S.  Justice  Dept,  the  FBI, 
and  the  SEC  continue,  and  U.S. 
penalties  could  top  $1  billion,  ex- 
perts say.  New  CEO  Peter  Loscher 
unveiled  on  Oct.  5  a  plan  to  cen- 
tralize power  in  Munich,  making  it 
tough  for  local  fiefdoms  to  conceal 
bribes  from  top  brass. 


BIG  MUSIC  WINS  BIG 

Your  teacher  probably  never  told 
you  that  sharing  can  be  expen- 
sive. But  it's  a  lesson  the  music 
industry  would  like  taught,  and  on 
Oct.  5  a  Minnesota  jury  complied. 
It  ordered  Jammie  Thomas,  a 
30-year-old  single  mom,  to  pay 
$9,250  for  each  of  24  songs  that 
she  allegedly  uploaded  to  the 
Kazaa  file-sharing  service.  The 
$220,000  verdict  came  in  the  first 
case  to  go  to  trial  out  of  more  than 
26,000  such  lawsuits  by  record 
labels.  Thomas  says  she  intends 
to  appeal. 


Coors  and  Milk 
are  teaming  up 
(left).  A  worker 
a  Kazakhstan  c 
field  (lower  rigf 


BREWERS  IN  ONE  BOTTLE 

Drink  up!  SABMiller  and  Molson 
Coors  said  on  Oct.  9  they'll  com- 
bine their  U.S.  brands,  creating 
a  full-bodied  rival  to  Anheuser- 
Busch.  The  venture,  called  Miller- 
Coors,  will  have  nearly  a  third  of 
U.S.  beer  sales,  vs.  close  to  half 
for  Anheuser.  Both  partners  are 
the  result  of  mergers,  which  have 
become  the  only  way  to  gain  sales 
or  share  in  the  flat  U.S.  market. 


MOVE  OVER,  iTUNES 

Universal  Music  Group  CEO  Doug 
Morris  is  trying  to  slow  down  Steve 
Jobs'  iPod  train.  Along  with  Sony 
BMG,  he's  making  headway  toward 
an  industry-backed  music  subscrip- 
tion service,  Total  Music.  Industry 
leaders  hope  to  energize  digital 
sales  by  offering  a  download  service 
that  would  be  paid  for  by  bundling 
its  cost  in  the  price  of  devices  like 
Microsoft's  Zune  and  Sony's  Play- 
Station. The  other  aim:  to  help  those 
gizmos  chip  away  at  iPod  sales.  The 
industry  worries  that  the  iTunes-iPod 
axis  gives  Jobs  too  much  power 


"As  soon  as  this  case  went  public,  it  was 
no  longer  my  fight.  It  became  everyone's 
fight.  Just  because  it's  my  name  on  the 
case  doesn't  mean  I'm  alone."  Jammie  Thomas, 

as  quoted  in 
CNETNews.com 


over  how  music  is  marketed. 

I  BW  I  PAGE  30  "Universal  Music  takes 

on  iTunes" 


INSOURCING  PIRACY 

The  dwindling  list  of  "Made  in 
USA"  goods  just  got  a  dubious 
addition:  fakes.  A  federal  crack- 
down on  counterfeit  imports 
appears  to  be  driving  more  of  the 
business  stateside.  U.S.  sei- 
zures were  up  67%  last  year  in 
value  terms.  To  evade  authorities, 
makers  of  knockoffs  have  come 
up  with  a  new  division  of  labor: 
They're  importing  unbranded  ap- 
parel and  other  gear  from  Chinese 
factories  and  sewing  on  the  logos 
in  small  U.S.  sweatshops. 
□  WWD.com 


RBS  LANDS  ABN 

At  last,  it's  really  over.  When 
BCS  declared  defeat  on  Oct.  5, 
the  Royal  Bank  of  Scotland-led 

consortium  won  the  seemingly 
endless  fight  for  Dutch  giant  ABN 
Amro.  It'll  pay  a  steep  $98  billion, 
mostly  in  cash.  The  deal  is  the 
largest  financial  services  takeover 
ever  and  the  first  big  hostile  cross- 
border  banking  deal  in  Europe. 


COZY  BOURSES  IN  CHINA 

In  an  era  of  stock  market  tie-ups, 
it  should  come  as  no  surprise  that 
authorities  in  Beijing  and  Hong 
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increase  in 
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ig  are  looking  for  ways  to 
.  up  their  bourses.  In  what 
y  be  a  first  step,  the  Hong 
ig  government  in  early 
otember  upped  its  stake 
he  company  that  runs  the 
al  exchange.  That  could 
the  stage  for  an  eventual 
lity  swap  between  Hong 
ig  and  a  mainland  bourse— 
rospect  that  worries 
slators  eager  to  protect 
ig  Kong's  higher  standards 
ransparency. 
1 1  PAGE  38  "An  alarming 
tpect  for  Hong  Kong" 


I W  ASIA'S 
XHANGES  STACK  UP 


TRILLIONS  OF  DOLLARS 
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■WRITE-DOWN  PARADE 

kerage  titan  Merrill  Lynch 
mortgage  lending  leader 
ihington  Mutual  are  the 

3t  admitted  victims  of  the 
orime  lending  disaster.  On 

5,  Merrill  said  it  would 
3  off  $5.5  billion  in  bad 
s,  leaving  a  net  loss  for  the 

quarter,  and  WaMu  said 
)uld  set  aside  almost 
)illion  for  anticipated 
es,  causing  a  75%  plunge 
ird-quarter  profit. 

KGER  LOVERS,  BEWARE 

0  from  China  aren't  the 

1  scary  product  out  there 
lie  days.  Cargill  said  on 

E  5  that  it's  recalling  nearly 
^,000  pounds  of  frozen 
■burger  patties  because 
Jmay  have  been  contami- 
■d  with  E.  coli  bacteria.  The 
III  came  a  day  after  Topps 
■t  shut  down,  overwhelmed 


013 


by  the  costs  of  taking  back 
almost  22  million  pounds  of 
ground  beef.  The  Cargill  prod- 
ucts had  been  sold  in  Sam's 
Club  under  the  American 
Chef's  Selection  brand. 


GLAXO:  THE  WINNER  IS... 

The  tussle  to  replace  Jean- 
Pierre  Gamier  as  chief  of 
GlaxoSmithKline  ended 
on  Oct.  8  when  the  world's 
second-biggest  drugmaker 
said  Andrew  Witty  beat  out 
two  other  senior  officers. 
Now  the  43-year-old  Brit, 
who  runs  Glaxo's  European 
pharma  operation,  faces  the 
delicate  task  of  launching  new 
medicines  while  mending  the 
company's  good  name  after 
safety  worries  about  Avandia, 
its  blockbuster  diabetes  treat- 
ment, arose  in  May. 


KAZAKHSTAN  BACKS  OFF 

Your  investment  is  safe  with  us. 
That  was  the  message  from 
President  Nursultan  Nazar- 
bayev  to  Italian  energy  concern 
EN  I  on  Oct.  8.  Nazarbayev 
told  a  visiting  Italian  delega- 
tion that  there  were  no  plans  to 
revise  the  contract  for  the  vast 
Kashagan  energy  project  in  the 
Caspian  Sea.  The  Kazakhs  are 
ticked  off  at  cost  overruns  and 
delays  but  may  be  retreat- 
ing from  threats  that  seemed 
to  mimic  Russian  tactics  for 
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Sprint Jj> 


ahead 


The  Internet 
just  got  lapped. 

Plug  your  laptop  into  the  fastest  and 
largest  national  mobile  broadband 
network,  and  you  can  speed  around  the 
Web  like  it's  standing  still.  That's  business 
at  SprintSpeed.™  Run,  surfer,  run. 


PP1 


The  Sierra  Wireless  USB  AirCardK  595U 
for  your  business  account. 

Requires  new  card  activation  and  two- 
year  agreement.  No  voice  plan  required. 


Rated  for  SprintSpeed 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability. 
User's  speed  experience  may  vary.  Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not 
available  everywhere.  See  sprint.com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reaches  over 
224  million  people  Not  available  in  all  markets/retail  locations  Card  Offer:  Offer  ends  1 1/3/07  or  while  supplies 
last.  Available  for  corporate-liable  accounts  (activations  using  a  business  name  and  tax  ID)  only.  May  require 
up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200  early  termination  fee/line  applies  after  30  days. 
Taxes  excluded  Mobile  Broadband  Card  data  plan  required.  ©2007  Sprint  Nextel  All  rights  reserved 
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clawing  back  control  over  energy 
ventures.  Still,  many  expect  ENI  will 
have  to  cough  up  extra  dough. 


ACID  RAIN,  GO  AWAY 

Skies  and  rivers  will  become  a  tad 
cleaner  in  the  Eastern  U.S.  after 
the  biggest  environmental  settle- 
ment ever,  announced  on  Oct.  9. 
Giant  Midwestern  utility  American 
Electric  Power  agreed  to  end  a 
lawsuit  by  spending  $4.6  billion 
to  cut  pollution  from  1 6  power 
plants.  The  money  includes 
$1 5  million  in  civil  penalties  and 
$60  million  to  restore  watersheds 
and  forests  hurt  by  past  emissions. 
AEP  admits  no  wrongdoing  and 
says  many  of  the  upgrades  either 
have  been  done  or  were  planned. 


A  VOTE  FOR  FREE  TRADE? 

It  proved  a  squeaker,  but  the 
Bush  Administration's  trade  policy 
just  got  a  welcome  boost.  Costa 
Ricans  in  an  Oct.  7  referendum 
approved  the  Central  America 
Free  Trade  Agreement  by  51 .6% 
to  48.3%.  Costa  Rica  constitutes 
the  last  hurdle  for  the  pact,  already 
ratified  by  the  U.S.  Congress  and 


five  other  Central  American  and 
Caribbean  nations.  If  a  recount  up- 
holds the  "yes"  vote,  Costa  Rica's 
congress— sharply  split  because 
the  pact  will  require  opening  state 
telephone  and  insurance  monopo- 
lies to  competition— has  until 
Mar.  1  to  approve. 


CADBURY  SHIFTS  GEARS 

The  credit  crunch  hasn't  been 
sweet  to  the  world's  No.  1  candy 
maker.  After  the  imploding  money 
markets  derailed  plans  to  sell  its 
U.S.  drinks  business  to  private 
equity,  Cadbury  Schweppes  said 
on  Oct.  10  it  would  instead  spin 
them  off  into  a  separate  company 
listed  on  the  Big  Board.  Estimated 
to  be  worth  $1 5  billion  before  the 
credit  squeeze,  the  drinks  busi- 
ness, which  includes  Dr  Pepper, 
7Up,  and  Snapple,  has  lost  half  its 
value  over  recent  months. 


RATE  THAT  SOFTWARE! 

Calling  all  geeks:  Intel  on  Oct.  8 
unveiled  CoolSW,  a  Web  site  that 
allows  visitors  to  nominate  and  vote 
on  promising  software  startups.  The 
site,  modeled  on  news  aggrega- 


tor Digg,  represents  an  admission 
by  the  chipmaker  that  even  with 
90,000  employees  scattered 
across  the  globe,  it  can't  keep  tabs 
on  all  the  emerging  technologies  out 
there.  No  word  yet  on  how  Intel— or 
its  venture  capital  arm— plan  to 
capitalize  on  the  info  garnered. 
H  Wired.com 


CHINA'S  EMERGING 
GLOBAL  BRANDS 

After  years  of  honing  their 
marketing  strategies  on 
the  mainland's  1 .3  billion 
consumers,  a  host  of  Chinese 
brands  such  as  Lenovo  and 
Tsingtao  are  getting  recognition 
abroad.  In  its  October  issue, 
BusinessWeek  China  teamed 
up  with  Interbrand  to  identify  five 
brands  that  are  "already  serious 
players"  internationally  and 
seven  more  "contenders"  poised 
for  success.  But  even  emerging 
champions  may  have  to  contend 
with  quality  concerns.  Interbrand 
found  that  69%  of  respondents 
to  its  survey  said  the  label 
"Made  in  China"  is  a  liability. 


Supporters  of 

the  free-trade 

|    agreement  mai 

Qf     in  Escazu, 

Costa  Rica 
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The  best  benefits  attract  the  best  employees. 


care  for  your  benefits  and  it's  your  business 
that'll  flourish.  At  The  Principal^  we  provide  a  full 
range  of  insurance  plans  to  help  retain  the  finest 
employees-from  life  and  disability  to  dental, 
vision  and  more .  We  also  offer  traditional  and  con- 
sumer-driven health  solutions -all  easily  tailored 


to  any  size  company.  And,  of  course,  our  stream- 
lined administrative  services  keep  it  all  running 

Smoothly.   So  you  Retirement 

r  ,  Investments 

can  focus  on  the  rm- 

Insurance 

portant  things.  Like  Banking 

growing  a  business. 


Financial 
Group 


WE'LL  GIVE  YOU  AN  EDGE3" 


To  learn  more,  contact  your  financial  professional  or  visit  principal.com 


©2006  Principal  Financial  Services,  Inc.  "The  Principal"  "Principal  Financial  Group"  and  the  Edge  design  are  registered  service  marks  and  the  illustrated  character  and 
"We'll  Give  You  an  Edge"  are  service  marks  of  Principal  Financial  Services,  Inc.  Insurance  issued  by  Principal  Life  Insurance  Company.  Securities  offered  through  Princor 
Financial  Services  Corporation,  (800)  247-41 23,  member  SIPC  and/or  independent  broker/dealers.  Securities  sold  by  a  Princor  Registered  Representative  are  offered 
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THE  STORMS  OF  AUGUST  CONTINUE 

Progress  has  been  made,  but  the  markets  are  still  vulnerable  to  the  housing  spiral, 
the  pace  of  hiring  has  slowed,  and  growth  remains  a  big  question  mark 


It  has  been  two  months  since  the  credit  markets  began  to  signal  that  something  was  seriously  wron 
in  the  global  financial  system.  In  recent  weeks  a  lot  has  gone  right,  both  in  the  markets  and  in  the 
economy.  In  particular,  investors  have  bid  up  stock  prices  as  if  they  just  heard  an  all-clear  signal.  Tr 
Labor  Dept.  gave  the  latest  green  light  when  it  reported  a  solid  110,000  gain  in  September  payrolls 


and  an  eye  -popping  upward  revision 
to  August  jobs,  from  a  decline  of  4,000 
to  a  jump  of  89,000.  Those  numbers 
calmed  recession  fears.  Are  we  really 
out  of  harm's  way? 

Don't  get  too  excited  just  yet.  The 
problems  that  flared  up  in  August  are 
unprecedented  in  that  the  housing 
recession  is  at  the  center  of  a  vicious 
cycle  that  only  a  housing  recovery  can 
break.  As  long  as  the  housing  slump 
continues  to  worsen,  financial  markets 
will  be  susceptible  to  more  shocks  and 
businesses  and  consumers  will  be  vul- 
nerable to  additional  credit  tightening. 

After  two  months,  the  money  mar- 
kets are  on  the  mend,  but  they  are  not 
yet  fully  recovered— and  there's  no  end 
in  sight  for  the  housing  bust.  On  the 
plus  side,  the  volatility  in  short-term 
money-market  rates  has  died  down. 

THE  JOB  SLOWDOWN 
GOES  BEYOND  HOUSING 

_-_  AVERAGE  MONTHLY  CHANGE  IN  THOUSANDS 


PRIVATE-SECTOR  PAYROLLS 

•  TOTAL  EXCLUDING 
HOUSING-RELATED 

•  HOUSING-RELATED  — 


Data:  Bureau  of  Labor  Statistics,  Global  Insight  Inc. 


Liquidity  is  returning  to  the  previously 
frozen  commercial  paper  market,  which 
is  crucial  to  many  businesses '  short  - 
term  funding.  Rates  on  asset -backed 
commercial  paper  (ABCP)— securities 
that  are  mostly  tied  to  mortgages — have 
returned  to  normal  levels. 

However,  the  volume  of  ABCP  out- 
standing continued  to  shrink  through 
Oct.  3,  although  the  weekly  declines 
are  getting  smaller.  Interbank  rates 
such  as  the  London  Interbank  Offered 
Rate  (LIBOR),  to  which  much  business 
borrowing  is  pegged,  remain  unusually 
high.  That's  a  sign  investors  are  still 
fretting  over  financial  institutions'  ex- 
posure to  many  asset-backed  securities 
of  uncertain  value . 

Against  this  improving— but  still 
unsettled — financial  climate ,  the  news 
from  the  broader  economy  has  been 
mostly  positive  for  the  third  quar- 
ter, but  it  suggests  growth  is  losing 
momentum.  Minutes  from  the  Federal 
Reserve's  Sept.  18  meeting  indicate 
staffers  cut  their  forecast  for  fourth- 
quarter  growth.  Despite  the  upbeat 
sentiment  generated  by  the  September 
job  numbers,  a  closer  look  shows  the 
pace  of  hiring  has  slowed  considerably. 

Even  after  revisions,  mainly  in 
government  jobs,  third-quarter  payroll 
gains  averaged  only  97,000  per  month, 
down  from  126,000  in  the  second  quar- 
ter and  142,000  in  the  first  quarter.  Job 
growth  is  already  too  slow  to  prevent 
unemployment  from  rising.  The  job- 
less rate  in  September  stood  at  4.7%, 


up  from  4.4%  in  March,  and  it  will  gc 
higher.  Plus,  a  preliminary  annual  re\ 
sion  by  the  Labor  Dept.  showed  payn 
gains  from  March,  2006,  to  March, 
2007,  were  about  25,000  per  month  1 
than  previously  reported. 

Hiring  has  been  weak  in  areas  that 
tend  to  be  most  sensitive  to  fading 
business  activity.  Outside  of  strong 
gains  in  health  care,  where  jobs  have 
been  driven  by  demographic  change 
the  payroll  slowdown  has  been  even 
sharper.  Temporary  jobs,  a  key  indica 
of  future  hiring,  dropped  in  Septembi 
for  the  eighth  month  in  a  row,  the  Ion 
gest  decline  since  the  2001  recession 

What's  more,  it's  not  just  housing, 
Even  excluding  residential  construc- 
tion and  other  areas  of  manufacturer' 
retailing,  and  finance  tied  to  housing: 
activity,  job  growth  in  the  private  sec 
has  still  slowed  notably  (chart).  That 
a  sign  the  housing  slump  is  taking  a  t< 
on  the  broader  economy. 

Bottom  line:  The  August  turmoil 
is  far  from  played  out.  A  deepening 
housing  recession,  tighter  credit,  and 
more  dautious  spending  by  businesse 
and  consumers  are  sure  to  weigh  furtl 
on  the  job  markets  and  overall  growth 
Fed  Vice-Chairman  Donald  L.  Kohn 
summed  up  the  uncertainty  in  the 
outlook  on  Oct.  5:  "We  do  not  know 
how  financial  markets  will  evolve,  an 
we  do  not  know  how  households  and 
businesses  will  respond  to  financial 
developments."  That's  why  investors 
shouldn't  get  ahead  of  themselves.  1 E 
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OMMERCIAL  BUILDING 

5  HOLDING  STEADY-FOR  NOW 

James  Mehring/Charts  by  Ray  Vella 

)n-homebuilding  construction  is  humming.  Demand  for  office 
ace  is  strong,  especially  in  metro  areas  like  New  York,  plus  there's 
otel-building  blitz.  But  nonresidential  activity  may  slow  with 
hter  credit,  a  prolonged  housing  slump,  and  softer  job  growth. 


Construction  Starts:  Office  and  Manufacturing 


2007  ANNUAL 
PERCENT  CHANGE' 
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•2007  IS  A 
FORECAST, 
MEASURED 
IN  MILLIONS 
OF  DOLLARS 


Data:  McGraw-Hill  Construction 


imercial  Vacancy  Rates: 

^vluch  Available  in  Big  U.S.  Cities 
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CREDIT  CONDITIONS  REMAIN  TIGHT 

Borrowing  costs  are  up.  Yields  on  commercial  mortgage-backed 
securities  leaped  in  August  compared  with  those  for  Treasury 
securities,  though  the  spread  has  since  narrowed  somewhat. 
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Data:  Commercial  Real  Estate  Direct 


Three  of  the  world's  10  largest  hotels  under  construction  are  in 
Las  Vegas.  When  completed  they  will  have  a  total  of  9,698  rooms. 

Data:  Tophotelproiects.com/CHD  Expert  Gr 


IERE  CONSTRUCTION  DOLLARS  ARE  GOING 

lisidential  activity  accounts  for  a  majority  of  construction  spending  as  the  slump  in  homebuilding  pulls  down  total  outlays. 


IARE  OF  TOTAL 
INSTRUCTION 
IITLAYS  


55.7% 


TOTAL  CONSTRUCTION  SPENDING 

BILLIONS  OF  DOLLARS 
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44.3% 
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The  stock  market  meltdowr 
of  Oct.  19, 1987-in  which  tl 
Dow  plunged  22.6%,  its  woi 
one -day  percentage  loss  sin 
the  crash  of  1929 —was  a  big 
jolt  for  both  Wall  Street  and 
Main  Street.  Although  it  was  20  years  ago,  the  1987 
plunge  remains  a  vivid  memory,  which  makes  this  the 
right  time  for  BusinessWeek.com  to  examine  what  has 
changed  since  that  day.  What  lessons  have  we  learned? 
Could  it  happen  again?  Plus:  A  slide  show  in  which  Wall 
Street  pros  share  their  recollections  of  that  day  and  offe 
insights  into  its  impact  on  today's  markets.  Go  to 
businessweek.com/investing  for  all  this  and  more.  1 BW 1/ 
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HEATING  OIL  PRICES  HEAT  UP 

It  may  still  feel  like  summer  in  some 
places,  but  millions  of  people  will 
be  heating  their  homes  soon.  As 
heating  oil  prices  rise,  we've  got 
some  tips  on  cooling  down  your  bill. 

BAD  BOSSES 

'The  idea  stealer,  the  micromanager, 
and  the  chair  chucker.  Just  when 
you  thought  your  boss  was  the 
worst  one  on  the  planet,  we'll  tell 
you  about  some  who  are  worse. 


HEALTH-CARE  ADVOCATES 

Do  endless  hours  of  battling  your 
health-care  provider  for  payment 
cause  your  blood  pressure  to  spil 
Check  your  company  handbook. 
Some  corporations  are  providing 
employees  with  someone  to  help  1 
fight  the  fight.  It  might  be  just  wrv 
the  doctor  ordered. 

Check  your  local  TV  listings  for  prog 
dates  and  times.  For  video  clips,  go  t 
businessweektv.com. 
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Satisfied  Customer? 


Microsoft  Knows. 

Microsoft  wanted  to  quantify  ^ 
the  business  impact  of  customer 
satisfaction.  So  the  company  asked 
a  team  of  Ross  MBA  students  to 
address  the  challenge.  Within  seven 
weeks,  the  team  developed  a  solution 
that  changed  how  a  key  Microsoft 
business  group  measures  success. 

This  wasn't  a  case  study.  This  wasn't 
an  internship.  It  was  part  of  the  core 
MBA  curriculum  at  Ross.  We  call  it 
action-based  learning.  It  works. 


vvvvw.bus.umich.edu/leammore 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 
TOP  3  GINS 


/"Hendrick's 

$30/750ml 


Most 
Flavorful 


Tanqueray  No. 

Ten  $26/750ml 


Smoothest 


Juniper  Green        Best 

Organic  Presentation 

$26.50/750ml 


HENDRICKS 


HENDRICK'S 

DISTILLED     ..  -4    BOTTLED     IN     SCOTLAND 
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HENDRICKSGIN.COM 


THE  NEXT  BUSINESS  WEEK 


THE  CALENDAR 


The  A380 
megajet 
on  view  in 
Hamburg 


A380 CLEARED 
FOR  TAKEOFF 

Mon.,  Oct.  1 5 
The  first  of  these  Airbus 
megajets  is  delivered  to 
Singapore  Airlines  at  a 
ceremony  in  Toulouse, 
France.  The  jet  was 
delayed  for  two  years  by 
production  snafus. 

SABMILLER 

Mon.,  Oct.  15 
The  world's  second-largest 
brewer  releases  second- 
quarter  results.  The  South 
African  company  and 
Molson  Coors  Brewing 
agreed  to  merge  their  U.S. 
units  in  a  joint  venture. 

U.S.  BANK  EARNINGS 

Mon.,  Oct.  1 5,  8:30  a.m.  EDT 
Citigroup  kicks  off  a  busy 
week  of  earnings  reports 
by  banks.  Investors  are 
bracing  for  more  bad 
news  related  to  subprime 
loans  and  credit  market 
turmoil.  Wells  Fargo 
results  are  due  on 
Oct.  1  6,  JPMorgan  Chase 
and  Washington  Mutual 
announce  their  numbers 
on  Oct.  1  7,  and  Bank  of 


America  earnings  come 
on  Oct.  18. 

BERNANKE TALKS 

Mon.,  Oct.  1 5,  9:1 5  a.m.  EDT 
Federal  Reserve  Chairman 
Ben  Bernanke  speaks  to 
the  Economic  Club  of 
New  York. 

BRITAIN'S  ECONOMY 

Tues.,  Oct.  1 6,  4:30  am.  EDT 
September  inflation 
figures  are  released.  Price 
pressures  have  abated 
this  year.  September  retail 
sales  and  third-quarter 
economic  growth  data 
come  on  Oct.  1 8  and  1 9, 
respectively. 

EURO  ZONE  INFLATION 

Tues.,  Oct.  16,  5  a.m.  EDT 
September  consumer  price 
data  will  get  a  close  look,. 
Inflation  is  still  a  top 
concern  for  the  European 
Central  Bank,  but  signs  of 
slower  economic  growth 
may  keep  the  ECB  on  hold. 

BANK  OF  CANADA 

Tues.,  Oct.  1 6,  9  a.m.  EDT 
Economists  expect  the 
BOC  to  hold  interest  rates 
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at  4.5%.  Despite  solid 
economic  growth,  a  risinc 
Canadian  dollar  has  helpi 
keep  a  lid  on  inflation. 

U.S.  INDUSTRIAL  OUTPI 

Tues.,  Oct.  16,  9:15  a.m.  E 
Industrial  activity  is 
expected  to  slow  a  bit 
further  in  September,  afte 
a  soft  0.2%  gain  in  Augu; 
because  of  a  large  pullba 
in  vehicle  production. 

YAHOO! 

Tues.,  Oct.  1 6,  5  p.m.  ED" 
The  Internet  giant 
presents  third-quarter 
results.  Share  prices  ha' 
surged  more  than  20% 
since  late  August. 

U.S.  CONSUMER  PRICE 

Wed.,  Oct.  17,  8:30  a.m.  El 
Inflation  probably  rebour 
ed  in  September  on  high1 
energy  prices,  after  an 
August  drop  of  0.1%. 
Excluding  food  and  ener 
the  index  is  expected  to 
rise  0.2%. 

U.S.  HOUSING  STARTS 

Wed.,  Oct.  1 7,  8:30  am.  EC 
Monthly  housing  starts 
in  September  probably 
slowed  to  an  annual  pact 
of  1 .27  million,  from  a  rat 
of  1.33  million. 


ALTRIA 

Wed.,  Oct.  1 7,  1  2  p.m.  El; 
The  cigarette  maker  rolls 
out  third-quarter  earnings 
data  after  an  1 8%  fall  in 
profits  last  quarter. 
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NOVARTIS 

Thurs.,  Oct.  1 8,  8  a.m.  ED 
Investors  await  third-quart 
results  after  the  drugmake  I  [ 
reported  that  second- 
quarter  profits  jumped  18( 
On  Oct.  8  the  Swiss 
company  said  that  its 
Aclasta  drug  was  approve 
in  Europe  to  treat  postmer 
pausal  osteoporosis.  I BW 
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MICROSOFT 


TURKEY 


MICROSOFT 


"We  are  running  79  countries  from  Istanbul  and  we  are  enjoying  the  dynamism,  diversity, 

and  availability  of  high  quality  work-force.  These  attributes  and  more,  we  believe, 

represent  big  potential  for  Turkey,  in  the  way  of  development  through  effective  use  of 

technology,  as  well  as  becoming  a  software  and  services  provider  to  other  countries, 

particularly  the  EU.  Microsoft  Turkey  will  be  there  to  support  economic  development  and 

capacity  building." 


Microsoft 


Jean-Philippe  Courtois,  President  of  Microsoft  International, 
Senior  Vice  President  of  Microsoft  Corporation 


population  of  70  million  people. 
[i%  below  34  years  old.  Average  age  29. 
pprox.  400,000  university  graduates  per  year, 
bung,  well  educated  and  motivated,  professionals, 
Ighly  competitive  investment  conditions, 
■ports  increased  240%  in  4  years,  up  to  85  billion 
CD  as  of  2006. 
/cess  to  the  EU,  Central  Asia  and  the  Middle  East, 


INVEST  IN  TURKEY 

•  GDP  increased  122%  in  the  past  4  years, 
reaching  400  billion  USD. 

•  Ranked  as  the  17th  largest  economy  in  the  world  and 
the  6th  largest  economy  in  the  EU. 

•  Ranked  13th  among  the  most  attractive  countries  in 
the  world,  with  its  FDI  worth  20.2  billion  USD.  <oecd,2<>06) 

•  Annual  Average  GDP  growth  of  7.4%  per  year, 
since  2002. 
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REPUBLIC  OF  TURKEY  PRIME  MINIS 
INVESTMENT  SUPPORT 
PROMOTION  M 


YOUR  ORIE-STOP-SHOP 
IN  TURKEY 
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INSURANCE  I  REINSURANCE 

The  XL  Capital  group  is  rated  A+  by  A.M.  Best' 
Visit  www.xlcapital.com 
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FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  P 
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iNALYZE  THIS 


V  Kerry  Sulkowicz,  M.D. 

ecently  helped  a  young  employee  lead  a  phase  of 
le  of  my  projects— a  job  she  did  beautifully.  After - 
iard,  though,  she  wanted  to  take  over  the  project. 
(Tien  I  protested,  she  got  angry.  I  don't  know  how 
is  happened.  -Anonymous,  New  York 


BTW 


EDITED  BY  DEBORAH  STEAD 


For  some  insight,  you  might 
want  to  rent  a  copy  of  All  About 
Eve,  the  1950  film  classic  about 
an  ingenue's  plot  to  overthrow 
a  leading  lady  who's  the  object 
of  her  envy.  Your  underling's 
grand  ambition  made  her  turn 
a  mentoring  opportunity  into 
opportunism,  and  (just  like  Bette 
Davis)  you  didn't  see  it. 

Fortunately,  this  isn't  the  norm 
in  mentoring,  so  I  hope  you  won't 
sour  on  the  idea.  As  for  what 
happened,  could  you  have  missed 
some  early  warning  signs  ?  An 
inability  on  her  part  to  connect 
emotionally?  A  feeling  that  you 
were  being  used?  You  should  also 
ask  yourself  if  you  were  clear  at 
the  outset  about  your  ownership 


of  the  project.  It's  not  too  late  to 
do  that  now— if  you're  still  com- 
municating. Meanwhile,  you'll 
need  to  tolerate  her  anger:  Don't 
let  it  pressure  you  into  giving  away 
what's  rightfully  yours.  And  if 
your  efforts  to  put  junior  in  her 
place  get  heated,  let  your  superiors 
know  that  trouble  may  be  brew- 
ing. As  you  reassert  your  author- 
ity, you're  teaching  your  erstwhile 
mentee  a  valuable  lesson:  If  she 
had  tamed  her  ambition,  she'd 
eventually  have  had  plenty  of  time 
in  the  limelight. 

Kerry  J.  Sulkowicz,  M.D.,  a  psycho- 
analyst and  founder  of  Boswell  Group, 
advises  CEOs  on  psychological  aspects 
of  business.  Send  him  questions  at 
analyzethis@businessweek.com. 
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CHIEF  EXECUTIVE 
WORRIERS 


sOs  are  feeling  down,  and  that's  not  good.  The  Sep- 
mber  survey  of  180  top  CEOs  by  Chief  Executive  maga- 
ne  showed  business  confidence  to  be  at  a  four-year  low 
the  corner  office.  Bosses  are  particularly  pessimistic 
tout  employment,  with  34%  saying  they  expect  a  hir- 
g  dip  in  the  next  90  days.  That's  troubling,  since  the 
rvey 's  take  on  hiring  typically  foreshadows  the  jobs 
imbers  put  out  by  the  Bureau  of  Labor  Statistics  six 
onths  on.  In  another  downbeat  study,  by  Duke  Uni- 
versity's Fuqua 
School  of  Busi- 
ness and  CFO 
magazine,  CFOs 
also  predicted 
that  employ- 
ment will  stall. 
-Nanette  Byrnes 


'HERE  CEOs  SEE  TROUBLE 


Index*  of  confidence  in. 

:onomic  conditions 
business  conditions 
firing  prospects 


9/07  CHANGE 

166.4  -24.4% 
141.0  -16% 

132.5  -31.5% 


Data:  Chief  Executive  Magazine,  Monthly  Ceo 
Confidence  Index,  September,  2007 


A  WAKE-UP  CALL  FOR  COFFEE 


While  Americans  still  gulp  down  coffee— consump- 
tion is  up  9%  from  2001  to  2006 —supermarket 
brands  like  Kraft  Foods'  Maxwell  House  and  Procter 
&  Gamble's  Folgers  face  cooling  demand.  Coffee 
growth  is  coming  from  coffee  on  the  go.  Sales  from 
restaurants— including  Starbucks,  Dunkin'  Donuts, 
and  McDonald's,  which  carry  premium  brews —grew 
at  a  compound  annual  rate  of  15.2%  from  2001  to 
2006,  as  supermarket  sales  rose  only  marginally. 
Activist  investor  Nelson  Peltz  is  pressuring  Kraft  to 
divest  slow-growing  Maxwell  House.  But  Kraft  vows 
to  stick  with  the  $1  billion -a -year  brand.  Another 
worry:  Only  37%  of  18-  to  24-year-olds  drink  coffee, 
reports  the  National  Coffee  Assn.,  vs.  60%  of  those 
40  to  59  and  74%  of  folks  over  60.       -Judith  Crown 
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GOOGLE'S 
OPEN  LOBBY 


Just  two  years  after 
opening  its  D.C.  lobby- 
ing shop,  Google  is  try- 
ing to  change  the  way 
influence  is  peddled 
on  the  Potomac.  On 
Oct.  3,  its  chief  telecom 
lawyer  churned  up  the 
already  roiling  debate 
on  spectrum  auc- 
tion rules  by  using  the 
blogosphere  instead  of 
back  channels  to  go  after  potential  rival  Verizon.  It's  what  Google  calls 
"transparent"  lobbying,  and  there's  more  to  come.  The  company  will  use 
the  auditorium  in  its  not -yet -completed  offices  to  debate  its  opponents 
on  issues  such  as  Net  neutrality.  Some  D.C .  denizens  say  such  highly 
visible  arm-twisting  could  be  effective.  But  veteran  lobbyist  Scott  Reed, 
whose  clients  include  Oracle  and  Monster.com,  says  in  a  town  where  an 
opponent  one  day  can  be  an  ally  the  next,  Google  would  do  well  to  use  "a 
little  more  discretion."  -Eamonjavers 


JACK'S  GLOBAL  SPLASH 


For  the  first  time  since  its  founding  in  1866, 
Lynchburg  (Tenn.)-based  Jack  Daniel's  will  sell 
more  whiskey  abroad  next  year  than  in  the  U.S., 
says  parent  Brown- Forman.  Like  other  premium 
American  whiskeys,  "Old  No.  7"  is  also  doing  well 
at  home.  But  helped  by  a  weaker  dollar,  relaxed 
trade  barriers,  and  the  spread  of  cocktail  culture  to 
cities  like  Beijing  and  Moscow,  about  4.4  million 
cases  out  of  a  total  of  8.9  million  went  overseas  in 
the  company's  last  fiscal  year.  That  will  grow  to 
4.8  million  cases  in  2008,  says  Jack  Daniels  global 
manager  Mike  Keyes.  How  do  overseas  drink- 
ers take  their  Jack?  In  Moscow  nightclub  16  Tonn 
(where  the  local  distributor  held  a  birthday  party 
for  Jack  earlier  this  month),  patrons  typically  ask 
for  it  on  the  rocks  or  mixed  with  Coca-Cola.  And 
in  China,  they  like  their  whiskey  with  a  splash  of 
green  tea.  -David  Kiley 


A  Moscow  promotion: 
"Happy  Birthday,  Mister  Jack" 


A  NEW  POP  SENSATION 


The  latest  hit  from  Japanese  toy- 
maker  Bandai,  the  company  that 
created  the  Tamagotchi  digital  pe 
Mugen  Puti  Puti,  which  translate 
roughly  as  "pop  forever."  Bandai 
teamed  up  with  packing  mate- 
rial maker  Kawakami  Sangyo  to 
produce  the  gizmo.  When  presses 
it  emits  that  satisfying  sound  of 
squeezing  bubble  wrap— from 
actual  recordings  of  the  packagin 
being  popped. 

About  as  big  as  a  pat  of  but  - 
ter,  the  rubber-covered  square, 
which  contains  a  tiny  speaker, 
is  already  a  big  success  in  Japan, 
where  it  has  been  on  sale  since 
September.  Consumers  snappec 
up  some  300,000  units  in  its  fir; 
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nine  days  in  the  stores.  Bandai 
says  it  expects  to  sell  more  than 
million  by  next  March. 

The  battery-powered  device 
was  the  brainchild  of  27-year- 
old  Bandai  toy  designer  Shimpe 
Takahashi.  Venture  partner 
Kawakami  Sangyo,  meanwhile, 
continues  to  operate  its  own 
frivolous  packaging  product  lin 
The  privately  owned  company 
sells  Post-it  note-size  sheets  oi 
real  bubble  wrap  (available  in  a 
gift  box)  and  bubble  wrap  calen 
dars.  No  decision  yet  on  whethc 
Mugen  Puti  Puti  will  be  offered 
the  U.S.  -KenjiHa 
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loser  look  inside  your  medicine  cabinet,  and  it's  likely  you'll  find 
ease  or  sustained-release  pills.  It's  a  concept  that  seemed 
inable  not  too  many  years  ago.  BASF  advances  in  bioavailability 
armaceutical  companies  ensure  that  the  medicine  inside  each 
slivered  precisely  when  you  need  it.  And  when  it  comes  to  caring 

nts  of  today  and  tomorrow,  precision  is  everything, 
.ore  at  basf.com/stories 


Helping  Make 
Products  Better1 


The  Chemical  Company 
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The  MX-Series  with  Sharp  OSA™  technology. 


The  MX-Series  is  your  portal  to  a  world  of  information.  Now  you  can  retrieve  documents  from 
your  network  and  search  the  Internet  right  from  the  MFP,  thanks  to  the  revolutionary  Sharp 
OSA  technology.  Sharp  OSA  enabled  MFPs  customize  to  the  way  you  work,  so  they  grow 
with  your  business.  No  wonder  Sharp  MFPs  won  BLI's  "Color  Copier  Line  of  the  Year"  and 
"IT-friendly"award  in  2006.  The  MX-Series  is  more  than  a  multifunction  product,  it's  a  multifunction 
portal.  To  learn  how  Sharp  MFPs  can  improve  your  productivity,  visit  sharpusa.com/documents 

WORK  WITHOUT  LIMITS 
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Most  of  the  ink  that  has  been 
spilled  about  George  Soros  lately 
centers  on  the  firestorm  over 
a  New  York  Times  ad  attacking 
General  David  Petraeus,  the 
U.S.  commander  in  Iraq.  The  ad 
was  paid  for  by  MoveOn.org,  a 
al  group  to  which  Soros  donated  millions  during  the  2004 
ions,  and  everyone  from  Investor's  Business  Daily  to  Fox 
s  has  been  fingering  him  as  the  man  behind  the  message, 
;  that  Soros  denies.  But  while  you  can  argue  with  Soros' 
ics,  it's  difficult  to  dispute  the  fact  that  the  77-year-old 
e-fund  billionaire  remains  a  canny  investor  with  a  sur- 
igly  candid  global  view. 


A  BARTIROMO 

of  people  feel  that  the  housing  crisis  will  lead 

rica  into  recession.  Do  you  see  that  happening? 


GEORGE  SOROS 

I  rate  the  chances  of  a  recession  higher  than  the  officials  [do]. 

How  much  oomph  has  the  U.S.  housing  market  taken  out 
of  global  economic  strength— which  has  been  the  redeem- 
ing factor  in  the  whole  economic  picture,  right  ? 

Yes.  I  think  that  is  going  to  continue  and  counterbalance  the 
weakness  in  the  U.S.  So  I  don't  expect  a  worldwide  recession, 
but  a  rebalancing  between  the  U.S.  and  the  rest  of  the  world. 

So  the  strength  around  the  world  continues  ? 

I  think  there's  a  very  good  chance,  and  also  that  sovereign  wealth 
funds  [entities  that  invest  on  behalf  of  a  nation]  will  be  invest  - 
ing  in  emerging  markets,  particularly  India,  Latin  America,  and 
Africa,  as  much  as  those  markets  can  absorb  those  investments. 
So  you  have  an  investment  boom  going  on  in  those  countries. 

Even  with  the  sovereign  funds  becoming  more  aggressive 
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GLOBALIZATION  IS  NOT  IRREVERSIBLE.  IN  THE 


PAST,  IT  HAS  BEEN  REVERSED  SEVERAL  TIMES" 


mvestors-AbuDhabibu^gintotoe     QN  RESTRICTING  INVESTMENT  FROM  ABROAD: 

Carlyle  Group,  Qatar  buying  into  big 

Western  businesses— some  people 
worry  that  Middle  Eastern  money  is 
being  turned  away.  Is  America  too  pro- 
tectionist about  such  investments  ? 
There's  a  tremendous  transfer  of  wealth 
under  way.  Part  of  it  is  going  to  the 

oil- rich  countries  and  part  to  China.  But  there  aren't  enough 
financial  instruments  available  to  those  countries  to  put  their 
surplus  in.  So  they  have  set  up  sovereign  wealth  funds.  Unless 
we  allow  those  funds  to  invest,  the  system  is  going  to  break 
down.  These  wealth  funds  are  opaque,  and  they  need  to  be- 
come transparent.  But  once  they  meet  the  rules  of  disclosure, 


they  should  be  allowed  to  invest  for  the  system... to  survive. 

A  lot  of  U.S.  senators  and  congressmen  say:  "Look,  this  is 
a  national  security  issue."  They  want  to  investigate  every 
time  they  see  Middle  Eastern  money  flowing  in. 

Yes,  I  think  this  is  one  of  the  dangers —that  as  we  head  toward 
a  recession,  we  impose  restrictions  that  lead  to  a  breakdown 
of  the  system.  This  is  what  happened  in  the  1930s.  In  other 
words,  globalization  is  not  irreversible.  In  the  past,  it  has  been 
reversed  several  times. 

Some  of  those  same  sovereign  funds  are  lowering  their 
exposure  to  the  dollar.  Qatar  says  it  wants  to  get  out  of 
dollar -denominated  assets.  Is  there  any  reason  to  believe 
that  the  dollar  is  going  to  get  stronger  any  time  soon? 

No.  We  have  had  a  housing  bubble  that  sustained  the  economy 
for  the  last  few  years.  The  bubble  has  now  burst.  This  has  to 
affect  consumer  spending.  And  that  has  to  lead  to  lower  inter- 
est rates  and  a  flight  from  the  dollar. 

What  are  the  implications  of  all  that  for  the  U.S. 
economy? 

It  will  moderate  the  economic  decline  because  it  will  lead  to  an 
improvement  in  our  trade  products.  So  it's  the  correction  of  an 
imbalance  that  has  been  growing  for  the  last  few  decades. 

Do  you  worry  that  the  uneasiness  in  markets  that  we've 
been  seeing  will  cause  more  trouble  for  hedge  funds  ? 

It  has  already  begun  to  create  a  shakeout.  I  don't  think  the  hedge 
fund  industry  is  going  away,  but  it  will  undergo  a  correction.  Both 
hedge  funds  and  private  equities  will  diminish  in  importance. 

How  concerned  are  you  about  the  climate  issue? 

I  think  we  have  to  stop  the  increased  use  of  coal  if  we  want  to 
bring  climate  change  under  control,  and  find  a  way  to  extract 
carbon  from  coal— replace  dirty  coal  with  clean  coal.  With- 
out that,  and  a  price  system  that  makes  that  possible,  global 
warming  is  terminal. 

Should  America  be  worried  about  the  incredible  growth 
of  China? 

One  major  political  and  economic  challenge  facing  us  is  how  to 
integrate  China  into  the  world  system  without  conflict,  because 
the  rise  of  new  leadership  there  can  easily  lead  to  conflict . 
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Do  you  think  it's  wise  to  invest  in  Russia? 

It's  very  risky,  but  at  the  same  time  Russia  is  doing  very  weU 
an  economy.  So  it  does  offer  opportunities. 


Is  Russia  a  friend  or  a  foe  to  the  U.S.  ? 

You  cannot  count  on  Russia  as  a  friend.  For  instance,  Rus 
sia  would  benefit  from  greater  conflict  in  the  Middle  Easi 
Russia  has  sold  a  missile  defense  system  to  Iran  and  at  th 
same  time  launched  a  satellite  for  Israel  for  the  express 
purpose  of  monitoring  nuclear  developments  in  Iran.  So 
that  speaks  for  itself. 

Do  you  agree  with  Secretary  of  State  Condoleezza  Rice 
and  President  Bush  that  we  should  not  engage  in  any  di 
logue  with  Iran  until  it  puts  aside  its  nuclear  ambitions 

No.  I  think  we  need  to  engage  with  Iran. .. .  There  will  be  polii 
cal  change  in  Iran  in  the  next  two  years,  unless  they  manage* 
to  provoke  an  attack,  which  would  then  reinforce  [Presiden 
Mahmoud]  Ahmadinejad.  And  that  is  the  real  danger— that : 
with  powerful  political  forces  at  work  on  both  sides  there  wj 
be  military  conflict  within  the  next  two  years. 


Do  you  have  a  favorite  Presidential  candidate? 

My  favorite  is  [Barack]  Obama,  but  I  will  be  happy  to  suppo 
Hillary  [Clinton]  if  she  is  the  candidate,  or  [John]  Edwards 

As  Alan  Greenspan  has  pointed  out,  federal  spending 
under  President  Bush  has  soared,  and  that  has  alienate* 
many  economic  conservatives.  But  reining  in  spending) 
not  exactly  a  Democratic  strong  suit,  either.  Wouldn't  t 
Dems  just  get  America  into  a  deeper  fiscal  hole  ? 
[Bill]  Clinton  was  one  of  the  most  fiscally  responsible  Presi 
dents  in  history  and  left  behind  a  surplus,  which  the  Republ: 
cans  squandered. 

Fox  News  and  others  are  calling  you  the  man  behind 
MoveOn.org.  How  much  have  you  given  to  MoveOn  dui 
ing  this  election  cycle,  and  what  influence  do  you  exert 
over  MoveOn  and  its  message? 

I  have  absolutely  no  influence  over  their  decisions.  I  had  no 
ing  to  do  with  the  [Petraeus]  ad.  But  I'm  a  convenient  target 
[A  spokesman  interjected  that  Soros  has  not  given  any  mon 
to  MoveOn  since  2004.  He  did  not  disagree.] 

Did  you  think  that  the  ad  questioning  the  integrity  of 
General  Petraeus  was  out  of  line? 

It's  in  line  with  other  similar  ads  and  is  basically  no  worse  tl 
many  ads  from  the  right  wing,  i  bw  i 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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That's  how  we  feel,  too.  Because  you're  only  as  good  as  the  questions  you  ask. 
The  simple  truth  is  that  there  are  neither  enough  formulas  nor  business  cases 
to  span  the  range  of  decisions  you'll  face  as  an  executive.  In  the  MBA  programs 
of  Chicago  GSB,  we  produce  rigorous,  disciplined  askers.  And  wouldn't  you 
know  it:  they  also  seem  to  be  the  people  that  everyone  turns  to  for  answers. 


Triumph  in  your  moment  of  truth. 


UNIVERSITY  OF  CHICAGO  GRADUATE  SCHOOL  OF  8USINESS    CHICAGO  LONDON  SINGAPORE    CHICAGOGSB.EDU 


«MMM-^WHmniMm<H»u.,uHlw«|n|Hnt|lft, 


I 


I 


034  Mandel  on  Economics 

038  An  all-China  stock  exchange 

043  How  wacky  are  Web  2.0  valuations? 

044  Trucking  starts  to  skid 

046  North  Korea's  reviving  economy 


UNIVERSAL  MUSIC 
TAKES  ON  iTUNES 

Universal  chief  Doug  Morris  is  enlisting  other  big  music 
players  for  a  service  to  challenge  the  Jobs  juggernaut 


By  Ronald  Grover  and  Peter  Burrows 

Relationships  in  the  entertainment 
world  can  be  famously  fraught.  And 
few  are  more  so  these  days  than  the  one 
between  Steve  fobs  and  Universal  Music 
chief  Doug  Morris.  You  may  recall 
that  Morris  recently  refused  to  re -up  a 
multi-year  contract  to  put  his  com- 
pany's music  on  Apple's  iTunes  Music 
Store.  That's  because  Jobs  wouldn't  ease 
his  stringent  terms,  which  limit  how  re- 
cord companies  can  market  their  music. 
Now,  Morris  is  going  on  the  offensive. 
The  world's  most  powerful  music  execu- 
tive aims  to  join  forces  with  other  record 
companies  to  launch  an  industry- owned 
subscription  service.  BusinessWeek  has 
learned  that  Morris  has  already  en- 
listed Sony  BMG  Music  Entertainment 
as  a  potential  partner  and  is  talking  to 
Warner  Music  Group.  Together  the  three 
would  control  about  75%  of  the  music 
sold  in  the  U.S.  Besides  competing 


The  plan  is  to  get  hardware  makers  or 
cell  carriers  to  absorb  subscription  fees 
so  consumers  pay  nothing  for  music 


head-on  with  Apple  Inc.'s  music  store, 
Morris  and  his  allies  hope  to  move  digital 
music  beyond  the  iPod-  iTunes  universe 
by  nurturing  the  likes  of  Microsoft's 
Zune  media  player  and  Sony's  PlaySta- 
tion and  by  working  with  the  wireless 
carriers.  The  service,  which  is  one  of 
several  initiatives  the  music  majors  are 
considering  to  help  reverse  sliding  sales, 
will  be  called  Total  Music.  (Morris  was 
unavailable  for  comment.) 

This  isn't  only  about  Jobs;  Morris 
badly  needs  to  boost  his  business,  and 
Apple  is  the  one  to  beat.  The  iTunes 
store  has  grabbed  about  70%  of  down- 
loads in  the  U.S.  And  the  iPod— well, 
what's  left  to  say  about  that  juggernaut  ? 
Plus,  music  companies  have  been  here 
before.  A  few  years  ago  they  launched 
services  with  the  aim  of  defeating 
Napster-style  file -sharing— and  failed 
miserably.  And  let's  not  forget  that  ex- 
isting subscription  services  have  signed 
up  only  a  few  million 
people,  vs.  hundreds 
of  millions  of  iTunes 
software  downloads. 

While  the  details 
are  in  flux,  insiders  say 
Morris  &  Co.  have  an 


intriguing  business  model:  get  hardwa 
makers  or  cell  carriers  to  absorb  the  co 
of  a  roughly  $5  -per-month  subscrip- 
tion fee  so  consumers  get  a  device  with 
all-you-can-eat  music  that's  essential 
free.  Music  companies  would  collect 
the  subscription  fee,  while  hardware 
makers  theoretically  would  move  man 
more  players.  "Doug  is  doing  the  right 
thing  taking  on  Steve  Jobs,"  says  ex- 
MC A  Records  Chairman  Irving  Azoff, 
whose  Azoff  Music  Management  Grou 
represents  the  Eagles,  Journey,  Christi 
Aguilera,  and  others.  "The  artists  are 
behind  him." 

Morris  and  Jobs  were  once  the  best 
of  allies .  When  Jobs  began  pushing  his 
idea  for  a  simple-to-use  download  stc 
in  2003,  Morris  backed  him.  Industry 
insiders  say  Jobs  felt  that  Morris,  unlil! 
many  other  music  executives,  under- 
stood that  they  had  to  adapt  or  die.  Ar 
in  the  years  that  followed,  Apple  and 
Universal  moved  in  near  lockstep. 

But  before  long,  Morris  realized  he 
and  his  fellow  music  executives  had 
ceded  too  much  control  to  Jobs.  "We 
got  rolled  like  a  bunch  of  puppies,"  he 
said  during  a  recent  meeting,  accordii 
to  people  who  were  there.  And  though 
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Morris  and  Jobs 
were  once 
allies,  but  the 
relationship  has 
hit  a  rough  patch 


Morris  hasn't  pub- 
licly blasted  Jobs, 
his  boss  at  Universal 
parent  Vivendi  is  not 
nearly  so  hesitant. 
The  split  with  record  labels -Apple 
takes  29$  of  the  99<£  —  "is  indecent," 
Vivendi  CEO  Jean -Bernard  Levy  told 
reporters  in  September.  "Our  contracts 
give  too  good  a  share  to  Apple." 

After  unilaterally  breaking  off  talks 
with  Apple  in  July,  Morris  continued 
offering  Universal's  roster— Eminem,  50 
Cent,  TJ2,  and  other  artists— to  Apple, 
but  on  a  month -to -month  basis.  That 
freed  Universal  to  cut  special  deals  with 
other  vendors,  such  as  cell  carriers  eager 
to  generate  revenues.  AT&T  is  packaging 
ringtones  and  music  videos  of  Universal 


artists  and  is  expected  to  start  selling 
downloaded  tracks  with  videos  soon. 

That's  not  all:  In  August,  Morris 
announced  a  five-month  test  with  Wal- 
Mart,  Google,  and  Best  Buy.  The  three 
companies  will  sell  music  downloads 
that  can  be  played  on  any  device— a 
freedom  not  available  to  buyers  of  iTunes 
songs,  most  of  which  play  only  on  Apple 
devices  and  software.  Morris  wants  to 
see  if  the  downloads,  which  won't  have 
copy  protection,  will  help  cut  into  piracy 
and  hike  sales.  And  of  course  he  won't  be 
upset  if  iPod  owners  bypass  iTunes. 

With  the  Total  Music  service,  Morris 
and  his  allies  are  trying  to  hit  reset  on 
how  digital  music  is  consumed.  In 
essence,  Morris  &  Co.  are  telling  con- 
sumers that  music  is  a  utility  to  which 


they  are  entitled,  like  water  or  gas.  Bu 
one  of  the  Total  Music  devices,  and 
you've  got  it  all.  Ironically,  the 
plan  takes  Jobs'  basic  strategy— 
getting  people  to  pay  a  few  hundred 
bucks  for  a  music  player  but  a  measly 
99<£  for  the  music  that  gives  it  value- 
and  pushes  it  to  its  extreme.  After  all, 
the  Total  Music  subscriber  pays  only 
for  the  device— and  never  shells  out  a 
penny  for  the  music.  "You  know  that 
it's  there,  and  it  costs  something,"  say 
one  tech  company  executive  who  has 
seen  Morris'  presentation.  "But  you 
never  write  a  check  for  it." 

The  big  question  is  whether  the 
makers  of  music  players  and  phones 
can  charge  enough  to  cover  the  cost  ol 
baking  in  the  subscription.  Under  one 
scenario  industry  insiders  figure  the 
cost  per  player  would  amount  to  abou 
$90.  They  arrived  at  that  number  by  a 
suming  people  hang  on  to  a  music  pla}i 
or  phone  for  18  months  before  upgrad 
ing.  Eighteen  times  a  $5  subscription 
fee  equals  $90.  There  is  precedent  her 
When  Microsoft  was  looking  to  launc) 
a  subscription  service  for  Zune,  Morrr 
played  hardball.  He  got  the  tech  giant ' 
fork  over  $1  for  every  player  sold,  plus 
royalties.  Total  Music  would  take  that 
concept  even  further.  "If  the  object  is 
wrest  control  of  the  market  from  Stevi 
Jobs,"  says  Gartner  analyst  Mike  Mc- 
Guire,  "this  is  a  credible  way  to  try  it." 

Of  course ,  Morris  still  needs  Jobs.  It 
noteworthy  that  Universal  has  not  pul: 
its  music  from  iTunes— Morris  sim- 
ply can't  afford  to  do  that.  Universal's 
earnings  fell  25%  in  the  first  half.  Jobs, 
of  course,  knows  that  and  can  afford  tC 
be  magnanimous.  "Doug's  a  very  spec 
guy,"  the  Apple  chief  told  BusinessWez 
"He's  the  last  of  the  great  music  execu 
fives  who  came  up  through  A&R.  He's 
old  school.  I  like  him  a  lot."  1 BW 1 


rlAnU  ElULmhn    I    Morris  is  a  music-industry  pugilist.  His  greatest  hits: 


FEBRUARY,  2005 

Yanks  music  videos  off 
AOL  and  Yahoc,  which 
then  agree  to  pay 
royalties. 


SEPTEMBER,  2006 

Declares  war  on  You- 
Tube  and  MySpace 
for  allegedly  not 
blocking  pirates.  Later 
signs  deal  with  You- 
Tube;  sues  MySpace. 


NOVEMBER,  2006 

Wins  $1  for  every 
Zune  music  player 
Microsoft  sells  (plus 
royalties). 


JULY,  2007 

Upset  with  Apple's 
marketing  restrictions, 
refuses  to  re-sign 
multi-year  deal 
with  iTunes. 


AUGUST,  2007 

Begins  selling  un- 
protected music  to 
Amazon.com,  Best 
Buy,  and  others,  but 
won't  loosen  copyrigt 
protection  for  iTunes. 
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Jght  night,  lights  out.  hey  this  thing  goes  all 
the  way  flat,  now  i  can  sleep  on  my  side,  on  my 

other  side,  on  my  ■  what's  this?  a  duvet?  what's 
a  duvet?  i  don't  know  but  man  it's  soft,  and 
this  pillow  is  plush,  did  i  just  say  'plush'?  wow, 
i'm  liking  this  new  international  business  class 
on  American.  j  — 


\tinue  the  expei 


we  know  why  you  fiy  American  Airlines 
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THE  ECONOMY'S 
SAFETY  VALVE 

Periodic  crises  like  the  subprime  mess  may  be 
necessary  to  keep  global  markets  from  melting  down 


By  Michael  Mandel 
Does  a  healthy  global 
economy  need  periodic 
financial  crises? 

This  may  be  a  touchy 
question  to  ask,  with 
Wall  Street  firms  grimly 
toting  up  the  cost  of 
their  bad  subprime  bets  and  the  U.S. 
housing  market  nowhere  near  bottom. 
Still,  we've  seen  five  major  financial  dis- 
ruptions over  the  past  20  years,  starting 
with  the  October,  1987,  stock  market 
crash.  Each  event,  when  it  happened, 


MANDEL ON 
ECONOMICS 


seemed  potentially  destructive  (table, 
page  36).  The  1990-92  credit  crunch, 
for  example,  was  called  at  the  time  the 
biggest  banking  crisis  since  the  1930s. 
And  the  2000-02  tech  bust  was  by 
some  measures  the  worst  bear  market 
since  the  Great  Depression. 

Yet  the  damage  in  each  case,  while 
deep,  was  relatively  limited  in  scope. 
Central  banks  and  regulators  respond- 
ed vigorously,  the  financial  markets  did 
not  collapse,  and  the  world  economy 
kept  expanding. 
Since  1987,  global  growth  has  aver- 
aged a  3.7%  annual 
gain,  with  no  down 
years.  Over  the  same 
stretch,  the  U.S.  has 
experienced  two  rela- 
tively mild  and  short 
recessions. 

The  latest  financial 
crisis — and  what  likely 
will  be  the  biggest 


nationwide  home -price  decline  since 
the  Great  Depression— could  cut  U.S. 
growth  to  2%  or  less,  with  some  chanc 
of  a  mild  downturn.  But  the  stock  mar 
ket  hit  new  highs  on  Oct.  9,  employ- 
ment is  still  rising,  and  the  subprime 
mess  seems  more  like  a  bump  than  a 
disaster  for  the  rest  of  the  world.  "If 
nothing  worse  happens,  it  shouldn't 
really  have  any  substantial  impact 
on  world  GDP,"  says  Farid  Abolfathi, 
an  international  economist  at  Global 
Insight  Inc. 

In  fact,  these  financial  disruptions, 
rather  than  being  signs  of  instability, 
may  serve  as  critical  safety  valves  for 
the  global  economy.  At  least  so  far,  the  j 
periodic  bouts  of  volatility  have  scarec 
investors  and  borrowers  out  of  excess 
exuberance  without  causing  any  lastii 
major  damage  to  growth.  The  implica 
tion:  If  the  global  markets  are  functioi 
ing  well,  we  should  expect  a  financial 
crisis  every  few  years.  Indeed,  the  bigj: 
danger  may  be  that  the  gap  between  a 
ses  gets  too  wide,  so  the  excesses  have 
chance  to  build  up. 

Consider  this:  Global  growth  today  i 
being  driven,  in  part,  by  the  free  flow  ( 
capital.  It's  increasingly  easy  for  peopi1 
and  companies  around  the  world  to 
raise  money  through  any  of  a  number 
of  credit  channels.  The  exact  form  is 
not  important— the  funds  could  come, 
via  private  equity,  or  junk  bonds,  or 
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FINANCIAL  ASSESSMENT:  PRIMROSE  SCHOOL  FRANCHISING  COMPANY 
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inovative  childcare  requires  an  equally  innovative  approach  to  business. 

o  when  Primrose  Schools  wanted  to  expand  their  revolutionary  franchise 
f  preschools,  they  came  to  CIT  Small  Business  Lending.  We  became  their 
rategic  partner  and  offered  creative  financial  solutions  and  advice 
lat  matched  their  vision  and  evolving  needs.  Our  industry  relationships  and 
<pertise  were  instrumental  in  the  successful  sale  of  Primrose  last  year.  Thanks 
CIT,  Primrose  now  offers  its  progressive  teaching  methodology  at  over  150 
reschools  across  America.  CIT  Small  Business  Lending  has  become  the 
SBA  lender  in  the  U.S.  by  spotting  potential  and  forging  partnerships  just 
ce  this  one.  To  find  out  more,  visit  cit.com. 
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subprime  mortgages,  or  venture  capital, 
or  bank  loans,  or  direct  investments  by 
corporations  in  emerging  markets,  or 
exotic  derivatives. 

Access  to  relatively  cheap  credit 
fuels  spending  and  growth  across  the 
board— but  it  also  opens  up  the  pos- 
sibility of  dangerous  lending  and  bor- 
rowing sprees.  Central  banks  do  what 
they  can  to  keep  a  lid  on  excess.  But  in 
today's  complex  and  globally  integrated 
financial  markets,  it's  almost  impossible 
for  regulators  to  plug  every  hole. 

Instead,  fear  is  what  keeps  borrowing 
from  racing  out  of  control.  Lenders  and 
borrowers  have  to  be  worried  enough 
about  losing  their  shirts  that  they  exer- 
cise some  caution. 

In  that  way,  a  financial  crisis  every  five 
or  so  years  becomes  part  of  the  self- 
equilibrating  mechanism  of  the  global 
economy.  One  credit  channel  gets  wiped 
out  for  a  time  and  scares  the  heck  out 
of  market  participants.  But  the  rest  of 
the  financial  system  keeps  function- 
ing, especially  if  central  banks  react 
quickly  enough  and  pump  money  into 


IS  "CRISIS'  THE  NEW  NORMAL? 

Since  the  stock  market  crash  of  October,  1987,  the  global 
financial  markets  have  been  hit  by  five  major  crises. 
Nevertheless,  the  world  economy  has  grown  every  year, 
with  an  average  annual  gain  of  3.7%. 

1987  CRASH  The  steepest  stock  market  drop  since 
October,  1929 

1990-92  CREDIT  CRUNCH  The  worst  bank  industry 
troubles  since  the  1930s,  according  to  some  at  the  time 


1997-98  EMERGING  MARKETS  TURMOIL 

Called  by  some  the  worst  global  financial  crisis 
in  50  years 

2000-2002  TECH  BUST  By  many  measures  the  worst 
bear  market  since  the  Great  Depression 

2007-?  SUBPRIME  MESS  Shaping  up  as  the  worst 

decline  in  housing  prices  since  the  1930s 


the  markets.  For  example,  when  banks 
stopped  lending  to  businesses  from 
1990  through  1993,  the  bond  market 
took  up  the  slack,  providing  corpora- 
tions with  plenty  of  funds.  Today, 
banks  are  returning  the  favor,  boosting 


commercial  and  industrial  loans  by  $b 
billion  in  August  and  September,  the 
biggest  two-month  increase  on  recorc 
as  commercial  paper  markets  froze. 

This  is  not  to  minimize  the  real 
damage  to  individuals,  many  of  them 
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v- income,  who  are  directly  hit  by 
lajor  financial  disruption.  Today, 
•  example,  many  subprime  borrow  - 
;  could  either  lose  their  homes  or 
d  themselves  stuck  with  staggering 
>rtgage  payments.  Looking  a  decade 


The  subprime 
mess  hasn't  kept 
the  stock  market 
from  hitting 
record  highs 


back,  the  1997-98 
emerging  market 
crisis  sent  countries 
such  as  South  Korea 
and  Russia  into  deep 
recessions.  Unemployment  in  Korea,  for 
example ,  skyrocketed  from  2 . 1%  in  1 997 
to  a  painful  8%  by  the  end  of  1998.  Nev- 
ertheless, both  of  these  countries  have 
subsequently  prospered,  and  now  have  a 
bigger  share  of  the  global  economy  than 
they  did  before  the  crisis. 

There's  also  no  guarantee  that  the  next 
crisis  won't  spread  and  turn  into  the 
Big  One,  which  undermines  the  whole 
financial  system.  That's  the  great  fear  of 
J  central  bankers  and  economists.  "The 
j  different  components  of  the  financial 
,  system  are  quite  tightly  linked  to  each 
;  other,"  says  Barry  Eichengreen,  an 
international  finance  expert  at  Univer- 
sity of  California  at  Berkeley.  "You  don't 
really  have  a  spare  tire." 

Raghuram  G.  Rajan,  who  served  as 
chief  economist  of  the  International 
Monetary  Fund  from  2003  to  2006, 
worries  that  financial  disruptions 


by  themselves  don't  create  enough 
deterrence  for  imprudent  behavior. 
Because  central  banks  are  worried  about 
recessions  and  spreading  damage  to  the 
financial  system,  they  step  in  before  bor- 
rowers and  lenders  have  been  hit  hard 
enough.  "I  think  there's  a  limit  of  toler- 
ance of  collateral  damage,"  says  Rajan, 
who  is  now  at  the  University  of  Chicago 
Graduate  School  of  Business.  As  a  result, 
"the  market  cannot  punish  enough." 

Instead,  Rajan  argues  that  another 
round  of  regulation  and  self- regulation 
may  be  needed  to  restrain  the  excesses. 
"Finance  goes  through  phases  where 
innovation  may  exceed  prudence  for 
a  little  while,"  he  says.  "We  figure  out 
the  kinds  of  places  where  things  broke 
down,  fix  that,  and  move  forward." 

But  to  get  rid  of  the  financial  crises 
completely  would  require  far  more 
regulation  than  is  desirable  or  even 
possible.  The  occasional  financial 
disruption,  even  a  major  one,  is  a  good 
trade-off  for  open  and  easy  access  to 
credit  and  rapid  global  growth.  1 BW 1 

-With  Peter  Coy  in  New  York 
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ALARMING  TALK 
IN  HONG  KONG 

Its  stock  market  is  soaring,  but  prospects  of  an  all-China 
exchange  raise  fears 


An  investor  takes 
in  stock  exchaq 
action  in  Huaian 
fen  east  China's 
Jiangsu  Province 


By  Chi-Chu  Tschang  and  Frederik  Balfour 
It's  one  of  the  most  audacious  proposals 
in  global  finance.  Hong  Kong  financial 
authorities  are  exploring  whether  to 
integrate  some  operations  of  the  highly 
regulated  and  sophisticated  Hong 
Kong  Stock  Exchange  with  the  Chinese 
mainland's  two  rapidly  expanding  and 
freewheeling  bourses  in  Shanghai  and 
Shenzhen.  The  vision:  a  loosely  confed- 
erated megabourse  for  local  and  global 
investors  alike  to  play  Chinese  equi- 
ties. Yet  sorting  out  currency  matters 
and  vastly  different  legal  systems  and 
regulatory  regimes  would  take  years, 
and  may  be  insurmountable.  And  even 
modest  moves  in  that  direction,  some 


Some  fear  that  proposed  ties  between  the 
Hong  Kong  and  Shanghai  bourses  could 
cede  control  of  the  H  K  dollar  to  Beijing 


worry,  could  start  to  alter  Hong  Kong's 
image  for  regulatory  integrity  that  has 
made  it  a  leading  finance  center  in  Asia. 

In  January  a  panel  of  the  high  and 
mighty  in  Hong  Kong  finance  and 
government  convened  an  economic 
summit  to  explore  linking  local  clearing 
and  settlement  systems  with  mainland 
exchanges  and  establishing  ways  to 
cross-trade  securities  listed  on  all  three 
bourses.  That  was  followed  by  the  Hong 
Kong  government's  decision  in  early 
September  to  acquire  a  near  6%  stake, 
up  from  4.4%,  in  the  Hong  Kong  Stock 
Exchange  that  could  be  used  as  part  of 
an  equity  swap  between  one  or  more  of 
the  mainland  bourses  or  their  respec  - 

tive  local  governments. 
What  has  free -market 
purists  alarmed  is  the 
move  toward  more 
government  interven- 
tion in  the  Hong  Kong 
markets  and  perhaps 


less  oversight  rigor  if  the  regulatory  ga 
on  the  mainland  isn't  truly  addressed. 

On  Oct.  9  legislators  grilled  Hong 
Kong  Monetary  Authority  Chairman 
Joseph  Yam,  Financial  Secretary  John 
Tsang,  and  Hong  Kong  Exchanges 
Chairman  Ron  Arculli  about  the  wisdc 
of  the  government's  direction.  Hong 
Kong's  future  as  a  vibrant  financial 
center  depends  on  a  steady  stream  of 
Chinese  companies  there  to  raise  capi- 
tal, and  more  ties  with  Chinesi 
exchanges  will  help  secure  tha 
the  government  argues.  "Mair 
land  China  is  of  paramount 
importance  to  us,"  Tsang  said. 

There  are  sound  commer- 
cial reasons  for  this  trio  of 
exchanges  to  work  together. 
On  paper,  drawing  together 
the  Hong  Kong,  Shanghai,  anc 
Shenzhen  exchanges  would 
create  a  huge  bourse  with  a  $5 
trillion  market  capitalization 
that  would  eclipse  the  regiona 
leader  Tokyo  Stock  Exchange, 
now  at  $4.5  trillion.  Also,  ther 
is  no  denying  that  Hong  Kong 
future  will  depend  on  continu 
access  to  China's  massive  $5 
trillion  in  savings. 

It's  also  true  that  many  of  t 
Hong  Kong  Stock  Exchange's 
biggest  global  rivals  have  en 
gaged  in  a  flurry  of  strategic  alliances 
in  pursuit  of  scale,  high-tech  trading 
technology,  and  lower  trading  costs. 
The  marriage  of  the  New  York  Stock 
Exchange  and  Euronext  and  the  more 
recently  proposed  three-way  tieup 
between  NASDAQ,  Bourse  Dubai, 
and  Swedish  Exchange  operator  OMJ! 


ONE  COUNTRY, 
TWO  HOT  EXCHANGES 

The  Shanghai  and  Hong  Kong 
stock  markets  are  on  a  tear 
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'hen  my  grandchildren  go 
thing,  I  want  there  to  be 
•mething  to  fish  for." 


t>  Hicks 

jward,  Steamfitters  Union  #868 


Coal  used  to  be  a  four-letter  word  when  it  came  to  the  environment 


But  supercritical  coal-fired  technology  from  Hitachi  is  helping  change  all 
that,  starting  with  MidAmerican  Energy  Company's  award-winning  Council 
Bluffs  Energy  Center  Unit  4.  A  new  kind  of  power  plant  is  taking  shape 
here,  one  capable  of  producing  much  of  Iowa's  electricity  with  virtually  no 
waste.  Watch  how  Hitachi  innovation  is  helping  create  a  brighter  future 
for  coal,  and  for  generations  to  come. 


Watch  the  documentary  film  series  at  hitachi.com/truestories 
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haven't  gone  unnoticed 
among  Hong  Kong's  money 
pros.  And  even  modest  moves 
toward  market  integra- 
tion can  yield  huge  payoffs. 
The  benchmark  Hang  Seng 
Index  has  powered  through 
this  summer's  global  credit 
crisis  and  is  up  nearly  40% 
since  Aug.  20,  thanks  to  a 
pilot  program  that  will  allow 
individual  mainland  investors 
to  buy  Hong  Kong  stocks.  As 
a  result,  the  market  capi- 
talization of  the  Hong  Kong 
Exchanges  &  Clearing,  the 
listed  company  that  owns  the 
local  bourse,  hit  $34.2  billion 
on  Oct.  10.  That's  more  than 
the  combined  value  of  NYSE 
Euronext  and  the  NASDAQ 
Stock  Market. 

Yet  despite  the  market  euphoria, 
Hong  Kong  Stock  Exchange  officials 
seem  far  less  enthusiastic  than  the 
pols  about  teaming  up  with  the  main- 
land exchanges  in  a  significant  way. 
For  one  thing,  the  Hong  Kong  bourse 
is  much  more  open,  regulatory- savvy, 
and  technologically  sophisticated  than 
the  upstart  Shanghai  Stock  Exchange, 
a  corruption-prone  market  where 
share  prices  are  up  an  absurdly  high 
113%  this  year.  "We  have  different 
regulatory  systems,"  says  Arculli,  the 


chairman  of  the  exchange's  corporate 
parent.  "So  if  you  are  talking  about  in- 
tegration, that  really  requires  an  awful 
lot  of  consideration." 

The  other  bigger  obstacle:  China 
has  tight  controls  on  capital  flows  in 
and  out  of  the  country  and  keeps  its 
currency  trading  in  a  narrow  range 
vs.  a  basket  of  foreign  currencies. 
The  Hong  Kong  dollar,  meanwhile,  is 
pegged  to  the  U.S.  dollar.  Unifying  the 
currencies  would  mean  the  possible 
loss  of  Hong  Kong's  prized  monetary 
independence  from  Beijing.  "Will  the 


LINKS 

Here  is  what  the  local  press  is  saying  about  the  Hong  Kong  government's 

increased  ownership  stake  in  the  stock  exchange  and  China's  growing  capital 

flows  into  the  former  British  colony. 

Market  jitters  in  Hong  Kong 

move,  made  in  September,  smacks 

The  Hong  Kong  government's 

of  state  intervention,  which  runs 

decision  to  up  its  stake  in  the 

counter  to  Hong  Kong's  laissez- 

company  that  runs  the  local  stock 

faire  tradition. 

exchange  has  sparked  a  political 

w 

controversy,  reported  the  Oct.  10 

The  coming  stampede            T^,-„- 

issue  of  The  Standard,  a  local 

A  flood  of  money  from  the  mainland 

financial  daily.  At  an  Oct.  9 

may  soon  wash  into  Hong  Kong. 

meeting,  Hong  Kong's  top  financial 

According  to  an  Oct.  10  article  on 

officials  told  legislators  that  the 

ChinaDaily.com,  Beijing's  decision 

government's  decision  to  up  its 

to  permit  retail  investors  and 

stake  in  Hong  Kong  Exchange  & 

qualified  institutional  investors  from 

Clearing  to  5.88%  was  designed 

the  mainland  to  buy  shares  traded 

to  ensure  the  stability  and  integrity 

on  the  Hong  Kong  stock  exchange 

of  the  monetary  and  financial 

could  free  $200  billion  to  flow  in 

systems.  But  lawmakers  say  the 

within  a  year. 

Arculli,  boss  oto 
the  Hong  Konc 
Exchange,  say 
any  alliance  wt 
be  cautious 


Hong  Kong  dollar  be 
pegged  to  the  [Chi- 
nese] renminbi  and 
fade  into  history?" 
asks  David  Webb,  an 
independent  nonexecutive  director 
the  Hong  Kong  Stock  Exchange. 

More  to  the  point,  Hong  Kong 
has  little  reason  to  cede  a  great  deal 
at  the  moment.  Plenty  of  Chinese 
capital  continues  to  flow  its  way  as 
things  stand  now.  A  program  createc 
in  2006  to  allow  Chinese  domestic 
institutional  investors  such  as  bank) 
and  fund -management  companies  t 
invest  offshore  should  send  $90  bill! 
in  investments  overseas  over  the  ne 
year,  a  third  of  which  will  go  to  Honj 
Kong,  predicts  Jing  Ulrich,  chairma: 
of  China  Equities  at  JPMorgan  Secu; 
ties.  "Hong  Kong  is  the  single  bigge: 
beneficiary  of  capital  outflows  from 
China,"  she  notes. 

Still,  Hong  Kong  would  be  foolish 
not  to  explore  partnerships  as  Chin* 
markets  continue  to  liberalize  and 
Beijing  moves  toward  more  currenc] 
and  capital  control  reforms.  Zhou 
Chunsheng,  professor  of  finance  wi 
the  Cheung  Kong  Graduate  School  c 
Business  in  Beijing,  asserts  that  a  tit 
between  Hong  Kong  and  Shanghai 
isn't  likely,  as  the  two  are  ferocious 
rivals.  "But  in  the  long  run,  the  [far 
smaller]  Shenzhen  exchange  might 
merge,"  he  figures,  i  BW  i 

With  Dexter  Roberts  in  Bex 
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w.  laptop  as  monumental  as  the  new  Panasonic  Toughbook®  52, 
"'s  hard  not  to  be  reminded  of  the  other  great  marvels  of  engineering 
iroughout  civilization.  Like  the  pyramids,  the  Toughbook  52  was 
built  to  stand  the  test  of  time— it  boasts  a  magnesium  alloy  case, 
shock-mounted  hard  drive  and  a  spill-resistant  keyboard.  Factor 
in  its  carrying  handle,  15.4"  widescreen  LCD  and  Verizon  Wireless 
BroadbandAccess  Built-in*,  and  it  becomes  the  ultimate  business 
tool  for  rugged,  reliable  and  wireless  mobile  computing.  And  while 
we  won't  come  right  out  and  say  that  it's  the  eighth  wonder,  we 
will  say  it's  turning  heads. 

panasonic.com/toughbook    1 .800.662.3537 


rv 


THE  RUGGED  ORIGINAL 


ideas  for  life 


iMri^TMrr¥ 


panasonlc.com/business/toughbook/support.asp  Please  consult  your  Panasonic  rejprWemative  prior  to  purchase.  ©2007  Panasonic  Corporation  of  North  America.  All  rights  reserved.  EighthWonder  H  FY07-7 


i  ■»■  ii  ii  iiiiwm  itmiinr 


1 1 


A  pet  store  moves  in  next  to  your  bottling  plant 
Care  to  talk  liabilities? 


These  days,  risks  come  in  every  size,  shape  and  fur  color.  That's  why,  at  Trave^ 
we  work  with  you  to  identify  any  changes  in  your  business  and  to  make  sure' 
insurance  keeps  up.  Our  underwriters  understand  your  business,  so  they  can  of 
custom  expertise  that  leads  to  better  solutions.  Give  your  independent  agent  a 
to  hear  all  the  benefits  of  being  in-synch.  So  you  can  keep  your  thoughts  on 
business— instead  of  worrying  about  what's  coming  out  of  the  woodwork  i 
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WHAT  IN  THE  WEB 
ERE  THEY  THINKING? 

lelieve  it  or  not,  the  crazy  sums  tech  and  media  giants 
re  paying  for  startups  may  ultimately  make  sense 
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[/  Robert  D.  Hot 

Silicon  Valley,  they  love  to  say  it's  not 
hout  the  money.  Yet  in  late  September 
livately  held  online  social  network 
cebook,  with  an  expected  $150  million 
2007  sales,  sought  new  investment 
I  sed  on  a  stunning  $10  billion-plus 
[luation.  A  few  days  later,  a  fir  an- 
il opinion  Web  site,  24/7  Wall  St. , 
eculated  that  TechCrunch,  a  blog 
at  grosses  about  $200,000  a  month, 
<ght  fetch  $100  million  or  more  from 
acquirer  such  as  CNET  Networks, 
iw  there 's  talk  that  Rock  You ! ,  the 
bond -largest  maker  of  software 
Mdgets"  that  add  features  to  social 
tworks  such  as  Facebook,  might  seek 
to  $500  million  to  sell  out.  No  matter 
it  Rock  You  denies  it.  Or  that,  by  sev- 
il  estimates,  the  sum  total  of  monthly 
=ebook  widget  advertising  revenue  is 
s  than  $1  million. 


None  of  those  deals  has  come  to  pass, 
and  maybe  none  will.  Google  is  real 
enough,  though,  and  its  stock  price  shot 
past  600  on  Oct.  9,  giving  the  search 
giant  even  more  power  to  buy  up  com- 
panies. These  lofty  valuations  have  a  lot 
of  people  in  Silicon  Valley  and  beyond 
squirming.  They  worry  about  a  replay  of 
the  dot -com  boom,  which  peaked  early 
in  2000,  only  to  crash  later  that  year. 
"Companies  like  Facebook  are  driving 
everybody  bananas,"  says  Sumant  Man- 
dal,  managing  director  at  Clearstone 
Venture  Partners. 

But  the  bubble 
chatter  misses  the 
point.  Buyouts  by 
established  compa- 
nies, from  Google, 
Microsoft,  Yahoo!, 
and  eBay  to  News 
Corp.  and  CBS, 


$ 


bubbly  as  they  may  appear,  serve  a  valid 
strategic  purpose.  Marketers  and  media 
companies  alike  fervently  believe  there 
are  lucrative  opportunities  to  get  people 
engaged  with  their  brands,  products, 
and  ads  in  ways  Madison  Avenue  could 
never  dream  of. 

Fantastical  valuations  signal  an 
important  transformation  in  the  Web 
economy,  one  that  will  shake  things  up 
even  more  than  the  dot -com  bust  did. 
The  Web  is  changing  from  a  place  where 
people  find  information,  entertainment, 
and  products  over  to  a  social  medium 
where  they  share  videos  on  YouTube 
and  communicate  with  friends  on 
Facebook. 

ACQUISITION  BINGE 

Consider  Microsoft,  which  was  said  to 
be  interested  in  buying  a  5%  stake  in 
Facebook  for  up  to  $500  million.  That's 
2%  of  Microsoft's  $23  billion  stash  of 
cash  and  short-term  investments— 
chump  change  for  pole  position  on  the 
emerging  new  Web.  And  the  downside 
of  betting  too  much  is  minimal.  As  if 
to  prove  the  point,  when  eBay  recently 
took  a  $1.4  billion  writedown  on  its  $2.6 
billion  acquisition  of  Internet  phone 
service  Skype  in  2005,  its  stock  actually 
rose  slightly.  Investors  had  already  writ- 
ten it  off  themselves. 

And  so  the  race  continues  to  heat 
up.  In  August,  Microsoft  closed  on  its 
$6  billion  acquisition  of  online  ad  firm 
aQuantive.  Yahoo  recently  bought  on- 
line office  productivity  software  maker 
Zimbra  for  $350  million  and  ad  network 
BlueLithium  for  $300  million.  Google 
alone  has  bought  11  Web  outfits  so  far 
this  year,  about  double  last  year's  pace, 
including  a  "microblogging"  service 
called  faiku  on  Oct.  9. 

Media  companies  are  accelerat- 
ing their  activity,  too,  making  News 
Corp.'s  2005  purchase  of  MySpace  for 
$580  million  look  reasonable.  CBS,  for 
instance,  bought  a  far  smaller,  more 
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targeted  music  site  called  Last.fm  in 
May  for  $280  million,  a  price  that  one 
venture  capitalist  says  was  more  than 
five  times  what  he  expected.  Notes  Reid 
Hoffman,  chairman  of  professional 
networking  site  Linkedln  and  an  angel 
investor  in  Facebook  and  other  Web 
startups:  "Strategy  is  a  lot  more  impor- 
tant than  cash  to  these  companies." 

GRANDIOSE  EXPECTATIONS 

That  said,  rationales  for  some  valu- 
ations can  get  rather  creative.  Some 
members  of  the  fast -growing  Facebook 
ecosystem  pin  their  analyses  on  the 
idea  that  the  company  could  become 
the  next  Google.  Lee  Lorenzen,  CEO 
of  Altura  Ventures,  which  recently 
launched  a  fund  for  companies  building 
applications  for  Facebook,  even  makes 
the  case  that  Facebook  is  worth  $100 
billion.  He's  assuming  that  various  new 
kinds  of  ads  and  e- commerce  will  help 
Facebook  produce  $2.2  billion  in  profits 
by  the  end  of  2008. 

Not  surprisingly,  others  are  aghast  at 
this  kind  of  analysis.  Anant  K.  Sunda- 
ram,  a  finance  professor  at  Dartmouth 
College's  Tuck  School  of  Business, 
notes  that  the  only  way  Facebook's 
value  can  get  to  $10  billion  is  by  as- 
suming much  higher,  sustained  growth 
in  users  and  revenue  than  the  fabu- 
lously profitable  Google.  "I  look  at  this 
valuation  and  go,  'This  is  silly,'"  says 
Sundaram.  Even  if  Facebook  somehow 
fulfills  these  projections,  he  warns, 
"the  mistake  would  be  for  the  rest  of 
the  world  to  make  decisions  based  on 
that  valuation."  Indeed,  imagine  what 
happens  if  the  economy  cools  further, 
taking  online  advertising  with  it,  and 
Google  reports  a  quarter  that  misses 
analysts'  expectations?  A  stock  swoon 
might  slow  Google's  and  other  compa- 
nies'buying  binge. 

But  for  now,  Google  can  still  spend 
big,  and  tech  and  media  executives  feel 
they  need  to  keep  pace  in  building  the 
new  Web.  In  a  sense,  startups  them- 
selves, rather  than  silicon  chips  and  disk 
drives,  are  becoming  the  raw  materials 
of  Silicon  Valley.  Each  provides  a  small, 
modular  piece  of  the  end  product;  each 
gets  acquired  and  assembled  by  the  likes 
of  Google  and  News  Corp. —which,  after 
all,  are  the  ones  that  really  know  how  to 
make  money.  iBWi 


TRUCKING 

HITS  THE  BRAKES 

A  domino  effect,  involving  everything  from  building 
materials  to  furniture,  has  reached  the  industry 


Green  Bay's 
Schneider 
National  finds 
itself  scrambling 
for  business 


By  Judith  Crown 

The  great  housing  slowdown,  work- 
ing its  way  through  the  economy,  is 
pushing  truckers  into  low  gear.  Trans- 
port giants  are  seeing  revenues  slide, 
while  hundreds  of  small-  and  midsize 
independents  could  slip  into  bank- 
ruptcy. "We're  fighting  every  day  for  the 
smaller  amount  of  the  business  that's 
out  there,"  says  Mark  Rourke,  president 
of  transportation  services  for  Schneider 
National,  a  $3.7  billion -a -year  Green 
Bay  (Wis.)  trucking  company. 

Shippers  are  holding  back  on  every- 
thing from  the  lumber  used  to  build 
houses  to  the  lamps  and  couches  that 
furnish  them.  Worst  hit  are  operators 
of  flatbed  trailers:  Their  loads  fell  5% 
through  July,  says  the  American  Truck- 
ing Assn.  Overall  domestic  tonnage 
j  clocked  in  the  first  eight  months  of  the 
!  year  is  off  2.2%.  Meanwhile,  margins  are 
being  squeezed  by  falling  shipping  rates. 

Carriers  are  having  to  chase  after 
less  lucrative  routes.  In  good  times, 
drivers  pick  up  new  freight  right  after 
a  drop -off.  But  nowadays  "you  may 


Trucking  company  closures  may  hit  a 
five-year  high  in  the  first  quarter  of  next 
year,  warns  one  brokerage  firm 


have  to  travel  100  or 
even  250  miles  to  fine 
your  next  load,"  says  - 
Steve  Swain,  a  vice- 
president  at  Maveric; 
Logistics,  a  unit  of  $250  million- a -yeau 
Maverick  USA,  of  Little  Rock.  That's  all 
the  more  painful  in  these  days  of  $3  gas 

Truckers  began  to  see  lighter  loads 
starting  last  year.  A  recovery  forecast  fit 
the  second  half  of  this  year  hasn't  mate* 
rialized,  says  William  D.  Zollars,  CEO  c 
YRC  Worldwide  of  Overland  Park,  Kani 
owner  of  Yellow  Transportation  and 
Roadway.  YRC 's  net  income  for  the  firs  j 
six  months  slid  by  more  than  half,  to 
$56.6  million.  "Our  concern  is  that  wet 
haven't  felt  the  bottom,"  frets  Zollars. 
Indeed,  the  only  bright  spots  at  the 
moment  are  shippers  such  as  FedEx 
and  UPS,  which  are  less  dependent  on 
housing.  Earnings  at  those  companies 
climbed  around  4%  for  the  most  recent' 
quarter.  But  the  rest  of  the  industry  is 
bracing  for  a  shakeout.  Shutdowns  are 
already  ticking  up  and  could  hit  a  five  - 
hear  high  in  early  2008,  according  to  br< 
kerage  firm  Stephens 
Inc.  "If  you're  going 
paycheck  to  paycheck 
says  Maverick's  Swair 
"you  don't  know  if  yo 
can  buy  fuel  for  the 
next  load."  1 BW 1 
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NORTH  KOREA'S 
WARMING  TREND 

Its  sick  economy  may  be  on  the  mend  as  Chinese 
and  South  Korean  businesses  step  up  investment 


By  Dexter  Roberts  and  Moon  Ihlwan 
Few  countries  are  more  troubled  than 
North  Korea.  After  decades  of  economic 
isolation,  one  -  party  rule ,  and  natural 
disasters  such  as  floods  this  spring,  it's 
little  surprise  that  the  economy  today  is 
no  bigger  than  it  was  20  years  ago.  In  2006 
gross  domestic  product  shrank  by  1.1%, 
and  it's  likely  to  remain  flat  this  year. 
What  may  be  more  surprising  is 
that  the  North  appears  to  be  on  the 
brink  of  a  turnaround.  Although  any 
improvement  in  living  standards  will 
certainly  be  modest,  the  Oct.  2-4  sum- 
mit between  South  Korean  President 


Roh  Moo  Hyun  and  the  North's  "Dear 
Leader,"  Kim  Jong  II,  may  lead  to  better 
relations  with  the  West.  Coupled  with 
an  international  agreement  on  Oct.  3  to 
begin  dismantling  Pyongyang's  nuclear 
facilities,  the  talks  have  accelerated 
foreign  interest  in  the  North's  plentiful 
and  inexpensive  workers.  If  North  Korea 
opens  up,  "it  will  become  one  of  the 
best  investment  destinations  in  Asia," 
predicts  Jang  Hwan  Bin,  senior  vice- 
president  at  Hyundai  Asan,  which  runs 
a  resort  at  Mt.  Kumgang  in  the  North. 

While  it's  hard  to  say  whether  life  is 
really  getting  better  in  remote  rural  North 
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Korea,  Pyongyang  and  nearby  areas  ap- 1 
peared  relatively  prosperous  on  a  recent 
visit.  Despite  the  spring  floods,  the  har- , 
vest  seems  bountiful,  with  rooftops  in  t 
countryside  covered  with  yellow  ears  of 
corn  drying  in  the  sun.  In  the  cities,  loo; 
ly  regulated  private  markets  are  springi]  < 
up,  offering  everything  from  shoes  and 
shampoo  to  televisions  and  DVDs. 

The  Chinese  are  a  big  part  of  the  sh 
Trade  between  the  two  countries  is 
expected  to  hit  $1.7  billion  this  year,  aw 
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The  designated 
hitter  for  corporate 
cur  veb  alls. 


lainlanders  now  make  up  the  majority 
f  foreign  businesspeople  in  North  Ko- 
ja.  In  recent  years  they  have  invested 
lore  than  $45  million— serious  money 
1  the  North—  in  retail,  food,  manu- 
tcturing,  mining,  and  more.  "Labor 
1  North  Korea  is  very  cheap,  so  it's 
ttractive  to  investors,"  says  Han  Lixin, 
native  of  Dandong,  a  Chinese  city  just 
:ross  the  Yalu  River  from  North  Korea, 
an  runs  a  Web  site  promoting  invest  - 
lent  in  the  North  and  has  signed  up 
DO  Chinese  companies  as  members. 

JURIST  BOUNTY 

I  not  just  Chinese  businesses  that  are 
scovering  the  North.  Visitors  from 
hina  make  up  the  bulk  of  tourists  in 
orth  Korea,  and  they're  almost  every - 
here:  gawking  at  the  towering  monu- 
ent  to  "Great  Leader"  Kim  II  Sung, 
itening  to  students  recite  revolution  - 
y  paeans  at  the  Children's  Palace,  and 
laying  the  tables  at  the  casino  in  the 
isement  of  Pyongyang's  Yanggakdo 
otel.  "The  economy,  of  course,  is 
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Northern  workers 
check  cosmetics 
containers  at  the 
Kaesong  special 
economic  zone 


not  so  good,  but  this 
country  is  very  inter- 
esting," says  a  smiling 
thirtysomething  Chi- 
nese businessman. 
South  Korea  is  doing  its  part,  too. 
Roh  agreed  to  bankroll  billions  of  dol- 
lars in  infrastructure  upgrades  in  the 
North.  Among  the  first  projects  will 
be  a  rail  link  to  the  North  Korean  city 
of  Kaesong,  a  special  economic  zone 
where  South  Koreans  now  employ 


16,000  Northerners  making  goods 
ranging  from  skirts  to  wristwatches.  A 
second  such  zone  is  in  the  works,  and 
South  Korea's  Daewoo  Shipbuilding 
&  Marine  Engineering  may  invest  as 
much  as  $150  million  in  a  shipyard  in 
the  North.  Says  Choi  Soo  Young,  an 
economist  at  Seoul's  Korea  Institute 
for  National  Unification:  "China  and 
South  Korea  will  provide  breathing 
room  as  Pyongyang  tries  to  dig  out  of 
its  economic  mess."  1 BW 1 
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By  Matthew  Goldstein 
&  David  Henry 


Two  Bear  Stearns  hedge  funds  soared  by  specializing  in 
exotic  securities  and  unorthodox  practices.  Then  they 
imploded  and  helped  set  off  a  global  credit  market  meltdow 
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The  fallout 
from  the  funds' 
collapse  could 
prove  troubling  to 
Bear  Stearns  CEO 
Cayne 
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Ralph  R.  Cioffi  seemed  as  cool  and  con- 
fident as  ever.  The  market  for  subprime 
mortgages  was  crumbling,  but  the  51- 
year-old  manager  of  two  Bear  Stearns 
hedge  funds  offered  nothing  but  reassur- 
ances to  investors.  "We're  going  to  make 
money  on  this,"  he  promised  his  wealthy 
patrons  in  February.  "We  don't  believe 
what  the  markets  are  saying." 

He  should  have  known  otherwise.  The  hedge  funds  were  built 
so  they  were  virtually  guaranteed  to  implode  if  market  condi- 
tions turned  south,  according  to  a  BusinessWeek  analysis  of 
confidential  financial  statements  for  both  funds  and  interviews 
with  forensic  accounting  experts,  traders,  and  analysts. 

The  funds  had  another  potentially  fatal  flaw:  an  unusual  ar- 
rangement with  Barclays  that  gave  the  giant  British  bank  the 
power  to  yank  the  plug— a  deal  that  ran  counter  to  the  interests 
of  other  investors,  many  of  whom  didn't  even  know  about  it. 

The  documents  also  cast  serious  doubt  on  the  funds'  suppos- 
edly strong  performance  before  their  July  bankruptcies.  More 
than6o%of  their  net  worth  was  tiedup  in  exotic  securities  whose 
reported  value  was  estimated  by  Cioffi 's  own  team— something 
the  funds'  auditor,  Deloitte  &  Touche,  warned  investors  of  in 
its  2006  report,  released  in  May,  2007.  What  emerges  from  the 
records  is  a  portrait  of  a  cash-starved  portfolio  piled  high  with 
debt  and  managers  all  too  eager  to  add  to  the  heap. 

The  revelations  shed  new  light  on  the  murky  dealings  inside 
the  booming  $1.3  trillion  hedge  fund  industry,  which  now  ac- 
counts for  up  to  a  third  of  all  daily  trading  on  Wall  Street.  They 
seem  to  underscore  critics'  biggest  complaint:  that  many  hedge 
funds  use  astonishing  amounts  of  leverage ,  or  borrowed  money, 
in  sometimes  reckless  ways.  The  risks  of  "fair  value"  account- 
ing, the  practice  that  allows  money  managers  to  estimate  the 
values  of  securities  for  which  they  can 't  find  true  market  prices, 
are  thrown  into  sharper  focus  as  well.  Coming  soon,  for  better 
or  worse:  louder  calls  in  Washington  for  more  oversight  of  the 
largely  unregulated  hedge  fund  industry. 

These  new  details  could  further  damage  the  relationships 
that  thousands  of  pension  funds,  university  endowments,  and 
wealthy  individuals  have  with  the  Wall  Street  chieftains  they 
entrust  to  manage  their  money.  The  Bear  funds  weren't  stand- 
alone portfolios  like  the  ones  that  blew  up  on  Amaranth  Ad- 
visors and  Sowood  Capital  Management  in  recent  years— they 


THERE  WAS  LITTLE  FINANCIAL  ARTISTRY  TAKING 


PLACE:  THE  FUNDS  USED  LEVERAGE  TO  BUY 


COMPLEX  BONDS  BACKEB  BY  SUBPRIME  MORTGAGE 


carried  the  imprimatur  of  one  of  the  Street's  oldest  and  mc 
storied  firms.  The  funds  marketed  themselves  with  the  implii 
backing  of  Bear  Stearns  and  played  up  the  fact  that  they  we 
run  by  its  experts  in  mortgage -backed  securities.  Now  inve 
tors  are  left  with  a  troubling  question:  If  they  can't  count  onb: 
well-established  firms  to  operate  hedge  funds  properly,  whc 
can  they  count  on  ? 

LASTING  DAMAGE? 

For  Bear  and  its  72-year-old  chairman  and  chief  executh 
James  E.  Cayne,  the  findings  could  prove  troubling.  Warr 
Spector,  then -president  and  co- chief  operating  officer,  has  i 
ready  resigned  his  posts  in  the  aftermath.  The  scandal  could 
lasting  damage  to  Bear's  once -mighty,  mortgage -backed  bo 
underwriting  and  trading  businesses,  says  Frank  Partnoy,  a  fc 
mer  Wall  Street  derivatives  trader  turned  professor  at  the  Ur: 
versity  of  San  Diego  Law  School.  "It's  hard  to  imagine  the  brai 
recovering,"  he  says.  "It's  going  to  be  a  long  road  to  get  ther 
The  SEC,  meanwhile,  is  looking  into  the  hedge  funds,  and  t' 
U.S.  Attorney's  Office  for  the  Eastern  District  of  New  York 
late  September  launched  an  investigation  of  its  own. 

Now  the  84-year-old  investment  bank,  long  admired  for 
scrappy  ways  in  a  world  once  dominated  by  white -shoe  elitr 
may  begin  to  distance  itself  from  Cioffi,  who  remains  a  paid  ai 
viser  there  .Cioffi,  meanwhile ,  may  have  to  fight  off  accusatio  J 
that  he  was  a  rogue  trader.  He  will  likely  seek  to  prove  that  it 
valuations  he  oversaw  were  reasonable  and  that  his  commei 
to  investors  weren't  intentionally  misleading.  Bear  Stear.) 
spokesman  Russell  Sherman  says  the  firm  took  precautio 
against  a  market  downfall,  but  the  decline  in  mortgage -back^ 
securities  was  unprecedented. 

The  quick  collapse  of  the  inelegantly  named  Bear  Steal 
High  -  Grade  Structured  Credit  Strategies  fund  and  High  -  Gra 
Structured  Credit  Strategies  Enhanced  Leverage  fund  conju; 
memories  of  Long-Term  Capital  Management,  the  multibt 
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THE  FINE  PRINT 


The  auditor's  note  in  the  financial  statements  for  the  Bear  Stearns  fHigh-Grade  Structured 
Credit  Strategies  Enhanced  Leveraged  fund  was  a  red  flag.  It  warned  that  values  for 
the  bulk  of  the  fund's  net  assets  had  been  estimated  by  the  managers.  When  the  market 
for  subprime  mortgages  soured,  those  prices  became  suspect. 


As  described  in  Note  2  of  the  Master  Fund's  financial  statements,  63. 10%  of  the  Master  Fund's  net  assets 
represent  securities  which  were  fair  valued  by  the  Master  Fund's  management.  The  Master  Fund's 
management  has  estimated  the  fair  values  of  these  securities  in  the  absence  of  readily  ascertainable 
market  values.  These  values  may  differ  from  the  values  that  would  have  been  used  had  a  ready  market  for 
these  investments  existed,  and  the  differences  could  be  material. 
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ioffi,  though  a  lion-dollar  fund  that  blew  up  in  1998.  In 

inancial  markets        both  caseSj  the  damage  helped  ignite  a 

itUe  finesse  in  worldwide  credit  crunch  that  prompted 

Managing  his  intervention  by  central  bankers.  But  there's 

iinds  an  important  difference:  LTCM,  run  by 

some  of  the  sharpest  minds  in  finance,  was 
ilt  to  do  well  in  rising  and  sinking  markets  alike.  It  failed  be- 
use  its  impossibly  complex  trading  strategies  went  haywire, 
le  Bear  funds  cratered  because  their  managers  never  came  up 
th  a  Plan  B  to  survive  a  downturn.  Cioffi  was  more  like  a  day 
iider  chasing  tech  stocks  in  the  late  1990s  than  the  Nobel  lau- 
ites  at  LTCM. 

Until  recently,  Cioffi  was  a  Bear  Stearns  star.  The  1978  busi- 
ss  administration  graduate  of  Vermont's  Saint  Michael's 
•liege  joined  the  firm  in  1985  as  a  bond  salesman  and  rose 
ickly.  By  1989  he  was  head  of  the  fixed-income  sales  group 
d  eventually  became  a  driving  force  behind  Bear's  move  into 
shisticated  structured -finance  products.  About  five  years 

he  considered  leaving  to  launch  his  own  hedge  fund,  people 
se  to  him  say.  But  Bear  enticed  him  to  stay  and  run  it  out  of 
ir  Stearns  Asset  Management. 
Despite  Cioffi's  considerable  expertise,  however,  there  was 

prisingly  little  financial  artistry  taking  place  inside  the 
ids'  Park  Avenue  corridors.  The  managers  hadn't  arrived  at 
/blinding  new  insight  into  how  markets  work.  Documents 
>w  that  they  were  simply  taking  investors '  money,  leveraging 
3  the  hilt,  and  then  buying  complex  bonds  called  collateral - 
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ized  debt  obligations,  or  CDOs,  that  were  backed  by  subprime 
and  other  mortgages. 

At  the  height  in  2006,  Cioffi  was  a  central  character  in  the 
booming  mortgage  CDO  market,  holding  nearly  $30  billion 
worth  of  securities.  "Everybody  wanted  to  do  business  with 
him  because  he  was  The  Buyer,"  says  a  portfolio  manager  who 
was  not  authorized  by  his  firm  to  speak  for  attribution.  Cioffi's 
easygoing  manner  made  him  popular  with  investors,  the  bank- 
ers who  lent  his  funds  money,  and  the  charities  he  supported. 

ENDGAME 

But  his  investment  strategy  turned  into  subtraction  soup:  The 
more  he  ate,  the  hungrier  he  got .  The  funds '  voracious  buying  of 
lightly  traded  bonds  drove  down  their  yields,  meaning  CioffFs 
team  had  to  buy  more  and  more  of  them  to  boost  returns.  That 
meant  more  borrowing.  Banks  such  as  Merrill  Lynch,  Goldman 
Sachs,  Bank  of  America,  and  JPMorgan  Chase  lent  the  funds  at 
least  $14  billion  all  told.  Cioffi  also  used  a  type  of  short-term 
debt  to  borrow  billions  more;  in  some  cases  he  managed  to  buy 
$60  worth  of  securities  for  every  $1  of  investors'  money.  But  he 
made  a  critical  trade-off:  For  lower  interest  rates,  he  gave  lend- 
ers the  right  to  demand  immediate  repayment. 

For  a  while  the  strategy  worked,  and  the  fund  became  a  hit .  Ci  - 
offi  started  dabbling  in  fashionable  hedge  fund  manager  accou- 
trements, weighing  a  partnership  stake  in  a  Gulfstream  jet  and 
even  getting  into  the  movie  business.  In  2006,  he  was  executive 
producer  of  the  indie  film  Just  Like  My  Son,  starring  Rosie  Perez. 
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The  subprime  saga  was  only 
part  of  the  problem  for  the  two 
Bear  Stearns  hedge  funds  that 
collapsed  this  summer. 

A  closer  look  at  their  struc- 
tures and  holdings  reveals  the 
funds  may  have  been  shaky 
from  the  start. 


SUBPRIME  WOES 

Delinquencies  surged  on  risky 
home  loans,  which  knocked 
down  the  value  of  the  funds' 
mortgage-related  holdings. 


OBSCURE  INVESTMENTS 

Complex  securities  valued  by  the 
managers  made  up  more  than 
60%  of  the  funds'  net  assets. 
In  troubled  times,  those  prices 
came  into  question  and  the 
investments  were  hard  to  sell. 


EXCESSIVE  LEVER/I 

The  managers  borrow 
more  than  $8  for  ever; 
$1  of  investors'  mone; 
them  especially  vulnei 
margin  calls  from  inve 
banks. 


But  when  the  markets  turned  earlier  this  year  and  the  CDOs 
values  plunged,  Cioffi's  lenders  demanded  repayment ,  and  the 
borrow-and-buy  game  was  over.  Making  matters  worse,  the 
funds  held  only  about  1%  of  their  assets  in  cash,  much  less  than 
the  10%  that  many  hedge  funds  keep  on  hand  for  emergencies. 
"This  is  not  prudent  investing,"  says  one  structured -finance 
market  veteran  who  asked  not  to  be  identified.  "It's  not  rocket 
science  to  conclude  that  piling  market  -value  risk  on  illiquid  in- 
struments is  risky." 

If  the  extreme  leverage  hadn't  killed  the  funds,  their  Byz- 
antine structure  might  have.  The  Enhanced  fund,  launched  in 
August,  2006,  gave  an  enormous  amount  of  control  to  Barclays. 
The  British  bank  provided  at  least  $275  million  in  capital  and  in 
exchange  was  designated  the  sole  equity  investor,  according  to 
the  fund's  2006  audited  financials  and  bankruptcy  filings.  The 
other  investors  in  the  Enhanced  fund  merely  held  a  stake  in  a 
complicated  derivative  contract  that  mimicked  the  fund's  gains 
or  losses  but  conferred  no  actual  ownership  rights. 

The  arrangement  allowed  Bear  to  get  the  fund  up  and  running 
quickly,  but  it  also  meant  that  Barclays  held  the  power  to  pull  its 
stake  and  potentially  close  the  fund  down.  Such  a  move  could 
have  weakened  the  High -Grade  fund,  too,  because  that  fund  was 
invested  in  similar  securities.  If  the  Enhanced  fund  started  dump  - 
ing  its  holdings  to  pay  back  Barclays,  that  could  send  the  prices  of 
the  securities  in  the  High -Grade  fund  tumbling  (just  as  massive 
selhng  of  a  stock  would  drive  down  its  price  for  other  investors).  A 
cascading  event  could  have  brought  down  both  funds. 

The  final  blow  for  the  Enhanced  fund  came  when  Barclays  told 
Bear  it  wanted  out ,  according  to  the  bankruptcy  filings .  The  timing 
of  the  redemption  notice  isn't  clear.  Barclays  declined  to  comment 
o*n  the  relationship,  except  to  say  its  losses  were  minimal. 

Hedge  fund  experts  say  the  setup  was  unusual.  It's  not  un- 
common for  investors  to  use  derivatives  to  gain  exposure  to 
market  indexes  and  indexes  of  broad  hedge  fund  management 
strategies.  But  funds  rarely  allow  them  on  a  single  portfolio 
fund  with  one  equity  investor.  "A  few  hedge  funds  have  done 


SOMEOFTHE  FUNDS'  ILLIQUID  SECURITIES  WERE  SO 
EXOTIC  AND  OBSCURE,  A  BOND  VETERAN  COULD  FIND 
NO  TRACE  OF  THEM  IN  ANY  MARKET  REGISTRIES 


this  kind  of  [deal],  but  it  isn't  terribly  common,"  says  Janet  1 
vakoli,  a  derivatives  trading  consultant. 

Some  of  the  details  were  spelled  out  in  the  abstruse  langui . 
of  the  Enhanced  fund's  confidential  offering  memorandum, 
page  50  it  says  Barclays'  "interests  in  terminating  the  Leven 
Instrument  might  conflict  with  the  interest  of  the  sharehol 
ers."  But  many  investors  now  say  they  didn't  understand  t 
warning.  A  number  of  them  had  already  been  in  the  Hig, 
Grade  fund,  which  was  launched  in  October,  2003 ,  and  say  tr  | 
were  encouraged  by  Cioffi's  team  to  move  their  money  to  1 
Enhanced  fund.  They  say  they  were  led  to  believe  that  the  nev  >. 
fund  would  have  a  similar  structure,  except  that  it  would  1 
more  leverage  through  a  deal  with  Barclays. 

A  RED  FLAG 

The  investors  who  remained  only  in  the  High -Grade  fuil 
say  they  were  told  nothing  of  the  Barclays  relationship.  Dot 
Hirsch,  an  attorney  with  New  York-based  Sadis  &  Goldbei 
who  represents  Navigator  Capital  Advisors,  a  hedge  fund  til 
has  filed  a  class  action  over  the  collapse  of  the  fund,  says :  "If1: 
viability  of  the  High -Grade  fund  was  jeopardized  as  a  result1 
the  structure  of  the  newly  formed  Enhanced  leverage  fund,  th 
that  is  certainly  a  risk  factor  that  needed  to  be  disclosed." 

The  funds'  peculiar  architecture  wasn't  their  only  probk 
As  the  borrow  -  and  -  buy  gambit  grew  less  profitable ,  they  sou;  I 
out  increasingly  esoteric  bonds  and  other  lightly  traded  secu 
ties  that  offered  higher  yields.  The  funds  were  big  buyers  ol 
called  CDO-squareds-CDOs  that  invest  in  other  CDOs. 
example,  the  funds  at  one  time  held  $135  million  of  securities  1 
sued  by  MantolokingCDO,  a  CDO-squared;  $135  million  of  Py 
Master,  a  one  -  of  -  a  -  kind  C  DO  structure;  and  $  120  million  wo 
of  securities  from  CDO  issuer  Abacus.  Over  time  the  holdings 
so  exotic  that  some  had  no  published  credit  ratings  and  could 
be  valued  by  outside  pricing  services.  The  funds  held  $280  n 
Hon  worth  of  various  entities  so  obscure  that  one  bond  vete 
found  no  trace  of  them  in  any  market  registries. 

The  irregular  and  illiquid  securit 
seemed  to  help  boost  returns.  The  Hij 
Grade  fund  posted  a  cumulative  gair 
46. 8%  before  the  bottom  began  to  fallc: 
say  reports  to  investors.  In  2006  it  r  | 
11%.  The  Enhanced  fund  returned  6. 
in  less  than  six  months'  time  in  2006. 
But  documents  suggest  those  reti 
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jp  leverage,  Bear  set 
ihisticated  deal  with 
i  in  exchange  for  a  huge 
ake  in  one  fund.  The 
>uld  have  affected  the 
id  when  the  British 
nted  out. 


Cash  amounted  to  1%  of  as- 
sets, providing  little  cushion 
when  problems  arose  and  in- 
vestors demanded  their  money 
back. 
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IMPLOSION 


The  funds'  collapse  wiped  out 
$1 .6  billion  of  investor  equity 
and  sent  shock  waves  across 
the  bond  and  stock  markets. 
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imbers  may  have  been  shaky.  The  2006  audited  financial 
itements  for  both  hedge  funds  contained  a  potentially  wor- 
ome  note  from  Deloitte  &  Touche,  the  longtime  auditor  for 
ar  Stearns  and  its  affiliated  entities.  Deloitte  warned  that  a 
*h  percentage  of  net  assets  at  both  funds  were  being  valued 
ing  estimates  provided  by  Cioffi's  management  team  "in  the 
sence  of  readily  ascertainable  market  values."  Deloitte  went 
to  caution:  "These  values  may  differ  from  the  values  that 
mid  have  been  used  had  a  ready  market  for  these  investments 
isted,  and  the  differences  couldbe  material."  In  the  case  of  the 
gh-Grade  fund,  70%  of  its  net  assets,  or  $616  million,  were 
ing  valued  in  such  a  manner,  up  from  just  25%  in  2004.  For 
;  Enhanced  fund,  63%  of  net  assets,  or  $589  million,  were 
ur  valued." 

A  hedge  fund's  net  asset  value  is 

(iply  its  assets  minus  its  liabilities, 

In  to  a  small  investor's  net  worth. 

t  the  key  to  tracking  its  profitabil- 

j— and  the  measurement  on  which 

ifees  are  based.  Deloitte's  language 

s  a  warning  to  investors  that  if  the 

imates  were  wrong,  they  could 

re  substantial  losses.  It  also  raised 

;  possibility  that  the  past  perfor- 

Ince,  and  hence  fees,  might  have 

•n  based  on  squishy  numbers. 

imay  have  been  an  early  warning 

b"  says  Barry  M.  Levine,  a  hedge 

id  forensic  analyst  who  often 

|ves  as  an  expert  witness  in  secu- 

ps  litigation  and  who  reviewed  the 

■  Stearns  funds'  financial  state - 

(nts  for  Business  Week.  "Obviously, 

ioitte  had  misgivings.  I'm  not  say- 

Ithere  was  anything  wrong,  but  if 

re  was  an  overvaluation,  it  could 

ie  had  a  big  impact  on  the  funds' 

Stability."  Deloitte  says  it  doesn't 

lment  on  client  matters. 

ear  spokesman  Sherman  says 

asset  value  is  the  wrong  point 

comparison.  Bears'  fair-value 

3ts  accounted  for  less  than  10% 

he  funds' total  assets,  he  says,  IHHMH 


and  the  Deloitte  comment  was  a  "standard  disclosure." 

Valuation  games  are  surprisingly  common.  A  study  this  sum- 
mer by  Riskdata,  a  hedge  fund  risk  consulting  group,  found  that 
at  least  30%  of  hedge  funds  that  rely  on  illiquid  trading  strat- 
egies are  "smoothing  returns"  to  make  a  fund's  performance 
appear  less  risky  by  evening  out  month -to -month  volatility. 
The  study,  which  was  published  in  June,  included  the  Bear  funds 
among  those  it  examined.  "The  Bear  Stea- 
rns hedge  funds  had  a  profile  that's  typical 
of  funds  that  smooth  earnings,"  says  Olivier 
Le  Marois,  Riskdata's  chief  executive  officer. 
"Smoothing  returns  is  very  misleading." 
Deloitte's  warning  came  too  late  to  mat- 


Former  Bear 
Stearns  co- 
President  Spector 
stepped  down 
after  the  funds' 
bankruptcies 
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ONLY  A  MATTER  OF  TIME 

The  two  Bear  Stearns  hedge  funds  were  flawed  from  the  start. 
Here's  a  look  at  their  rise  and  fall: 


OCT.  1,2003 

Bear  Stearns 
High-Grade 
Structured  Credit 
Strategies  opens. 

DEC.  31, 2004 

The  fund  reports 
a  one-year  gain  of 
16.88%. 

AUGUST,  2006 

Bear  Stearns 
High-Grade 
Structured 
Credit  Strate- 
gies Enhanced 
Leveraged  Fund 
opens. 

OCTOBER, 2006 

Everquest 
Financial,  a  Bear 
Stearns  affiliate, 
begins  buying 
risky  pieces  of 
collateralized 
debt  obligations 
from  the  two 
hedge  funds. 


FEBRUARY,  2007 

Problems  at  New 
Century  Financial 
and  other  lenders 
spark  the  sub- 
prime  meltdown. 
The  manager, 
Ralph  Cioffi,  talks 
of  a  "catharsis" 
in  the  mortgage 
industry. 

MARCH,  2007 

The  Enhanced 
and  High-Grade 
funds  report 
monthly  losses  of 
5.41%  and  3.71% 
respectively— the 
first  down  month 
for  the  High- 
Grade  fund. 
Investors  start 
redeeming  their 
money. 

MAY  9, 2007 

Everquest 
Financial  files  for 
an  initial  public 
offering. 


MAY  15, 2007 

Bear  warns 
investors  in  the 
Enhanced  fund 
to  expect  a  6.5% 
drop  for  April. 

JUNE  7, 2007 

Bear  revises  the 
April  decline 
for  the  En- 
hanced fund 
to  18.97%  and 
freezes  investor 
redemptions. 

JUNE  22, 2007 

Bear  announces 
a  $1.6  billion  loan 
for  the  High- 
Grade  fund. 

JUNE  30, 2007 

Bear  halts 
redemptions  from 
the  High-Grade 
fund. 

JULY  31, 2007 

The  two  funds  file 
for  bankruptcy. 


ter  to  investors  turning  wary  in  the  spring.  The  2006  audited 
financials  for  the  High-Grade  fund  didn't  begin  arriving  in 
investors'  e-mail  until  mid-May,  just  two  weeks  before  Bear 
Stearns  suspended  redemptions  in  the  Enhanced  fund.  Many 
investors  in  the  fund  say  they  never  received  a  copy. 

What  drove  Cioffi  and  his  team?  It  may  have  been  the  fees. 
Like  most  hedge  funds,  Cioffi's  kept  20%  of  any  profits  they 
generated,  plus  2%  of  the  net  assets  under  management.  The 
High-Grade  fund  had  become  a  fee  engine  for  Bear  Stearns 
Asset  Management,  accounting  for  three-quarters  of  its  rev- 
enues in  2004  and  2005,  according  to  CDO  tracker  Derivative 
Fitch.  The  deal  with  Barclays  was  a  way  to  start  a  new  fund  and 
prime  it  for  returns — and  more  fees — quickly.  And  by  encourag  - 
ing  the  investors  in  the  High-Grade  fund  to  transfer  money  to 
the  Enhanced  fund,  Cioffi  didn't  have  to  waste  time  wooing  new 
customers;  he  could  go  to  the  same  ones  he'd  already  won  over. 

Now  many  of  those  who  bought  in  claim  they  were  misled. 
The  offering  memoranda  for  both  funds  contained  the  usual 
statements  about  how  investors  could  lose  all  of  their  money. 
But  some  of  the  investors  say  that's  not  how  the  Bear  Stearns 
funds  were  marketed  by  Cioffi  and  co-manager  Matthew  Tan- 
nin. They  say  they  were  told  to  expect  small  but  steady  gains 
of  1%  to  2%  a  month,  and  never  had  to  fear  losing  their  entire 


investment.  In  a  worst -case  scenario— a  perfect  storm,  tl 
called  it— the  funds  might  lose  10%  in  a  year. 

Not  everyone  was  convinced.  Neil  Smith,  director  of  moi 
manager  Altus  Investment  Management  in  London,  lean 
of  the  High-Grade  fund  during  a  hedge  fund  conference 
London's  Four  Seasons  Hotel  in  February,  2006.  He  says 
presentation  left  him  thinking  the  managers  were  making  i 
possible  claims.  Smith  says  Tannin  explained  the  fund  neec 
a  lot  of  leverage  to  generate  high  returns,  but  that  it  was  O 
because  the  investment  strategy  was  sound  and  the  CDOs  w 
highly  rated  securities.  "What  he  was  trying  to  do  was  say  h 
safe  it  was,  how  conservative  it  was,"  says  Smith.  "I  came  a\ 
thinking  it  was  a  disaster."  A  friend  who  attended  the  same  cc 
ference  wasn't  so  skeptical.  Now  he  says  he's  trying  to  line 
a  lawyer  for  a  potential  suit.  Tannin's  lawyer,  Nina  Beattie, 
not  return  phone  calls  seeking  comment. 

BRAZEN  EFFORT 

The  managers'  upbeat  talk  continued  well  into  the  subpri 
meltdown.  Tannin  told  several  investors  in  March  that  i 
wouldn't  have  made  money  in  February  if  we  were  long 
overexposed,  to  subprime,"  recalls  one  listener.  Tannin  wv 
on  to  say  he  was  putting  more  of  his  own  money  into  the  fur  ■ 
and  that  "it  was  a  very  bad  time  to  redeem." 

In  abrazen  effort  to  stay  afloat ,  Cioffi 's  team  unveiled  on  M; 
a  plan  to  bring  public  Everquest  Financial.  The  compa. 
formedin  late  2006  and  co-managed  by  Cioffi  and  Bear  Steaii 
had  acquired  some  of  the  riskiest  securities  in  the  hedge  fun 
portfolios.  A  public  offering  could  have  created  a  rich  trade 
vehicle  to  prop  up  the  hedge  funds  until  the  storm  passed, 
the  plan  was  met  with  a  howl  of  protest  on  Wall  Street  and  I 
scrapped .  The  reaction  unnerved  bankers  and  set  in  motion0 
process  that  resulted  in  the  lenders  calling  their  loans. 

Now  Cioffi,  who  has  been  named  an  adviser  to  Bear  Stea, 
Asset  Management,  and  Tannin,  still  a  senior  managing 
rector  there,  face  major  legal  troubles.  Securities  lawyers 
valuation  issues  often  pique  prosecutors'  interest.  In  20 
managers  of  Beacon  Hill  Asset  Management  paid  $4.4  mil!, 
in  penalties  to  the  SEC  to  settle  charges  that  they  fudged  val  1 
tions.  That  same  year,  Edward  Strafaci  pleaded  guilty  in  fed 
court  to  charges  that  he  manipulated  the  valuations  for  sect 
ties  held  by  a  fund  run  by  former  New  York  City  Deputy  Msl 
Kenneth  Lipper.  "Valuation  fraud  is  one  of  the  touchstone; 
hedge  fund  fraud,"  says  Scott  Berman,  a  New  York  securi 
attorney  who  has  litigated  several  hedge  fund  fraud  cases.- 
typically  occurs  when  people  don't  start  out  to  commit  a  in 
but  have  losses  they  are  trying  to  cover  up." 

The  new  revelations  abouLTSear  don't  prove  the  firm  inten 
to  defraud  investors,  but  they  raise  many  troubling  questic 
Now  lawyers  are  circling,  and  Cioffi,  the  man  once  so  goo 
convincing  investors  and  lenders  to  turn  over  money,  is  fac 
the  toughest  sales  job  of  his  life.  1 BW 1 


BUSINESSWEEK.COM    |    For  more  on  this  story,  go  to  businessweel 
I    com/magazine.  PODCAST:  Executive  Edit 
John  A.  Byrne  interviews  senior  writer  David  Henry  about  the  collapse 
the  two  Bear  Stearns  hedge  funds. 
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You  step  off  that  plane,  and  business  becomes  your  game. 
iu  ready?  With  one  of  the  largest  global  networks  and  728  connecting  flights, 
e  the  pillar  that  helps  you  achieve  success  in  your  business. 
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YOU-  CAN  SEE  THE  FUTURE  IN  A  FOOTPRINT. 


That's  why  we've  made  ours  lighter  in  the  past 


fifteen  years,  and  are  committed  to  making  it 


lighter  still.  Our  world  needs  clear  pathways 


to  slow,  stop  and  reverse  emissions  by  all 
significant  carbon  dioxide-emitting  countries. 
And  we  know  it  is  our  responsibility 
to  advocate  for  an  international  framework  to 
identify  these  pathways  by  2010.  When  you  look 
at  life  through  the  eyes  of  the  Human  Element, 
it's  easy  to  see  that  the  present  is  the  most 
important  part  of  the  future. 
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By  Frederik  Balfour 


After  toughing  out  Vietnam's  crackdowns  on  capitalism, 
investor  Peter  Ryder  is  reaping  the  rewards 


.     : 
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Ryder  beneath 
Hanoi's  Ouan 
Chuong  Gate; 
right,  luxury  brands 
are  invading 
Ho  Chi  Minh  City 


It  was  a  steamy  January  morning  in  1996  in  Ho  Chi  Minh  City, 
and  Peter  Ryder  was  just  sitting  down  to  a  breakfast  of  fried 
eggs,  dragon  fruit,  and  iced  coffee  in  the  rooftop  cafe  of  the  Rex 
Hotel,  a  delightfully  kitschy  edifice  that  was  popular  with  U.S. 
troops  during  the  war.  From  his  perch,  the  former  Wall  Street 
banker  watched  as  police  squads ,  armed  with  ladders  and  paint , 
fanned  out  across  the  city.  The  target  of  this  dawn  raid  were  ads' 
for  Coca-Cola,  Motorola,  Sony,  and  other  foreign  brand  names 
plastered  on  billboards,  bus  shelters,  and  storefronts.  "My  ini- 
tial reaction  was,  'That  improves  the  aesthetics,'  "Ryder  recalls. 
But  it  quickly  became  clear  that  Hanoi  was  yanking  the  wel- 
come mat  it  had  laid  out  for  foreigners  like  him.  "The  xenopho  - 
bic  implications  couldn't  have  been  more  explicit,"  he  says. 

Vietnam's  brief  honeymoon  with  global  capitalism  was  com  - 
ing  to  an  end.  Reforms  in  the  late  1980s  and  the  lifting  of  the 
U.S.  trade  embargo  in  1994  had  unleashed  a  tide  of  foreign  in- 
vestment. Companies  from  Procter  &  Gamble  to  American  In- 
ternational Group  to  Enron  flocked  to  Vietnam,  convinced  that 
after  losing  the  war  they  could  win  the  peace .  But  infrastructure 
was  in  tatters,  the  Communist  bureaucracy  was  as  Byzantine  as 
they  come,  and  corruption  festered  at  every  level.  Then  came 
the  crackdown,  and  a  year  later  the  Asian  crisis  hit.  Most  for- 
eigners bolted. 

But  Ryder  stayed  put,  and  today  the  53-year-oldNew  Yorker 
looks  like  the  smart  one.  In  March,  Ryder's  Indochina  Capital 
Vietnam  Holdings,  a  closed-end  fund,  staged  a  $500  million 
initial  public  offering  on  the  London  Stock  Exchange.  Indo- 
china Holdings,  the  conglomerate  Ryder  pieced  together  with 
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Wedding  day, 
1994:  Ryder's 
wife,  Tran 
Bich  Thuy, 
had  valuable 
business  ties 


a  friend,  manages  more  than  $1  billion  in 
assets  such  as  golf  courses,  resorts,  and 
office  buildings,  as  well  as  a  brokerage  and 
investment  advisory  arm  that  has  worked 
for  the  likes  of  SABMiller  and  Japanese 
construction  giant  Kajima.  George  Soros, 
Citigroup,  JPMorgan,  and  other  financial 
heavies  have  invested. 

Ryder's  saga,  from  its  early  highs  to  its 
rock-bottom  lows  to  its  current  trium- 
phant chapter,  is  emblematic  of  Vietnam's 
story.  And  his  tale  mirrors  that  of  countless 
Westerners  who,  by  stubbornly  refusing  to 
scram  when  an  emerging  market  gets  ugly, 
often  keep  interest  in  an  out-of-the-way 
economy  alive  until  the  Big  Money  rolls  back  in.  There  are  Ry- 
ders  in  Prague  and  Budapest,  Phnom  Penh  and  Beijing— wher- 
ever capitalism  has  grown  in  the  past  20  years.  Many  have  gone 
broke .  Others ,  Ryder  included,  are  proof  that  the  payoff  for  dar  - 
ing  can  be  rich  indeed. 

That's  not  to  say  either  Ryder  or  Vietnam  is  completely  se- 
cure. Ryder  himself  acknowledges  that  one  of  his  real  estate 
projects  isn't  selling  as  well  as  he  had  hoped.  The  once -hot  Ho 
Chi  Minh  stock  index  retreated  25%  in  the  summer  meltdown 
(though  it  has  since  clawed  back  those  losses  and  is  now  double 
what  it  was  a  year  ago).  While  portfolio  investors  have  poured 
more  than  $6  billion  into  Vietnam -focused  funds  in  the  past  18 
months,  the  combined  capitalization  of  the  Hanoi  and  Ho  Chi 
Minh  City  stock  exchanges  is  just  $24.5  billion,  leading  to  fears 
that  some  investors  are  overpaying.  These  funds  now  trade  at 
discounts  to  their  net  asset  values,  compared  with  premiums  of 
30%  six  months  ago.  And  even  as  Vietnam  continues  to  open, 
corruption  and  bribery  are  endemic.  "There's  big  investor  eu- 
phoria," says  Chris  Freund,  who  runs  private  equity  outfit  Me- 
kong Capital.  "There's  a  sense  it's  easy  to  make  money  here,  but 
in  my  experience  it's  hard." 

BIMMERS  AND  PINSTRIPES 

Still,  the  fundamentals  of  Vietnam— and  Ryder's  bet  on  the 
country— remain  attractive.  Vietnam  is  sometimes  referred  to 
as  China's  southernmost  province,  in  part  because  many  be- 
lieve it  has  the  same  winning  combination  of  political  stability, 
a  large  workforce ,  and  tremendous  entrepreneurial  energy.  Bet  - 
ter  yet  for  outsiders,  pay  in  Vietnam  averages  just  $60  a  month, 
well  below  the  rate  in  eastern  China.  Low-wage  manufacturing 
accounted  for  more  than  half  of  non  -  oil  exports  of  $  3 1  billion  in 
2006.  Higher-wage  work  is  growing,  too:  Electronics  exports 
hit  $1  billion  in  the  first  seven  months  of  2007,  nearly  25%  above 
the  same  period  last  year. 

Everywhere  you  look  there  are  signs  of  the  country's  solid 


NO  BRIBES,  SAYS  RYDER-BOT  "DID  WE  BRING  NICE 
GIFTS,  TAKE  THEM  TO  DINNER,  AND  PUT  BOTTLES  OF 
XO  COGNAC  ON  THE  TABLE  500  TIMES?  ABSOLUTELY" 


embrace  of  capitalism.  BMWs, 

Mercedes,  and  even  the  odd 

Hummer  ply  their  way  through 

the  sea  of  Japanese  motorcy- 
cles in  front  of  the  Rex.  A  block 

away  on  Dong  Khoi  Street, 

souvenir  shops  that  once  ped- 
dled fake  U.S.  Army  dog  tags 

have  given  way  to  boutiques 

selling  Louis  Vuitton,  Gucci, 

and  Dolce  &  Gabbana.  House- 
wives and  college  students  fine 

up  at  brokerages  for  a  chance 

to  hitch  a  ride  with  the  market. 

At  the  Park  Hyatt,  investment 

bankers  from  Credit  Suisse 

and  JPMorgan  talk  IPOs  with 

entrepreneurs.  In  the  1990s, 

"this  wasn't  Indochine,  it 

was  'Nam,"  says  Sesto  Vec- 

chi,  an  American  lawyer  who 

has  worked  in  Vietnam  off 

and  on  since  the  1970s.  "Now 

you  walk  into  an  elevator  full 

of  guys  with  pinstriped  suits. 

They're  in  a  different  class." 
That  class  extends  right  to 

the  top  of  some  of  the  biggest 

multinationals.  With  annual 

growth  averaging  7%  -plus  this 

decade,  Vietnam  has  earned  a 

place  on  the  itineraries  of  jet - 

setting  chief  executives,  in- 
cluding Intel  Chairman  Craig 

R.  Barrett,  Coca-Cola  CEO 

Neville  Isdell,  and  Microsoft's 

Bill  Gates.  Last  year  licensed 

foreign  investment  hit  $10 

billion,  buoyed  by  a  $1  billion 

commitment  from  Intel.  And 

Hanoi  expects  $13  billion  this 

year.  Japanese  tour  groups 

have  even  visited  to  check  out  investment  opportunities. 
If  everyone  has  a  touch  of  Vietnam  fever  now,  Ryder  c 

rightly  say  he  caught  the  bug  early— way  back  in  1992,  on! 

first  trip  to  Vietnam.  Salomon  Brothers  had  just  moved  h' 

back  to  New  York  after  a  stint  in  Tokyo.  But  he  was  feeling  t 

same  wanderlust  that  had  spurred  him  to  work  on  arche 

logical  digs  in  Central  America  as  part  of  his  MA  in  anthi 

pology  at  the  University  of  Pennsylvania.  A  chance  meeti 
with  a  Vietnamese  emigre  about  a  pc 
sible  property  deal  in  Ho  Chi  Minh  C  1 
piqued  his  curiosity. 

Like  so  many  first -time  visitors,  Ry< 
was  seduced  by  Vietnam 's  charms :  gra( 
ful  French  colonial  architecture,  tre 
lined  boulevards,  unspoiled  beaches, 
still  waxes  nostalgic  about  those  ea 


It  was  the 

entrepreneurial 

drive  of  the 

Vietnamese 

that  first 

impressed 

Ryder 
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ys,  when  there  were  no  taxis,  no  stoplights,  and  schoolgirls 
ing  bicycles  dressed  in  white  ao  dais  (the  traditional  Viet- 
mese  costume)  had  the  streets  to  themselves.  "There  seemed 
be  flocks  of  them  floating  down  the  streets,"  he  recalls.  Dur- 
that  visit  Ryder  also  became  smitten  with  a  local:  Tran  Bich 
my,  a  24 -year -old  student  and  part-time  interpreter.  She 
:epted  his  invitation  to  dine  at  what  was  then  Hanoi's  only 
vate  restaurant —but  insisted  on  picking  up  the  tab. 

lRAOKE  cowboy 

der  was  impressed  by  the  entrepreneurial  drive  that  had 
en  unshackled  by  the  reforms  of  the  late  1980s.  At  Cho  Lon, 
prawling  open-air  market  in  Saigon— as  many  still  call  Ho 
i  Minh  City-traders  haggled  at  the  top  of  their  lungs  over 
jrything  from  cheap  lipstick  and  smuggled  electric  fans  to 
ks  of  rice  and  freshly  slaughtered  pigs  slung  over  the  backs  of 


beat-up  50  cc  Hondas.  Kids  darted  in  and  out  of  traffic  hawking 
Wrigley's  gum  while  adults  did  a  brisk  business  in  spare  parts 
for  motorcycles.  "It  blew  me  away,"  says  Ryder.  "I  thought,  'If 
this  is  Communism,  then  the  world  could  use  a  lot  more  of  it.' " 
The  real  estate  deal  fell  through  when  it  turned  out  the  per- 
son promising  it  didn't  have  title  to  the  land-a  problem  un- 
seasoned investors  still  encounter.  Ryder  then  set  his  sights  on  a 
dilapidated  building  directly  across  from  Hanoi 's  baroque  opera 
house .  The  property  belonged  to  the  Vietnam  Fatherland  Front , 
a  powerful  arm  of  the  Communist  Party  that  had  an  antique 
store  on  the  site.  Ryder  figured  he  had  an  "immediate  in"  as  his 
girlfriend,  Thuy  (yes,  they  hit  it  off  on  that  first  date)  had  at- 
tended Foreign  Trade  University  in  Hanoi  with  the  Front's  No.  2. 
But  that  didn't  do  much  to  smooth  the  way  as  Ryder  was  forced 
to  sit  through  hundreds  of  meetings  trying  to  hammer  out  a  deal 
to  raze  the  building  and  put  up  an  office  tower.  "Time  after  time 
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we  'd  reach  an  agreement  on  a  Wednesday,  only  to  come  back  on 
Thursday  and  we'd  be  back  to  square  one,"  says  Ryder.  "Smoke 
would  be  coming  out  my  ears." 

It  took  three  long  years  for  Ryder  to  line  up  the  countless  per- 
mits and  approvals  needed  to  break  ground.  And  at  every  turn, 
there  was  an  official  with  his  palm  out.  Ryder  says  he  refused 
them,  but  he  admits  he  passed  endless  nights  wining  and  dining 
bureaucrats  and  crooning  at  karaoke  bars -a  torture  for  Ryder, 
who  claims  his  repertoire  is  limited  to  Glen  Campbell's  1975  hit 
Rhinestone  Cowboy.  "Did  we  bring  nice  gifts,  take  them  to  ex- 
pensive dinners,  and  put  bottles  of  XO  cognac  on  the  table  500 
times?  Absolutely,"  he  says. 

LEAN  TIMES 

By  the  time  the  eight-story  building  finally  opened  in  1997, 
Ryder  had  long  since  recouped  his  investment  by  selling  most 
of  his  stake  to  a  developer.  His  timing  couldn't  have  been  better, 
since  hardliner  Le  Kha  Phieu  had  assumed  the  leadership  of  the 
Communist  Party,  and  the  investment  climate  turned  ugly. 

But  Ryder  had  married  Thuy,  and  they  were  living  in  a  reno- 
vated French  Colonial  home  in  Hanoi  with  their  twin  sons,  so 
he  wasn't  about  to  call  it  quits.  "I  was  one  of  the  few  entrepre- 
neurs left  standing,"  he  says.  "I  had  to  reinvent  myself."  To  get 
through  the  lean  times,  Ryder  and  Thuy  improvised.  She  landed 
distribution  rights  for  Estee  Lauder  cosmetics  and  bought  out 
her  partners  in  Hanoi's  only  upscale  hair  salon.  Ryder  then  set  up 
an  IT  company  that  installed  networking  equipment  at  offices, 
at  a  time  when  the  country  had  no  Internet  access  (not  even 
dial-up),  faxes  to  the  U.S.  cost  $10  a  page,  and  cell  phones  were 
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Housewives, 
students,  and 
tycoons  all 
benefited  from 
a  stock  market: 
boom  this  yean 


an  untold  luxury.  He  sold  the  business  to 
DataCraft  of  the  U.  S.  a  couple  years  later  for 
$300,000— about  twice  what  he  put  in. 

The  Ryders  also  dabbled  in  the  stock 
market.  Although  the  Ho  Chi  Minh  City 
bourse  didn't  open  its  doors  until  2000, 
Vietnam  had  a  lively  informal  market  in  shares  of  privath 
companies.  As  a  foreigner,  Ryder  was  shut  out,  but  Thuy,  ni 
39,  loaded  up  on  shares  of  phone  gear  manufacturer  Cabl» 
Telecommunications  Material  and  appliance  maker  REE.  Tod 
those  blue  chips  are  worth  many  times  their  initial  investme 

Ryder  wasn't  the  only  American  struggling  in  Vietnam.  R 
Mayo -Smith  was  building  the  Furama  Hotel,  a  $25  million  h 
ury  resort  on  China  Beach.  The  site  was  spectacular -mile; 
unspoiled  coastline,  where  American  GIs  sunned  themsel 
during  the  war.  But  there  was  little  more  than  the  sand,  sun,  i 
waves.  At  Vietnam's  first  (and  only)  international  surfing  co 
petition,  held  there  in  1993  just  as  Mayo -Smith  broke  grou 
organizers  had  to  rig  a  mile  -^ong  telephone  cable  to  the  be; 
and  set  up  a  temporary  phone  booth  on  the  sand  so  report 
could  file  their  stories  and  surfers  could  call  their  girlfrien 
Bathing  facilities  consisted  of  a  garden  hose. 

A  mutual  friend  had  introduced  Mayo  -  Smith  to  Ryder  in  19 
The  two  teamed  up  to  launch  Indochina  Capital  as  a  consult 
company,  but  jobs  were  few  and  far  between.  So  the  pair  be; 
trying  to  raise  money  for  a  fund  that  would  invest  in  real  esl 
and  take  stakes  in  local  companies.  It  was  a  lousy  time  to  ra 
a  cup.  Vietnam  was  yesterday's  story.  Even  the  intrepid  M  { 
Mobius,  who  launched  a  Vietnam  fund  for  Franklin  Temple 


VIETNAM  FEVER 

The  economy  is  taking  off... 


GDP  GROWTH 
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Data:  CIA  World  Factbook,  General  Statistics  Office  (Vietnam),  Asian  Development  Bank, 
Planning  &  Investment  Ministry  (Vietnam) 


estments  in  the  early  1990s,  had  pulled 

:.  "We  were  a  decade  too  soon,"  Mobius 

s  now.  When  Ryder  approached  his  old 

11  Street  buddies,  he  got  the  cold  shoulder. 

ley'dlook  at  me  and  say,  'Pete,  it's  time  to 

:kle  down  and  get  real.  Vietnam  is  never 

ng  to  happen.'" 

Jut  on  the  ground  things  were  slowly 

rting  to  move.  In  2000,  the  country  inau- 

ated  its  first  legit  stock  market— a  hand  - 

of  listings  traded  three  times  a  week.  And 

001  trade  deal  with  Washington  helped 

torts  of  coffee,  seafood,  garments,  and 

>es  to  the  U.S.  to  quintuple  to  $5  billion 

2004.  The  following  year,  Hanoi  passed 

ndmark  private  enterprise  law,  spawning 

s  of  thousands  of  small  businesses,  from 

oring  shops  to  brokerages.  Authorities  also  lifted  obstacles  to 

)%  foreign  ownership  in  most  sectors ,  sparing  Western  com  - 

lies  the  headache  of  finding  local  joint  -venture  partners. 

mother  economic  boon  has  been  a  reversal  of  decades  of  an- 

ithy  towardboat  people,  who  fled  after  the  Communists  took 

ir.  When  they  started  to  return  in  earnest  about  seven  years 

i,  Vietnam  recouped  much-needed  skills  and  capital.  Among 

m  was  Henry  Nguyen.  Born  in  Saigon  in  1973,  Nguyen  left 

the  U.S.  at  the  war's  end.  He  movedbackin  2001  armed  with 

ledical  degree  and  an  MBA,  and  set  up  a  tech  services  com- 

ly.  In  20  04 ,  International  Data  Group  hired  him  toruna$loo 

lion  fund  to  invest  in  Vietnamese  tech  startups.  Nguyen 

dits  Ryder's  good  fortune  to  his  unflappable  personality,  a 

e  with  incredible  business  savvy,  and  stamina.  "There's  that 

Woody  Allen  quote  that  80%  of  success  is  just  showing  up, 

Ihe's  been  showing  up  for  15  years,"  says  Nguyen. 

ST  RETURNS 

£005,  Ryder's  luck  was  starting  to  turn.  Indochina  Capital 
led  $42  million  for  a  property  fund,  mostly  from  a  couple  of 
,  hedge  funds  and  wealthy  Americans  with  strong  stomachs 
isk.  Investors  in  his  Indochina  Land  Holdings  didn't  have  to 
t  long  for  a  payout:  They  collected  20%  on  their  investment 
same  year,  when  Ryder  and  Mayo  -  Smith  flipped  their  stake 
le  Sofitel  Metropole  Hotel  Hanoi.  By  2006,  Merrill  Lynch, 
JC,  and  Credit  Suisse,  among  others,  began  issuing  bullish 
arch  on  the  country's  prospects.  That  helped  Indochina 

$265  million  for  a  second  property  fund, 
ince  the  London  IPO  in  March ,  Ryder 's  new  closed-end  fund 
already  plowed  $150  million  into  companies  ranging  from  a 
lestic  snack  food  maker  to  technology  company  FPT.  It  also 
$21.4  million  into  unlisted  shares  of  Bao  Viet  Insurance  in 

,  at  79  times  2007  earnings.  "Is  the  price  high?  Absolutely," 


ERE  ARE  SOME  DISQUIETING  MARKET  PARALLELS 
THE  1990S.  BUT  THIS  TIME,  SAYS  RYDER, 
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...and  foreign  money  is  pouring  in 


BILLIONS  OF  DOLLARS 


FOREIGN  DIRECT  INVESTMENT 
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IE  FOUNDATION  IS  QUITE  WELL  POURED" 


says  Ryder.  But  like  bigger  rivals  such  as  HSBC ,  he  wanted  to  get 
into  financial  services,  where  foreigners  can  now  own  as  much 
as  30%  of  companies. 

Some,  though,  say  the  latest  bout  of  Vietnam  fever  may  al- 
ready have  peaked.  Donning  a  yellow  hard  hat,  Ryder  takes  a 
walk  around  Indochina  Riverside  Towers,  a  development  that 
includes  a  21  -  story  apartment  tower  and  a  three  -  story  mall  that 
Indochina  Capital  is  building  in  Danang.  With  seven  months 
to  go  before  work  wraps  up,  nearly  90%  of  the  95  apartments 
have  been  sold.  But  so  far  there  are  no  takers  for  the  space  in  a 
12-story  office  building  adjacent  to  the  mall.  "We  are  worried, 
definitely,"  Ryder  acknowledges,  adding  that  there  may  be  too 
much  foreign  money  chasing  too  few  good  deals.  Shares  in  his 
London  fund  stand  about  6%  below  their  offering  price. 

Yet  Ryder  and  other  investors  are  betting  that  despite  some 
parallels  between  now  and  the  1990s,  things  will  turn  out  dif- 
ferently. "The  foundation  is  quite  well  poured  this  time,"  Ryder 
says.  Privatizations  and  economic  reforms  have  accelerated 
under  Prime  Minister  Nguyen  Tan  Dung,  who  took  over  in  2006. 
A  better  legal  infrastructure  is  in  place,  and  the  private  sector 
has  been  unshackled.  And  there's  little  room  for  backsliding  on 
reforms  since  Vietnam  was  admitted  to  the  World  Trade  Or- 
ganization in  January.  Major  manufacturers  like  Hon  Hai,  who 
don't  want  to  put  ail  their  eggs  in  China,  now  see  Vietnam  as  a 
strategic  alternative:  The  Taiwanese  company  (which  makes  all 
manner  of  gadgets  for  the  likes  of  Apple  and  Hewlett-Packard) 
plans  to  invest  $  5  billion  in  Vietnam  over  the  next  five  years .  Re  - 
searcher  iSuppli  predicts  that  the  volume  of  contract  manufac  - 
turing  in  Vietnam  will  double  every  year  through  2011. 

Still,  investors  must  maintain  constant  vigilance,  as  Ryder 
found  while  clearing  land  for  a  golf  course  at  China  Beach. 
Regulations  require  a  payment  of  about  $2  for  every  tree  cut 
down  or  removed.  The  rule  led  to  a  flurry  of  planting  by  locals, 
some  of  whom  stuck  large  branches  into 
the  ground  hoping  to  pass  them  off  as 
bona  fide  trees  deserving  compensation. 
Ryder  greets  such  antics  with  a  philo- 
sophical shrug:  It  would  take  something 
far  worse  to  drive  him  from  his  adopted 
country.  "The  only  way  I'm  leaving  this 
place,"  he  says,  "is  feet  first."  1  bw  1 


OCTOBER  22,  2007  I  BUSINESSWEEK 


tmummMmitmn-tt"t*vmiiUtuuu' 


:r   m- 


:  ■  i^  M  I  '  -    * ' 


©2007  The  McGraw-Hill  Companies 


. 


NYSE:  MHP 

mcgraw-hill.com 


CIAL  SERVICES  INFORMATION  &  MEDIA  EDUCATION 


How  do  you  keep  them 
down  on  the  farm  after 
they've  seen  Shanghai? 

The  short  answer  is:  You  can't. 
The  progression  from  field  to  factory 
to  global  economy  is  as  irreversible 
as  history  itself.  And,  as  more  and  more 
countries  embrace  market  economies, 
so  too  do  they  require  the  knowledge 
and  transparency  brought  to  them  by 
The  McGraw-Hill  Companies.  When  markets 
open,  economies  expand,  people  prosper 
and  McGraw-Hill  grows. 


-.-  •■, 


The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds. 


aflsi 


umaBaMaaaaa£BiaimMiimamaammBitaBtauiaiaiai 


imwwHsnmMMmmtitiB& 


BUSINESSWEEK  I  OCTOBER  22,  2007 


069 


Susan  Berfield 
d  Anne  Tergesen 


Michele  Hernandez  boasts  that  95%  of  her  teenage 
clients  are  accepted  by  their  first-choice  school. 
Her  price:  As  much  as  $40,000  a  student 


As  I  listened  to  my  8th  period  English  teacher 
drone  on  for  the  third  time  about  how  Finny,  a 
character  in  A  Separate  Peace,  was  indeed  the 
main  character  although  he  was  not  the  narrator, 
nally  dawned  on  me  that  this  was  not  the  exciting  world  of 
h  school  that  I  had  hoped  for. 

?his  is  how  Andrew  Garza  began  an  essay  in  his  application  to 
/erford  College.  It  was  a  1,200 -word  piece  that  established 
as  an  intellectually  curious  young  man.  It  was  crafted  to 
eal  specifically  to  the  admissions  officers  at  the  small  liberal 
>  school.  And  it  was  the  idea  of  his  high-priced  college  ad- 
sions  coach,  Michele  A.  Hernandez.  Garza  attended  a  pri- 
i  school  in  Switzerland,  and  that  worried  Hernandez:  She 
light  he  might  appear  to  be  a  privileged  teenager  without 
:h  substance.  So  she  advised  him  to  write  about  why  he  had 
his  public  high  school  in  suburban  New  Jersey.  "We  had  to 
e  it  seem  like  he  didn't  want  to  be  around  so  many  rich  kids. 


We  spun  a  whole  story  about  him  taking  the  initiative  to  leave 
in  order  to  broaden  his  experience,"  Hernandez  says.  "It  was  his 
initiative.  But  he  wouldn't  have  written  about  it." 

Today  Andrew  is  a  senior  at  Haverford,  studying  sociology 
and  economics.  His  father,  John,  paid  Hernandez  $18,000  for 
18  months'  worth  of  advice.  "It  is  a  lot  of  money,"  says  Garza,  a 
manager  at  Abitibi  -  Consolidated  in  New  York . "  But  if  you  look 
at  it  as  an  investment,  it's  not  a  bad  one." 

A  DIVISIVE  FIGURE 

Hernandez  may  well  be  the  most  expensive  college  coach  in 
America,  charging  as  much  as  $40,000  to  get  a  student  into  an 
elite  college.  As  one  of  this  fast -growing  industry's  most  vis- 
ible practitioners,  she  uses  methods  that  are  publicly  scorned 
by  rivals  but  are  nonetheless  becoming  part  of  the  profession's 
standard  operating  procedures.  She  is  a  divisive  figure  in  an  al- 
ready controversial  field,  regularly  drawing  condemnation  from 
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admissions  officers  who  say  she  is  selling  advantage  to  people 
who  least  need  it. 

If  the  notoriety  sometimes  bothers  her,  Hernandez  is  not 
about  to  let  on.  To  her  critics,  she  says:  "I'd  be  an  idiot  to  charge 
half  of  what  I  can.  Parents  can  always  hire  a  lesser  person."  That 
might  sound  arrogant,  but  she  is  clearly  proud  of  turning  her 
one -woman  operation,  Hernandez  College  Consulting,  into 
what  amounts  to  a  luxury  brand.  Her  clients,  mostly  people  of 
some  means  and  great  ambition,  rave  about  the  personal  service: 
the  regular  phone  calls  to  their  kids  (you  have  to  go  above  and  be- 
yond); the  academic  help  (read  the  book  Poetic  Meter  and  Poetic 
Form);  the  "brand"  positioning  (classics  would  be  a  great  angle); 
the  advice  about  which  colleges  to  consider  and  where  not  to 
bother;  the  hours  she  devotes  to  each  application. 

Despite  being  asked  to  pay  fees  that  are  as  much  as  10  times 
higher  than  average,  these  well-intentioned,  well -heeled  parents 
keep  calling.  And  calling.  Since  she  started  seven  years  ago,  Her- 
nandez, who  is  40,  says  she  has  worked  with  some  150  students, 
95%  of  whom,  she  claims,  were  accepted  at  their  first  choice  of 
college.  She  hints  that  among  them  have  been  the  progeny  of 
chief  executives,  financiers,  billionaires. 

Hiring  help  is  not  the  privilege  of  only  the  wealthy,  of  course. 
According  to  the  Independent  Educational  Consultants  Assn., 
22%  of  first -year  students  at  private  colleges— perhaps  as  many 
as  5 8 , 0 0 0  kids — had  worked  with  some  kind  of  consultant . 

THE  INSIDE  SCOOP 

But  few  of  the  4,000  independent  college  counselors  now  scat- 
tered around  the  country  can  match  Hernandez'  influence  or 
earning  power.  Early  on,  she  began  offering  college -admissions 
counseling  for  students  in  eighth  grade — yes ,  eighth  grade  -  an  ap  - 
proach  that  is  becoming  more  common.  Since  2005,  she  has  run 
application  boot  camps  in  Manhattan  and  Santa  Monica;  Calif., 
which  this  summer  cost  $9,500  and  are  sure  to  attract  imitators. 
Hernandez  says  she  earned  almost  $1  million  last  year.  She  drives  a 
BMW  convertible.  And  she  just  moved  near  Middlebury,  Vt . ,  where 
she  and  her  husband  own  117  acres  on  Snake  Mountain. 

What  makes  her  own  story  so  compelling  is  that  Hernandez  is 
an  insider-  turned-  outcast .  A  former  admissions  officer  at  Dart  - 
mouth  College,  she  dared  to  reveal  secrets  of  the  opaque  selection 
process  in  her  book,  A  Is  for  Admission:  The  Insider 's  Guide  to  Get- 
ting Into  the  Ivy  League  and  Other  Top  Colleges,  and  then  to  build  a 
thriving  business  that  helps  people  game  the  system.  As  she  says 


Ben  Selznick 
(with  his  father, 
David)  took 
Hernandez' 
counsel  and  got 
into  Dartmouth 
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•FOR  THREE  YEARS'  WORK 

to  parents:  "You  don't 
want  to  pay  $180,000 
for  some  piddling  school 
when,  by  spending  a  little 
extra,  your  kid  could  get 
into  Yale."  She  insinuates 
herself  so  deeply  into  her  students'  lives  and  is 
so  unabashed  about  her  money- making  that 
she  has  come  to  be  regarded  either  as  operating 
at  the  leading  edge  other  profession  or  its  cyni- 
cal extreme. 

Hernandez  had  been  out  of  college  for  four 
years  when  she  returned  to  her  alma  mater, 
Dartmouth,  as  an  assistant  director  of  ad- 
missions in  1993.  It  was  a  job  of  convenience 
(she  had  married  a  professor  there,  Jorge  Her- 
nandez) and  one  for  which  she  was  eminently 
qualified  but  temperamentally  unsuited. 

Hernandez  speaks  twice  as  fast  as  most  peo- 
ple ,  reads  as  if  it  were  a  competitive  sport ,  and  is 
forceful,  opinionated,  and  stubborn.  These  traits 
were  not  always  appreciatedby  her  colleagues.  At 
one  point ,  the  dean  of  admissions,  Karl  Fursten- 
berg,  reprimanded  her  for  not  being  more  delib- 
erate in  her  evaluations.  Hernandez  had  been  a 
valedictorian  other  high  school  in  Armonk,  NY. , 
graduated  Phi  Beta  Kappa  from  college,  earned  a 
master's  degree  in  English  and  comparative  lit- 
erature from  Columbia  University,  and  was  exas  - 
perated  by  the  criticism.  She  still  is.  "I  thought  he 
should  bow  in  my  direction  for  working  so  hard." 
Hernandez  began  keeping  a  journal,  chroni- 
cling what  she  regarded  as  the  essential  workings 
of  the  selection  process.  It  wasn't  revenge  or  am- 
bition, she  says,  that  motivated  her  to  turn  her  notes  into  a  be 
though  later  she  would  be  accused  of  both.  It  was  indignation: 
believed  Ivy  League  schools  weren't  being  truthful  about  how  t 
reviewed  students'  applications.  "We  were  forced  to  misreprew 
things,"  she  says.  "Parents  kept  asking  if  there  was  an  equatioi 
used.  There  was."  Privately,  the  schools  referred  to  it  as  the  P 
demic  Index,  a  formula  based  on  test  scores  and  academic  stan< 
used  to  rank  applicants.  "It  was  the  secret  everyone  in  admiss:  | 
knew,"  Hernandez  recalls.  "But  we  couldn't  tell  parents  tha 
bothered  me." 

The  promise  of  the  first  inside  accc 
of  what  seemed  to  be  an  unpredicfc'i 
process,  along  with  expert  advice  at 
how  students  can  distinguish  themse 
in  their  applications,  was  irresistibl 
publishers.  After  a  bidding  war,  Herr 
dez  received  a  $450,000  advance  f 
Warner  Books.  One  condition  other  c 
tract  was  that  she  tell  no  one  about 
book,  not  even  at  Dartmouth  where 
was  still  employed.  "I  felt  bad  for  Karl 
cause  I  knew  the  book  would  get  a  1( 
attention,  and  it  would  look  bad  for  h 
says  Hernandez.  "But  I  was  very  coir 
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"SHE  ASKED:  ARE  YOU  GOING  TO  BE  A  TRACK  STAR?' 
SO  I  QUIT  AND  GOT  A  JOB  AT  A  LOCAL  MUSIC  SCHOOL... 
A  LOT  OF  IT  CAME  FROM  ME  REALIZING  MUSIC  COULD 


ntary  toward  Dartmouth." 
\While  she  was  working  on  the  book, 

lusband  was  denied  tenure,  an 
Hit  that  has  come  to  confuse  the 
umstances  of  her  eventual  depar- 

from  Dartmouth  in  May,  1997. 

months  later,  A  Is  for  Admis- 

waspublished.  This  book  is  not     BE  A  GOOD  WAY  TO  PITCH  MYSELF" 

led  at  guaranteeing  admission  to 

vy  League  school  "she  wrote  in  the 

roduction.  "However,  it  will  teach  you  how  to  maximize  your 

nces  and  show  you  how  to  present  yourself  in  the  best  pos- 

e  light."  At  the  time,  Furstenberg  told  The  Chronicle  of  Higher 

xation  that  the  book  was  a  betrayal  of  trust:  "It  offers  only  a 

superficial  look  at  college  admissions.  It  plays  into  some  of 
paranoia  and  anxiety  that  surround  this  process,  and  in  that 
se  is  a  disservice."  (Neither  he  nor  anyone  at  Dartmouth  would 
iment  for  this  story. ) 

le  book  was  a  success  and  became  Hernandez'  most  effective 
irtisement  when  she  went  into  college  consulting  full-time  in 
0 .  It  gave  her  name  recognition — so  much  so  that  even  after  her 
irce  in  2001  from  Jorge  she  continued  to  use  his  surname.  And 

lped  establish  her  bonafides  among  parents,  many  of  whom 


nclined,  as  she  is,  to  regard  admission  to  the  top  schools  as  a 


high  -  stakes  game  that  should  be  played  using  any  advantage . 

Those  well-meaning,  chronically  striving  parents  were  com- 
fortable hiring  expensive  experts.  Their  eager -to -please  kids  were 
accustomed  to  being  hovered  over.  The  conditions  were  ideal  for 
Hernandez.  Already,  a  few  high-priced,  high-impact  counselors 
hadbegun  to  assert  themselves,  not  oblivious  to  the  disapproval  of 
educators  but  unconcerned  all  the  same.  Among  them  was  Kath- 
erine  Cohen,  an  Ivy  League  graduate  once  employed  part-time  by 
Yale  to  read  applications,  who  had  founded  Ivy  Wise  in  1998.  When 
Hernandez  first  heard  about  her,  Cohen  was  asking  $28,995  for  her 
two-year  platinum  package.  "I  realized  she  was  making  a  living 
doing  this,"  Hernandez  says.  "I  increased  my  price  after  that." 

She  would  soon  have  a  few  more  credentials  that  could  help  at  - 
tract  clients.  She  wrote  two  other  books:  The  Middle  School  Years: 
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Achieving  the  Best  Education  for  Your  Child,  Grades  5  -  8  and  Acing 
the  College  Application:  How  to  Maximize  Your  Chances  for  Admis  - 
sion  to  the  College  of  Your  Choice.  And  she  earned  a  quickie  doc- 
torate in  education  from  Nova  Southeastern  University  in  Florida, 
where  she  had  moved  in  1998.  Aboutthat  degree  she  is  candid:  "It's 
kind  of  crappy  compared  to  my  other  ones .  But  I  figured  it  would  be 
good  to  have.  I  am  a  doctor.  It  gives  me  some  credibility." 

Families  pay  Hernandez  as  much  as  they  do  because  she  prom- 
ises not  just  substitute  parenting  but  parenting  in  the  extreme. 
She  selects  classes  for  students,  reviews  their  homework,  and 
prods  them  to  make  an  impression  on  teachers.  She  checks  on 
the  students'  grades,  scores,  rankings.  She  tells  parents  when  to 
hire  tutors  and  then  makes  sure  the  kids  do  the  extra  work.  She 
vets  their  vacation  schedules.  She  plans  their  summers.  And 
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Andrew  Garza: 
"I'd  like  to 
think  I  would 
have  gotten  in 
[to  Haverford] 
anyway" 
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through  it  all,  she  is  always  available  to 
contend  with  the  college  angst  that  can 
consume  whole  families.  Parents  value 
her  confidence;  kids,  mostly,  appreciate 
her  enthusiasm. 

From  the  beginning,  Hernandez  pledged 
all  that  work  would  be  invisible.  Like  her  peers,  she  operati 
stealth,  mindful  that  if  admissions  officers  find  out  a  student 
coached  they  will  regard  the  application  with  suspicion.  Hernai 
rarely  speaks  with  high  school  counselors.  She  never  calls  a  co 
on  a  student's  behalf.  And  she  is  especially  careful  not  to  leave 
fingerprints  on  the  application  essays,  even  as  she  edits  seven,  e 
sometimes  10  drafts.  "But  I'm  not  afraid  of  admissions  officers, 
says ."  If  they  could  tell ,  how  would  I  be  so  successful  ? " 


II 


BAFTIWG  THAT  SINGULAR,  CONVINCING  PORTRAIT 
F  THE  STUDENT  IS  CRITICAL  TO  HERNANDEZ' 
'PROACH.  SHE  CONSIDERS  SENTIMENTAL  PURSUITS 
I  BE  A  DISTRACTION 


admissions  officers,  of  course,  have  little  respect  for  the  work  of 

mandez  and  other  consultants.  "Ibelieve  that  most  of  the  funds 

tended  on  independent  counselors  are  simply  wasted,"  Jeffrey 

nzel,  the  dean  of  admissions  at  Yale ,  wrote  in  an  e  -  mail.  "We  do 

believe  they  have  much,  if  any,  effect  on  who  we  accept ." 

lernandez'  apparent  success  depends,  too,  on  how  well  she 

nages  the  expectations  of  the  kids  and  their  parents.  She  says 

xly  all  of  her  students  are  accepted  to  the  school  they  most 

it  to  attend.  But  in  many  cases,  she  strongly  suggests  which 

lege  would  be  a  reasonable  first  choice.  She  calls  that  strat- 

zing.  First  she  writes  a  i2-to-i8  page  report  for  each  new 

dent,  based  on  transcripts,  test  scores,  and  other  accom- 

hments,  that  gives  the  likelihood  of  their  gaining  admission 

he  schools  they  are  interested  in.  "I  have  written:  'You  have 

chance  of  getting  into  Harvard  early  decision.  Don't  apply,' " 

says.  "People  pay  for  accuracy.  I  know  exactly  what  it  takes  to 

into  Harvard."  Her  apparent  candor  serves  another  purpose, 

5  Such  an  assessment  makes  it  unlikely  that  she  will  fail. 

vftien  she  begins  working  with  kids  already  in  their  junior  year 

igh  school,  she  is  naturally  a  bit  constrained  in  what  she  can  ad  - 

after  that  initial  evaluation.  "At  that  age,  they  have  what  they 

,"  she  says.  When  John  Garza  contacted  Hernandez  in  January, 

2,  Andrew  already  knew  he  wanted  to  attend  Haverford.  Her- 

dez  told  him  it  would  be  a  reach.  Then  she  started  suggesting 

s  he  could  fashion  himself  into  a  more  attractive  applicant . 

ver  the  next  year,  as  she  does  with  most  of  her  clients,  she 

ked  with  him  by  e-mail  and  over  the  phone,  occasionally  in 

on.  She  helped  him  navigate  the  International  Baccalaureate 

iculum,  advising  him  to  sign  up  for  classes  that  U.S.  colleges 

Id  recognize  as  difficult.  She  directed  his  interests.  "I  helped 

ays  that  would  look  good  and  let  him  be  true  to  himself,"  she 

Early  in  his  junior  year,  Andrew  had  become  involved  with 

itat  for  Humanity,  though  his  contributions  were  modest. 

landez  talked  to  him  about  the  importance  of  leadership:  In 

enior  year,  he  served  as  president  of  the  local  chapter.  She 

uragedhim  to  make  abigger  impact:  He  helped  raise  $4, OOO 

did  homes  in  Kyrgyzstan  and  Hungary  by  expanding  the  or- 

zation's  sandwich-making  business  on  campus. 

len  she  suggested  he  write  his  main  application  essay  about 

thing  else  altogether.  "The  Habitat  for  Humanity  theme, 

ug  on  your  heartstrings,  sounded  too  common,"  says  An- 

So  he  tried  another  topic  that  would  reveal  more  about  his 

Lectual  enthusiasms:  how  running  helped  him  understand 

"ristentialist  philosophy  he  was  reading  about . "  She  gave  me 

fie  suggestions  about  the  essay  to  form  one  cogent  image  of 

[  am,"  says  Andrew. 

afting  that  singular,  convincing  portrait  of  the  student  is 
alto  Hernandez'  approach.  Sheconsiders  sentimental  pur- 
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suits  a  distraction  and  those  done  out  of 
obligation  misguided.  So  it  went  with  Ben 
Selznick,  who  started  to  work  with  Her- 
nandez in  the  spring  of  2002  when  he  was 
a  junior.  His  father,  David,  a  tax  attorney 
in  Armonk,  N.Y.,  paid  $16,500  for  about 
a  year's  worth  of  advice.  "We  had  a  very 
motivated  son  who  wanted  to  attend  a  top 
university,"  he  says.  "We  wanted  to  give 
him  every  opportunity  we  could." 
Ben  was  a  talented  drummer,  and  Hernandez  told  him  to  con- 
centrate on  his  music.  He  recalls  conversations  about  his  sched- 
ule: "I  was  on  the  track  team  and  she  asked:  'Are  you  going  to  be 
a  track  star?'  So  I  quit  and  got  a  job  as  a  drum  teacher  at  a  local 
music  school."  She  put  the  kibosh  on  plans  to  be  a  camp  counsel- 
or, too;  insteadhe  spent  several  weeks  that  summer  at  the  Berklee 
College  of  Music  in  Boston. 

During  his  senior  year,  Ben  joined  a  couple  of  singing  groups, 
took  more  music  classes,  and  completed  an  independent  study 
in  composition.  "A  lot  of  it  came  from  me  realizing  that  music 
could  be  a  good  way  to  pitch  myself,"  he  says.  At  Hernandez' 
suggestion,  he  visited  Dartmouth.  It  became  his  first  choice. 
Hernandez  then  told  him  to  apply  early  decision,  which  is  bind- 
ing. (Almost  all  of  her  clients  apply  early  somewhere  because 
the  acceptance  rate  is  higher  than  during  regular  admission.) 

He  applied  as  a  music  major.  Ben  had  been  uncertain  about 
how  to  frame  his  main  essay  until  Hernandez  advised  him  to  write 
about  the  experience  of  listening  to  his  favorite  piece  of  classical 
music,  Wagner's  Tannhauser  Overture,  and  its  influence  on  his 
own  creative  process.  Ben  was  acceptedto  Dartmouth.  He  gradu- 
ated in  May  with  a  degree  in  religious  studies  and  is  now  working 
as  a  paralegal  at  a  law  firm  outside  of  Boston. 

Andrew  and  Ben  were  typical  Hernandez  clients:  bright,  eager, 
and  just  months  away  from  applying  to  college.  Before  long, 
though,  she  began  to  promote  her  services  for  younger  kids.  Hir- 
ing Hernandez  to  work  with  14-year-olds  became  a  more  tempt- 
ing proposition  for  parents  as  they  watched  the  acceptance  rates 
at  elite  schools  drop.  By  2004  she  was  signing  up  a  new  eighth - 
or  ninth-grade  student  almost  every  month.  She  had  also  moved 
to  Portland,  Ore.,  remarried,  given  birth  to  her  second  child,  and 


begun  calling  herself  "America's  Premiere  College  Consultant." 

FINDING  THE  'SELLING  POINT' 

What  sets  Hernandez  apart  these  days  is  the  intensity  with  which 
she  extends  into  adolescence  the  Brand  Me  imperative.  Her  ap- 
proach with  these  students  depends  on  sussing  out  and  then 
encouraging  their  own  inclinations.  If  someone  says  she  likes  pho  - 
tography,  Hernandez  might  suggest  she  take  photos  of  the  home- 
less, then  mount  an  exhibit  as  a  way  to  raise  money.  "A  kid  wouldn't 
come  up  with  that  idea  on  their  own,"  she  says.  "They  don't  know 
what  colleges  are  looking  for."  Hernandez  advised  a  student  work  - 
ing  on  a  nanotechnology  project  to  e-mail  famous  scientists  and 
compile  the  exchanges  into  a  book.  "If  you  did  that,  I  guarantee 
you'd  get  into  any  school,"  she  said  to  the  girl.  To  another  student 
who  enjoys  studying  Latin,  Hernandez  suggested  learning  Greek 
over  the  summer,  too:  "It's  a  great  selling  point."  When  a  ninth- 
grade  boy  said  he  might  be  interested  in  his  school's  tech  club,  she 
told  him:  "You  can  take  it  over  and  take  it  in  a  new  direction." 
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BIO:  MICHELE  HERNANDEZ 

What  she  reads:  Bridge  of  Sighs,  The  Best  Poems  of  the  English 
Language,  Richistan,  and  anything  about  string  theory 

What  she  listens  to:  Eminem,  the  White  Stripes 

What  she  collects:  Fountain  pens  and  watches 

What  she  rides:  A  custom-made  Serrota  bicycle 

What  she  is  putting  in  her  new  house:  A  retractable  roof  in  one 
room  so  she  can  set  up  her  telescope 

What  her  father,  Judge  Henry  Dogin,  says  about  her:  "She's 
wonderfully  competitive.  She  gets  that  from  me.  I'm  turning  73  and 
I  play  platform  tennis  at  a  killer  level." 


What  she  says  about  herself:  "I  had  to  win  when  I  was  two. 
I  always  like  to  be  at  the  top." 


Today,  Hernandezhas  80  clients.  And  yet,  unlike  Cohen  of  Ivy  - 
Wise,  who  now  has  a  staff  of  15  providing  help  with  applications 
for  nursery  school  on  up,  Hernandez  is  still  on  her  own,  answer- 
ing every  phone  call,  sending  every  e-mail.  She  doesn't  want  to 
manage  employees  and,  in  any  case,  doesn't  believe  her  knowl- 
edge can  be  transferred  or  replicated.  That,  of  course,  places  a 
natural  limit  on  her  business.  In  2005  she  hadn't  yet  reached  it 
but  was  close  enough  that  she  began  looking  for  other  ways  to 
expand  her  operation.  She  soon  came  up  with  an  idea  that  would 
again  be  derided  by  educators  and  embraced  by  parents. 

Hernandez  and  Mimi  Doe ,  a  parenting  expert  with  whom  she 
had  just  written  the  book,  Don't  Worry,  You'll  Get  In:  100  Win- 
ning Tips  for  Stress-Free  College  Admissions,  announced  their 
first  application  boot  camp.  It  was  a  $7,800,  four-day  summer 
program  for  students  about  to  enter  their  senior  year.  Doe  and 
Hernandez  promised  they  would  leave  with  completed  applica- 
tions and  a  strategy  for  where  to  seek  admission. 

All  15  spaces  for  the  New  York  seminar,  held  at  the  luxury  Ki- 
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Hernandez 
celebrating  with 
classmate  Ed 
Nelson  at  their 
1989  graduation 
from  Dartmouth 


tano  hotel,  were  snapped  up  in  weeks.  In  1 
summers  of  2006  and  2007,  Hernandez  a 
Doe  raised  the  price,  first  to  $8,200  and  tr 
to  $9,500,  and  still  filled  one  session  in  Ms 
hattan  and  another  at  the  Shutters  Hotel 
Santa  Monica.  Next  year  they  may  hire  oth 
to  help  edit  the  essays  so  they  can  open  the  program  to  more  s1 
dents.  They  will  charge  $12,500. 

But  is  it  worth  it  ?  There  is  no  way  to  verify  her  claims .  Even  A. 
drew  and  Ben,  who  respect  her  expertise  and  dedication,  expr 
some  ambivalence.  "I  would  like  to  think  that  I  would  have  g< 
ten  in  anyway,"  says  Andrew.  "But  the  reality  is,  you  never  kn< 
I  think  Michele  eliminated  the  risk  that  I  wouldn't  get  in."  B 
mulling  over  his  college  experience  in  the  months  after  gradi 
tion,  puts  it  this  way:  "I'm  thankful  to  Michele.  I  didn't  think 
was  indispensable,  though.  Could  I  have  done  it  myself?  May 
Could  I  have  gone  somewhere  else  and  been  happy?  Yes." 

Certainly,  plenty  of  kids  delight  in  the  opportunities  consulta 
like  Hernandez  make  available  to  them.  Many  thrive  under  high 
pectations ;  others  aren't  undone  by  the  sacrifices  called  for.  Ben, 
example,  has  no  regrets  about  following  Hernandez'  advice,  eve 
it  meant  giving  up  the  camaraderie  of  the  track  team  and  sumr 
camp.  Andrew's  experience  led  to  a  job  with  Habitat  in  Mexico 
one  year  before  he  began  Haverford.  And  during  college  vacatic 
he  worked  with  microlending  programs  in  Latin  America. 

But,  in  general,  the  intense  pressure  to  succeed  is  a  big  r  * 
son  the  incidence  of  anxiety,  depression,  and  drug  use  is  as  hi 
among  children  of  the  affluent  as  it  is  among  children  of  the  in 
city,  according  to  Columbia  University  psychologist  Suniy' 
Luthar.  "Young  people  perceive  that  their  whole  lives  are  buii 
ing  to  this  moment  of  applications,  rejections,  acceptances.  T'< 
see  it  as  either  you  make  it  or  you  are  doomed  to  a  second-cl 
existence,"  she  says.  Even  those  who  do  get  into  top  schools  r 
suffer  the  consequences  of  their  success.  Barry  Schwartz,  ap 
chology  professor  at  Swarthmore  College,  says:  "Those  v 
excel  enough  to  get  into  Harvard  or  Stanford  are  likely  to  be 
inspired  students  once  that  goal  has  been  achieved." 

Set  aside  for  the  moment  the  concerns  of  the  affluei 
though.  There  is  another  fear  about  expensive  counselors  sn 
as  Hernandez :  that  they  help  distort  an  educational  system  t 
can  already  leave  the  less  privileged  at  a  disadvantage.  As 
says,  "It's  so  not  a  level  playing  field  to  start  with,  and  then 
go  beyond.  I  just  told  friends  it  was  my  dad's  idea  to  hire  hei 
Hernandez,  meanwhile,  is  finding  new  ways  to  extend 
brand.  She  and  Doe  have  created  a  virtual  boot  camp  ($2, oc 
They  have  put  together  a  60 -page  book,  Set  Yourself  Apart: 
Ultimate  Guide  to  Top  High  School  Summer  Programs  ($1! 
They  have  a  partnership  with  two  SAT  tutors  who  on  Hernanc 
Web  site  offer  five  hours  of  help  over  the  phone  ($1,600).  1 
Hernandez  and  Doe  are  hoping  to  link  up  with  a  travel  consult 
someone  who  could  plan  family  trips  to  visit  colleges.  "That 
be  like  Ralph  Lauren's  Purple  Label,"  Hernandez  says.  "It  w< 
be  for  everybody."  1 BW 1 
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WHAT'S  NEXT 


Live  from  Beirut: 
Hip  HopNa  hosts 
Qusai  Khidr,  with 
microphone,  and 
Fredwreck  (rear) 


IEDIA 


rhe  Arab  World 
ants  Its  MTV 


id  U.S.  media  giant  Viacom  aims  to  deliver  it,  as 
ill  as  Nickelodeon,  Comedy  Central,  and  more 


By  Kerry  Capell 

Matthew  Noujaim  lives  and  breathes 
hip -hop.  But  the  19 -year -old  Beirut 
university  student,  who  raps  about 
"anything  and  everything,  including 
the  Arab  cause"  in  English  and  Arabic, 
has  struggled  to  get  his  music  noticed. 
Although  rap  is  hugely  popular  among 
Middle  Eastern  youth,  it's  still  un- 
derground and  largely  ignored  by  the 
region's  record  labels,  radio  stations, 
and  music  television  channels.  "There's 
lots  of  good  hip -hop  made  here  that 
never  gets  played,"  Noujaim  says.  "No 
one's  willing  to  promote  local  talent." 
That's  about  to  change.  MTV  Arabia, 
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SUMNER  OF  ARABIA        Viacom  chief  Redstone  has  big  plans  for  the  Middle  East 


TELEVISION 

Launching  MTV 
Arabia  in  Novem- 
ber, with  Nickel- 
odeon to  follow 
in  2008.  Arabic 
Comedy  Centra! 
under  discussion. 


DIGITAL 

Planning  to  put 
MTV  on  the  Net 
and  on  phones. 
Similar  deals  for 
Nickelodeon  and 
other  brands  be- 
ing considered. 


LICENSING 

Selling  rights  to 
use  SpongeBob 
SquarePants, 
Dora  the  Explorer, 
and  other  Nick 
characters  for 
toys  and  clothing. 


HOTELS 

Considering 
Nickelodeon- 
branded  hotel 
in  Dubai  as 
part  of  a  global 
relationship  with 
Marriott. 


FILM 

Exploring  Dubai- 
based  production 
of  Paramount 
titles  and  co- 
production  deals 
for  Arabic- 
language  films. 


THEME  PARK 

Planning 
Nickelodeon- 
branded  section 
in  Dubailand,  the 
world's  largest 
amusement  pari 
set  to  open  in  201 


a  new  24-hour  free  satellite  channel, 
will  begin  broadcasting  in  Arabic  across 
the  Middle  East  on  Nov.  16.  The  Via- 
com-owned network's  flagship  show, 
Hip  HopNa  ("my  hip-hop"),  will  be 
co-hosted  by  Saudi  rapper  Qusai  Khidr 
and  Palestinian -American  producer 
Farid  Nassar,  aka  Fredwreck,  who  has 
worked  with  Snoop  Dogg,  50  Cent,  and 
other  marquee  names.  The  show  will 
visit  10  cities  across  the  Middle  East  in 
search  of  talent,  giving  would-be  Arab 
rap  stars  an  international  platform. 
Noujaim  won  the  show's  first  competi- 
tion, and  Fredwreck  has  produced  one 
of  his  tracks.  "This  is  a  music  genre  that 
is  bubbling  underneath  the  surface  here, 
and  we  want  to  claim  it  as  our  own,"  says 
Bhavneet  Singh,  head  of  emerging  mar- 
kets for  MTV  Networks  International. 

GLOBALIZATION  A  GO-GO 

How  will  the  likes  of  Justin  Timberlake 
and  Rihanna  go  down  in  a  region  that's 
not  exactly  brimming  with  goodwill  to  - 
ward  Americans?  Better  than  you  might 
think.  Middle  Eastern  youth  may  not 
agree  with  U.S.  politics,  but  they  can't  get 
enough  of  Western  music  and  fashion. 
"The  myth  about  the  Arab  world  is  that 
people  go  to  bed  at  night  hating  the  U.S. 
and  wake  up  hating  Israel,"  says  James 
Zogby,  president  of  the  Arab  American 
Institute,  a  think  tank  in  Washington. 
"But  go  to  any  mall  in  Saudi  Arabia,  and 
you'll  see  kids  in  jeans  and  baseball  caps 
hanging  out  at  Starbucks  and  McDon- 
ald's. Globalization  is  real." 

For  Viacom,  MTV  Arabia  is  just  the 
beginning.  The  region  is  attractive 
because  it's  awash  in  petrodollars  and 
two-thirds  of  the  population  is  under  25. 
Viacom  has  signed  a  1 0  -year  licensing 
deal  between  MTV  Networks  and  Tecom 
Investments,  controlled  by  Dubai's  ruler. 


On  Oct.  12,  Viacom  planned  to  announce 
another  decade -long  licensing  deal  with 
Tecom  for  children's  channel  Nickelode- 
on Arabia.  That's  set  for  the  second  half 
of  2008,  and  the  company  reckons  an 
Arabic  version  of  Comedy  Central  won't 
be  far  behind.  Also  under  discussion: 
Paramount  Pictures  productions  in  the 
region  and  licensing  of  Nick's  charac  - 
ters  for  clothing,  toys,  and  games.  "The 
Middle  East  may  be  the  world's  most 
underappreciated  growth  story,"  says 
Viacom  Chairman  Sumner  M.  Redstone. 

No  wonder  U.S.  media  giants  are 
pouring  in.  NBC  Universal  in  May 
struck  a  licensing  deal  for  a  $2.2  billion 
amusement  park  in  Dubai.  Days  later, 
Viacom  announced  plans  to  create  a 
Nickelodeon  section  in  Dubailand,  a 
$2.5  billion  development  in  the  emir- 
ate that  aims  to  be  the  world's  largest 
theme  park  when  it  opens  in  2011.  And 
in  September,  Warner  Bros.  Entertain- 
ment announced  a  multibillion- dollar 
deal  in  Abu  Dhabi  that  includes  film 
production,  a  Warner  Bros,  theme  park 
and  hotel,  and  a  chain  of  cinemas. 

The  Westerners  will  face  plenty  of 
homegrown  competition.  More  than  50 
music  TV  channels  broadcast  in  the  re  - 
gion.  The  dominant  player,  Rotana,  owned 
by  Saudi  Prince  Al  Waleed  bin  Talal,  is 
also  the  Middle  East's  largest  record  label 
and  has  exclusive  contracts  with  most 
top  -  selling  pop  and  folk  artists .  But  MTV 
is  betting  it  will  win  viewers  by  offering 
an  alternative.  "No  one  in  this  market  is 
going  out  and  asking  the  viewers  what 
they  want ,"  says  Abdullatif  Al  Sayegh , 
CEO  of  Arab  Media  Group,  the  Tecom  unit 
that  runs  the  chan- 
nel. "We're  spending 
our  time  in  malls  and 
cafes  talking  to  young 
people;  we're  not  get- 


"This  isn't  going 
to  be  MTV  U.S. 
It's  Arabic  MTV 
made  by  Arabs 
for  Arabs." 


ting  our  ideas  from  watching  TV." 

MTV  Arabia  is  the  biggest  test  to  dab 
the  network's  two  -decade-  old  localiza 
tion  strategy.  MTV's  flagship  music  ch; 
nel  has  seen  its  American  TV  ratings  sli ' 
and  has  struggled  online.  Management 
believes  the  biggest  growth  will  come 
overseas,  and  the  network  now  pumps  I 
a  blend  of  international  and  local  tunes 
from  Russia  to  Indonesia  to  Pakistan.  Ti 
has  helped  MTV  and  sister  operations, 
such  as  VHl  and  Nickelodeon,  reach  5c 
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WHAT'S  NEXT 


lion  households  in  161  countries.  "This 
't  going  to  be  MTV  U.S. ,"  Bill  Roedy, 
e- chairman  of  MTV  Networks,  says 
he  latest  offering.  "It  is  Arabic  MTV 
de  by  Arabs  for  Arabs." 
rhat  means  it'll  be  pretty  tame  by 
lerican  standards.  At  noon  every 
lay,  Islam's  holiest  day,  the  chan- 
will  air  an  animated  call  to  prayer, 
ring  peak  family  viewing  hours  from 
)  11  p.m.,  shows  will  introduce  audi- 
ts to  acts  from  the  West  and  from 
ler  emerging  markets  such  as  India 
1  Pakistan.  And  there  will  be  Arabic 
sions  of  popular  MTV  shows  such  as 
de,  which  gives  young  people  coach- 
in  fields  like  cooking  and  film. 

GY  AND  FUN' 

er  in  the  evening  things  will  loosen 
a  bit.  Al  Hara  ("the  neighborhood") 
n  Arabic  version  of  Barrio  l  o ,  a  pro  - 
m  that  shows  what  young  people  do 
fun.  In  the  Middle  East,  that  appar- 
ly  includes  dune -bashing  (driving 
terrain  vehicles  over,  and  into,  steep 
d  dunes)  and  water  soccer,  played  in 
at  looks  like  a  vast  inflatable  kiddie 
Says  Rasha  Al  Emam,  the  30  - 
old  Saudi  woman  who  heads  MTV 
jia's  programming  production: 

idea  is  to  encourage  kids  to  go  out 
do  something  edgy  and  fun  instead 
itting  around  smoking  a  shisha"  or 
erpipe. 

fhile  plenty  of  U.S.  and  European 
os  will  never  make  it  into  the  line  - 
thers  will  be  sanitized  for  the  Arab 
ience.  At  MTV  Arabia's  offices,  a 
warehouse  in  Dubai,  editors  from 
>ss  the  region  pore  over  clips  frame 
ame  to  remove  offensive  content, 
anguage?  Bleep  it  out.  Shots  of 
ing,  revealing  outfits  a  la  Britney 
irs,  or  people  on  a  bed  ?  Blur  them, 
sert  some  less  racy  bit  of  the  video, 
rat'll  be  fine  with  Maram  Alhabib. 
23-year-old  Saudi  studying  special 
ation  at  Jeddah's  Dar  Al  Hekma 
ersity  loves  metal  group  Seether 
\merican  alternative  band  Three 
s  Down,  but  she  finds  many  music 
s  to  be  too  provocative.  "The  Arab 
nels  are  boring,  they  all  play  the 
music  and  a  lot  of  the  videos. .  .are 
>out  seduction,"  she  says.  "If  MTV 
ses  on  music  and  issues  Arabs  care 
t,  people  will  watch."  1 BW 1 
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A  Bruise  or  Two 

On  Apple's  Reputation 

Is  the  company's  stellar  service  keeping  up  with  its 
hypergrowth?  Some  customers  don't  think  so 


By  Louise  Lee  and  Peter  Burrows 
For  Apple,  there  may  be  a  downside  to 
success.  Sales  of  the  Cupertino  (Calif.) 
company's  Macintosh  machines  are 
growing  three  times  as  fast  as  the  over- 
all PC  market.  Its  iPod  music  player 
is  burying  the  competition.  And  the 
stylish  iPhone  is  setting  the  wireless 
industry  on  its  head.  But  as  Apple  pulls 


in  millions  more  New  Jersey's 

customers  With  Temple  is  unhappy 

^■fir         ■.  1  •    j       r  after  a  series  of 

different  kinds  of  ...  , 

iMac  snafus 

products,  it's  get- 
ting harder  to  keep  them  all  happy. 

By  broadening  its  share  of  the  com- 
puter market  and  diving  into  whole  new 
businesses,  the  company  has  become 
a  case  study  in  the  challenges  of  taking 
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a  cherished  brand  with  a  devoted  (some 
would  say  cult)  following  into  the  main- 
stream. "The  customer  base  is  now  more 
diverse,  including  students  and  main- 
stream consumers,  and  it's  harder  to 
satisfy  as  a  whole,"  says  Lopo  L.  Rego,  a 
marketing  professor  at  the  University  of 
Iowa  who  studies  the  impact  of  customer 
satisfaction  on  financial  performance. 

BLOGOSPHERE  VITRIOL 

Apple  Inc.  still  tops  all  of  the  big  mea- 
sures of  computer -customer  service.  But 
there  are  signs  that  it  is  vulnerable  to  the 
service  struggles  of  other  big  compa- 
nies. A  widely  watched  study  of  cus  - 
tomer  satisfaction,  released  in  August 
by  the  University  of  Michigan,  showed 
Apple  slipping  4  points  from  last  year's 
score,  to  79  on  a  100 -point  scale.  That 
still  leads  the  industry,  but  it's  the 
company's  first  decline  since  2001. 

Meanwhile,  the  vitriol  of  complaints 
on  some  Apple- related  blogs  and 
Web  sites,  such  as  macintouch.com 
and  tuaw.com  (The  Unofficial  Apple 
Weblog),  is  approaching  that  usually 
reserved  for  cable  TV.  Commentary  gets 
especially  heated  around  such  issues 
as  iPhone  pricing  and  restrictions,  but 
ranges  across  all  Apple  products.  An 
August  posting  on  BusinessWeek's  Byte 
of  the  Apple  blog  from  a  self-  described 
"huge  fan"  read:  "I,  personally,  will 
NEVER  purchase  an  Apple  computer 
EVER  again,  specifically  BECAUSE  of 
their  support,"  which  the  writer  claimed 
had  been  sullied  by  unhelpful  store 
employees  and  call-center  reps. 

Such  anecdotal  tales  of  woe  may 


be  more  strident  because  of  the  hype 
surrounding  Apple's  recent  product 
launches.  And  it's  all  but  impossible  to 
weigh  them  against  complaints  leveled 
at  rivals.  The  company,  for  its  part,  cites 
an  array  of  internal  metrics  in  claiming 
service  has  never  been  better;  wait  times 
at  its  185  Apple  stores  and  on  its  phone 
support  lines  are  holding  steady,  for  in- 
stance. Chief  Operating  Officer  Timothy 
D.  Cook  says  Apple's  customer  satisfac- 
tion surveys  show  a  rise  of  two  to  three 
percentage  points  from  a  year  ago.  "We've 
invested  enough  to  be  No.l,  in  some  cases 
by  a  large  margin,"  says  Cook.  "And  we  're 
seeing  a  rise,  so  that  makes  us  feel  good." 

Even  small  cracks  in  a  pristine  reputa- 
tion, though,  can  be  a  sign  of  larger 
problems.  Just  ask  Dell.  Many  shoppers 
complained  bitterly  about  its  service  for 
years  before  the  PC  maker  began  losing 
market  share  in  the  fall  of  2006.  And  any 
problems  are  more  noticeable  for  Apple 
because  high-quality  service  has  always 
been  part  of  its  mystique.  Its  stores  each 
have  a  service  desk  (the  "Genius  Bar") 
that  offers  free  face -to -face  help  on 
everything  from  how  to  transfer  music  to 
the  iPod  to  tweaking  a  Mac's  hard  drive. 
Customers  can  walk  in  or  schedule  ap- 
pointments up  to  48  hours  in  advance. 

While  Dell  and  some  other  PC  makers 
staff  overseas  call  centers  with  tech- 
nicians who  are  sometimes  hard  for 
Americans  to  understand,  Apple  funnels 
calls  from  U.S.  customers  into  North 
American  centers.  Cook  says  the  average 
wait  time  before  a  technician  picks  up  a 
phone  call  is  just  two  minutes,  in  part  be- 
cause the  company  continues  to  open  a 


new  call  center  every  two  months.  Pro 

lems,  he  claims,  are  resolved  in  a  first  I 

more  than  90%  of  the  time,  a  standarr 

that's  "on  a  different  planet"  from  typt< 

cal  industry  rates.  Apple  is  adding  mo 

personnel  to  each  store,  says  retail  cniu 

Ron  Johnson,  as  part  of  a  remodeling  i 

will  create  more  interactions  between! 

customers  and  staff. 

For  years,  the  computer  maker  sur  | 

vived  on  its  core  of 

.      ,  c        ..  "Genius  Bar" 

tech-savvy  fanatics 

J  workers  at  th« 

clustered  in  fields  Fifth  Avenue  s 

such  as  education  in  Manhattan 


APPLE'S  SERVICE  CHALLENGE 


Expectations                   ...But  service  is  seen 
remain  high...                  as  slipping 

12% 

PC  MAKERS 

07  SCORE 

'06  SCORE 

Apple 

79 

83 

HP 

76 

75 

Share  of  custom- 
ers citing  Apple 
as  their  preferred 
PC  brand,  up  from 
5%  a  year  earlier 

August  survey  of  1 ,021 
respondents 

Gateway 

75 

73 

Dell 

74 

78 

Satisfaction  survey  of  1 ,500  customers  in 
second  quarter  '07  on  scale  of  1-100 
Data:  TechnoMetrica  Market  Intelligence, 
University  of  Michigan 
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I  design.  They  were  intensely  loyal 
.  thrilled  to  CEO  Steven  P.  Jobs' 
eiling  of  the  smallest  tweak  in  the 
I  or  iPod  lineups.  If  there  was  an 
asional  glitch,  it  was  the  price  of 
inbership  in  the  club.  Apple  products 
ling  so  much  joy  that  even  if  there 's 
lafu,  you  tend  to  be  more  forgiving," 
;  longtime  customer  Nigel  Ashton,  a 
itographer  in  Lawrenceville,  Ga. 
oday,  Apple  is  selling  huge  volumes 
roducts  to  a  much  wider,  and  per- 
p  less  patient,  audience.  The  iPod, 
ing  at  just  $79,  has  put  its  name 
e  hands  of  millions  of  mainstream 
umers,  many  of  whom,  analysts 
lave  gone  on  to  buy  Macs  and 
nes.  In  the  most  recent  quarter, 
d  on  June  30,  Apple  sold  1.76  mil- 
Macs,  up  33%  from  the  prior  year, 
gave  it  5.6%  of  the  U.S.  PC  market, 
om.4.8%,  says  researcher  IDC. 
ose  new  customers,  lured  by  the 
jany's  sterling  reputation  and  mar- 
g  power,  may  feel  deceived  when 
encounter  bugs.  Catherine  Temple, 
nton  (N.J.)  homemaker  and  musi- 
had  heard  all  sorts  of  great  buzz 
t  Macs.  So  she  drove  10  miles  to 
)ple  store  last  April  and  plunked 
about  $4,000  for  an  iMac.  Three 
hs  later,  the  hard  drive  failed, 


sending  her  back  to  the  store  with  the 
PC  for  a  replacement  part.  Days  later, 
Apple  had  to  fix  the  logic  board  and 
some  memory  chips.  Then  it  discov- 
ered the  optical  drive  wasn't  working 
right.  Besides  the  legwork,  Temple  says 
she  waited  days  for  replies  to  faxes  and 


e-mails  and  made  long  calls  to  the  help 
desk;  one  of  them  ate  up  90  minutes. 
Her  experience  with  Apple  "left  a  bad 
taste  in  my  mouth,"  says  Temple.  "I  have 
no  confidence  in  them." 

Some  problems  reflect  the  changing 
composition  of  the  company's  product 
mix.  Laptops  far  outsell  Apple  desktops, 
and  analysts  point  out  that  portable 
machines  get  more  wear  and  tear  as 
users  tote  them  around.  Also,  the  more 
tasks  a  gadget  handles,  the  more  that 
can  go  awry— and  the  more  service  reps 
have  to  cover.  The  original  iPod  plays 
music.  The  iPhone  plays  music,  makes 
calls,  stores  and  displays  photos,  and 
connects  to  the  Internet. 

Plus,  not  all  those  customers  live 
close  enough  to  get  the  vaunted  high- 
touch  service  from  an  Apple  store. 
In  February,  Michael  Levin,  a  gradu- 
ate student  in  Lubbock,  Tex.,  bought 
a  MacBook  laptop.  Several  times  it 
cracked  on  the  area  near  its  built-in 
mouse.  But  with  no  nearby  Apple 
store,  Levin  had  to  make  lengthy  calls 
to  Apple  reps,  who  initially  balked  and 
insisted  he  must  have  dropped  the 
machine  before  they  agreed  to  fix  it. 
"That  makes  it  easier  for  them  to  say 
no,"  says  Levin.  "I'm  this  nameless, 
faceless  customer."  1 BW 1 

-With  Elizabeth  Woyke  in  New  York 
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LINKS 

The  Web  is  filled  with  passionate  debate  about  how  both  Apple  and  companies 

treat  their  customers.  Below,  a  sample  of  some  alternate  viewpoints  about 

customer  satisfaction  and  iPhone  hackers: 

Big  doesn't  equal  better 

iHack,  therefore  1  am 

Companies  that  dominate  their 

Hacking  into  your  new  iPhone 

market  have  to  please  customers 

raises  hackles  at  Apple.  But  is  it 

with  diverse  needs  and  expecta- 

morally or  legally  wrong  to  alter  the 

tions.  That's  one  reason  large 

device  so  it  works  with  carriers 

■  eon 

market  share  often  doesn't  translate 

other  than  AT&T?  Columbia  Law 

~BB« 

into  strong  overall  customer 

School  professor  Tim  Wu  thinks 

■  •  r* 

satisfaction,  says  a  paper  by  three 

not.  The  law,  particularly  the  Digital 

«*£■ 

marketing  professors,  Lopo  Rego 

Millennium  Copyright  Act  of  1 998, 

-    -     - 

of  the  University  of  Iowa,  Neil 

doesn't  make  criminals  out  of 

Morgan  of  Indiana  University,  and 

people  who  "unlock"  their  phones, 

Claes  Fornell  of  the  University  of 

he  writes  at  Slate.  Besides,  Wu 

Michigan.  Of  course,  a  dominant 

argues,  Apple  should  just  suck  it 

company  can  boost  satisfaction  by 

up:  "When  people  unlock  phones, 

offering  products  that  are  tailored 

Apple  loses  revenue  it  was  hoping 

to  diverse  individuals  or  by  creating 

for,  but  also  gains  customers  who 

brands  that  target  specific  slices  of 

would  have  never  bought  an 

the  customer  base. 

iPhone  in  the  first  place.  That's  life." 
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GREEN  BIZ 


EDITED  BY  NEIL  GROSS 


WIND  POWER 


Towed  Across  the  Sea  by  a  Monster  Kite 

Next  month  will  see  the  maiden  voyage  of  the  Beluga  Sky  Sails,  a  460 -foot  freighter 
scheduled  to  ferry  windmill  equipment  between  Denmark  and  the  U.S.  It's  a  ship  like 
any  other  in  its  class,  but  unfurled  at  the  bow  will  be  a  gigantic  towing  kite,  the  size 
of  a  football  field,  designed  to  harness  the  wind  and  slash  the  ship's  fuel  costs  and 
emissions  by  10%  to  35%  a  year.  Kites  of  this  sort,  developed  by  Hamburg's  SkySails, 
aren't  intended  to  replace  diesel  engines.  But  the  designers  say  the  kites  will  be  a 
huge  help— more  than  conventional  sails  because  they  fly  higher  in  the  air,  where  the 
winds  are  stronger  and  steadier.  -Jennifer  L.  Schenker 


EVIL  WEEVIL 


Alien  vs.  Predator  in  Florida 


The  Mexican  bromeliad  weevil  has  been 
chewing  up  foliage  in  South  Florida  so 
fast  that  local  residents  have  dubbed  it  the 
"evil  weevil."  Scientists  at  the  University 
of  Florida  believe  they've  found  a  tiny 
ally  in  the  battle  against  the  voracious 
bug:  a  fly  called  Lixadmontia  franki  that 
normally  lives  in  the  rain  forests  of  Central 
America.  They're  now  releasing  the  flies 
in  four  Florida  parks  to  test  how  effective 
they  are  as  a  natural  pest -control  measure. 
The  scientists  came  up  with  the  idea  after 
discovering  the  evil  weevil  is  quite  rare  in 
some  regions  of  Central  America— even 
though  that's  the  neighborhood  of  its  origin. 
Working  with  counterparts  in  Honduras, 
they  learned  that  female  flies  scout  out 


plants  that  are  infected  with  weevils.  The 
flies  then  give  birth  to  live  larvae,  which 
attack  the  weevil  larvae,  killing  them  in  their 
most  destructive  phase.  "The  moms  know 
how  to  distinguish  sick  bromeliads,  and 
they  put  the  larvae  right  on  them,"  explains 
Howard  Frank,  a  professor  of  food  and  agri- 
cultural sciences  at  the  University  of  Florida, 
and  the  man  for  whom  the  fly  is  named.  The 
critters  don't  go  after  beneficial  bugs.  And 
they  don't  do  any  harm  on 
their  own.  This  month,  the  re- 
searchers announced  that  flies 
from  an  earlier  release  sur- 
vived, reproduced,  and  were 
continuing  to  perform  their 
jobs.    -Arlene  Weintraub 
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Of  New  Plastics  an 
A  Steel  Sandwich 

Better  materials  are  the  ke 

to  lighter  vehicles  that  burn  le 
fuel.  Scientists  at  the  Univers: 
of  Michigan  have  borrowed  a 
trick  from  oysters,  which  fabr 
cate  mother-of-pearl  one  layi 
at  a  time,  and  have  used  it  to 
make  a  tough,  superlight  corr 
posite  plastic.  The  researcher 
started  with  a  layer  of  clay  on] 
nanometers  thick,  then  addec 
a  sticky  liquid,  then  another 
layer  of  clay— repeating  this 
process  300  times.  The  resu. 
is  a  light,  transparent  sub- 
stance as  strong  as  steel  but ' 
thicker  than  plastic  wrap. 


Taking  a  different  tack, 

San  Diego's  CellTech  Metals  I 
is  making  more  durable  shee 
metal  that  resembles  corrug;  I 
ed  cardboard.  On  the  outsidt 
are  thin  steel  layers.  Sand- 
wiched in  between  is  a  ripple 
*   layer  created  by  crinkling  ste  J 
into  waves.  The  resulting  pre 
uct  is  the  same  thickness  as 
sheet  metal,  but  half  the  wei| 
and  more  than  three  times  a? 
strong.  It  could  be  cheaper 
and  better  than  aluminum  ir 
automobile  hoods,  fenders,  i 
other  parts,  says  CellTech  CI 
Doug  Cox.   -John  Carey 


i 


*  natural  resources  are  worth  protecting.  That's  why  Waste  Management  works  with  communities 
the  Wildlife  Habitat  Council  to  use  the  property  adjacent  to  our  landfills  as  safe  havens  for  native  animal  and  plant  life, 
might  say  it's  in  our  nature  to  do  what's  good  for  the  environment 

From  everyday  collection  to  environmental  protection. 
Think  Green:  Think  Waste  Management. 


7  Waste  Management,  Inc. 


www.wm.com/thinkgreen       WASTE  MANAGEMENT 

Think  Green: 
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C  SUITE 


Selling  CEOs  on 
A  Troubled  Bird 

A  civilian  version  of  the  much  maligned  Osprey 
is  coming  to  market.  Will  it  fly? 


By  Adam  Aston 

The  Pentagon  is  hardly  known  as  a 
tough  critic  of  military  hardware.  Yet 
for  more  than  20  years,  weapons  experts 
inside  and  outside  of  the  Defense  Dept. 
have  lambasted  the  V-22  Osprey  as  a 
flying  fiasco.  Arguing  that  the  trailblaz- 
ing  aircraft  is  dangerous,  overpriced, 
and  impractical,  a  wide  variety  of  pro- 
curement specialists,  politicians,  and 
servicemen  have  unsuccessfully  fought 
to  kill  it. 

Now,  Bell  Helicopter  Textron  is  selling 
a  deluxe  version  of  the  Osprey  to  a  group 
of  consumers  that  it  believes  will  be  far 
more  welcoming:  CEOs.  The  company  is 
betting  that  business  customers  will  be 
attracted  to  the  same  futuristic  technol- 
ogy that  initially  enchanted  the  military: 
the  swiveling  "tilt -rotor"  propellers  that 


allow  the  Osprey  to  take  off  like  a  helicop  - 
ter,  then  fly  like  an  airplane.  The  appeal 
of  such  an  odd  bird ,  on  paper  at  least ,  is 
obvious.  The  smaller,  civilian  incarnation 
of  the  Osprey,  known  as  the  BA  609,  flies 
faster  and  has  longer  range  than  a  chop  - 
per,  yet  can  land  in  places  inaccessible  to 
planes.  It's  the  only  aircraft  that  can  whisk 
a  chief  executive  directly  from  Pebble 
Beach's  18th  fairway  and  deposit  him  in 
the  meadow  in  front  of  his  Aspen  estate. 
But  will  companies  buy  a  plane  de- 
rived from  technology  that  is  so  widely 
viewed  as  a  white  elephant  ?  "This  is  a 
risky  initiative,"  says  Hans  Weber,  CEO 
of  Tecop  International,  an  industry  con- 
sultant. Noting  that  the  Osprey  was  just 
deployed  by  the  U.  S.  Marines  in  Iraq  last 
month,  he  added:  "Every  time  a  V-22 
goes  down  in  Iraq,  Bell  is  going  to  have 


to  prove  it  wasn't  a  design  failure." 

The  odds  of  bad  press  in  Iraq  seem 
high.  During  the  25  years  it  has  taken 
the  aircraft  to  progress  from  drafting 
table  to  battlefield,  there  have  been 
four  crashes  in  test  flights,  resulting  i 
some  30  deaths.  Although  the  techni 
glitches  that  triggered  those  acciden* 
appear  to  be  resolved,  critics  charge 
the  Osprey  remains  more  dangerous 
than  either  a  helicopter  or  an  airplan 
in  the  event  of  engine  failure.  Unlike 
chopper,  it  cannot  "auto-rotate"  saf< 
to  earth.  Nor  can  it  glide  to  ground,  e  | 
for  a  rough  landing,  like  an  airplane. 
These  problems — coupled  with  fear 
that  aggressive  battlefield  maneuvers 
could  result  in  crashes —have  resulted 
in  a  reduced  combat  role  for  the  $119 
million  aircraft.  Originally  envisioned 
a  multipurpose  wondercraft,  able  to  zi\ 
into  dicey  combat  situations,  it's  being: 
used  more  like  a  flying  truck,  deliverin 
marines  and  gear  far  from  live  action. r. 
shrinking  capabilities  and  rising  costs 
the  Army  to  abandon  the  aircraft  in  19 ( 

With  all  the  negative  attention 
swirling  around  the  Osprey's  debut 
it's  hard  to  imagine  a  worse  time  to 
roll  out  its  civilian  relative.  The  BA  6c 
manufactured  by  Bell  in  a  joint  ven 
with  Italy's  Agusta  Westland,  faces: 
many  of  the  same  pricing  and  pracl ■• 
cality  concerns  that  have  plagued  t 
Osprey.  The  initial  supply  of  pilots 
qualified  for  the  civilian  craft,  for  e 


MY  TOY  IS  COOLER  THAN  YOUR  TOY 


JET:  HAWKER  800 


Takeoff  runway  length,  minimum  feet:  3,580 


Passengers: 


4-12 


Max  range,  miles: 


3,107 


Cruising  speed,  mph: 


525 


Price  range,  millions: 


$10-$15 


What  it  can  do  that  the  others  can't: 
Cruise  from  L.A.  to  New  York  with  fuel 
to  spare 


Price  range,  millions: 


$10-$15 


What  it  can  do  that  the  others  can't: 
Take  off  from  Augusta  and  land  on  a 
lawn  in  the  Hamptons  in  2.5  hours 


How  the  BA  609  compares  with 
two  other  corporate  workhorses: 


^^a^^LfP? 

TILT-ROTOR:  BA  609 

Takeoff  runway  length,  minimum 

feet 

0-300 

Passengers: 

6-9 

Max  range,  miles: 

863 

Cruising  speed,  mph: 

317 

Takeoff  runway  length,  minimum  feet: 


Passengers: 


Max  range,  miles: 


{   I 


Cruising  speed,  mph: 


Price  range,  millions: 


$8-1 


{ 
What  it  can  do  that  the  others  can't: 

Slightly  cheaper  price  is  less  likely  to 

anger  shareholder  activists 

Data:  Teal  Group,  Busine 
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pie,  could  be  limited  to  ex- Marines 
ined  to  fly  the  Osprey. 
rhen  there's  the  price.  Although  a 
;tion  of  the  cost  of  its  military  kin,  the 
609  is  still  quite  expensive  compared 
h  helicopters  and  private  jets.  No 
cial  price  has  been  set,  but  industry 
irces  predict  one  of  $10  million  to  $15 
lion,  depending  on  how  the  nine- 
isenger  BA  609  is  customized.  For  the 
le  price,  a  Hawker  800  bizjet  seats  a 
ten  and  can  go  nearly  four  times  as  far 
k  single  fill -up.  And  while  a  Sikorsky 
16  helicopter  is  slower,  with  less  range, 
ithe  BA  609,  it  too  holds  up  to  12  and 
:s  a  bit  less,  $8  million  to  $10  million. 
o  what  on  earth  is  Bell  thinking?  The 
iipany  is  betting,  ultimately,  that  the 
309  can  fill  a  unique  niche.  At  a  top 
^d  of  317  miles  per  hour,  the  BA  609 
biost  twice  as  fast  as  a  helicopter 
can  fly  two  times  as  far.  It  can  land 
lousands  of  corporate  campuses, 
ted  oil  fields,  and  regional  airfields 
runways  too  short  for  business  jets, 
not  going  to  replace  helicopters  or 
says  Don  Barbour,  executive  mar- 
g  director  of  the  Bell/Agusta  joint 
ure,  "but  it  will  do  a  lot  in  between 
no  other  aircraft  can  do  today." 
though  they  may  share  technologi- 
'NA  in  the  design  of  their  tilting 
s,  the  civilian  and  military  versions 
;  practically  no  parts,  says  Richard 
ilafia,  vice-president  of  the  Teal 
p,  a  market  analyst.  The  Osprey 
5  up  to  24  marines,  seated  on  bare 
1,  and  lacks  niceties  such  as  pres- 


surized air  or  a  bathroom  (marines  use 
"piddle  packs").  In  contrast,  the  BA  609 
is  about  hah  the  size  of  the  Osprey.  Inside, 
it  is  all  custom-designed,  with  leather 
seats  and  a  compact  bar. 

So  long  as  people  aren't  shooting  bul- 
lets at  it,  the  BA  609  won't  face  most  of 
the  problems  haunting  its  big  milita- 
rized sibling.  And  it  is  going  to  market 
at  a  time  when  global  sales  of  business 
jets  and  helicopters  have  never  been 
hotter.  The  BA  609  also  has  unique  ma- 
cho appeal.  It  outmuscles  traditional 
helicopters  and  jets  the  way  Hummers 
overshadow  jeeps.  For  the  billion- 
aire seeking  a  one-of-a-kind  status 
symbol,  the  BA  609  has  undeniable 
James  Bondian  allure.  The  sight  of  its 
huge  propellers  pulling  the  bus -sized 
aircraft  straight  up  into  the  sky,  then 
swiveling  into  a  vertical  position  and 
slingshotting  away,  is  a  spectacle. 

With  two  prototypes  going  through 
certification  in  the  U.S.  and  Europe, 
Bell/Agusta  expects  to  make  initial  com- 
mercial deliveries  in  2011.  So  far,  the  joint 
venture  has  accumulated  70  refundable 
deposits,  including  one  from  H.  Ross 
Perot  Jr. ,  son  of  the  onetime  Presidential 
candidate.  Early  demand  has  been  a  tad 
disappointing,  concedes  Lewis  Campbell, 
CEO  of  Textron,  Bell's  parent  company. 
But  he  believes  it  will  surge  when  execu- 
tives recognize  the  BA  609's  practicality. 
"You  have  to  ask:  What  is  it  worth  to  a 
CEO  and  his  team  to  fly  from  point  A  to 
point  B  without  ever  going  through  an 
airport?"  Campbell  says.  1BW1 


LINKS 

The  BA  609  enters  a  hot  bizjet 
market  as  the  Osprey  draws  scrutiny. 


Busy  Skies 

"[T]he  business  jet,  a  phenomenon 
as  over-the-top-American  as  the 
tail-fin  Cadillac  once  was,  is 
making  major  inroads  around  the 
world,"  The  New  York  Times 
reported  in  an  article  on  Sept.  25. 
In  Europe,  cultural  objections  to 
corporate  planes,  once  associated 
with  "vulgar  tycoons  flying  their 
poodles  to  the  Cote  d'Azur,"  have 
softened.  Asian  businesspeople, 
meanwhile,  are  scooping  up  long- 
range  aircraft  for  trans-Pacific 
flights.  The  industry  is  expected  to 
sell  more  than  1 ,000  jets  this  year, 
an  all-time  record,  the  Times  said. 

Sad  Saga 

^iSrAI    Whatever 
its  combat 
shortcomings 
may  be,  the 
V-22  Osprey 
is  a  political 
survivor.  Over 
the  past  two 
decades,  Bell 
Helicopter  and  Boeing  have  fought 
off  concerted  efforts  to  kill  the 
aircraft.  "The  saga  of  the  V-22," 
says  Time  in  its  Oct.  8  issue, 
"demonstrates  how  Washington 
works  (or  rather  how  it  doesn't).  It 
exposes  the  compromises  that  are 
made  when  narrow  interests 
collide  with  common  sense." 
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A  Kinder,  Gentler 
Shareholder  Activist 

Corporate  gadfly  Eric  Knight  wants  HSBC  to  focus  on 
Asia — and  he 's  enlisting  other  big  investors  to  help 


By  Stanley  Reed 

Eric  Knight  is  gearing  up  for  a  fight.  In 
the  garden  of  Zurich's  staid  Baur  au  Lac 
Hotel,  the  48-year-old  activist  investor 
digs  into  his  79 -page  report  on  HSBC, 
which  dissects  everything  from  executive 
compensation  to  retail  branches.  Now 
he 's  using  that  briefing  book — part  of  the 
usual  intense  research  on  his  targets— to 
enlist  other  big  investors  in  his  battle. 
Knight  wants  the  world's  second-larg- 


est bank  to  drop  its  global,  "unfocused" 
strategy  and  concentrate  instead  on 
fast  -  growing  regions  like  Asia ,  where  it 
has  a  "clear  competitive  advantage."  Says 
Knight:  "Telling  the  emperor  he  doesn't 
have  any  clothes  on  is  discomforting,  but 
someone  has  to  do  it." 

Knight,  who  runs  the  $1.5  billion 
Knight  Vinke  Asset  Management,  is  a 
pioneer  in  Europe,  where  a  culture  of 
shareholder  activism  is  just  starting 


to  take  hold.  Since  opening  his  fund  ir 
2003  with  $280  million  in  seed  capita 
from  the  California  Public  Employees 
Retirement  System,  the  U.S.  pension 
fund,  he  has  developed  his  own  brand 
activism.  Rather  than  buying  big  stak 
and  aggressively  insisting  on  board  se 
to  force  change,  the  Eton -educated 
investor  has  a  more  refined  approach, 
usually  takes  small  positions  in  comp 
companies.  And  although  he  wages  p 
lie  and  intense  battles,  Knight,  a  vetei 
of  Merrill  Lynch  and  Sterling  Investrr 
Group,  is  always  clear,  cool,  andreasc 
with  management.  He's  credited  witl 
persuading  oil  giant  Royal  Dutch  Shel 
unify  its  British  and  Dutch  operation; 
2004 .  Shell  Chief  Executive  Jeroen  va 
der  Veer  thanked  him  for  being  so  pol 


A  TEAM  APPROACH 

Early  on  in  his  campaigns,  Knight  rea, 
es  out  to  investors  and  other  parties  v 
can  help  nudge  companies.  Two  yesir 
ago  he  recruited  the  mayors  of  Belgiu 
his  fight  against  electric  utility  Electn 
and  its  majority  owner,  France's  Suez 


DISCOVERS 


running  a  hospital  saves  lives  too 


the  balance  between  cost  and  care 


disease  is  global,  so  cures  should  be  too 


technology  must  be  affordable  to  be  effective 


the  easy  answer  may  not  be  the  right  one 


The  Duke  MBA  with  a  Health  Sector  Management  Certificate.  Find  success 
in  the  rapidly  changing  business  of  health  care  through  an  innovative, 
team-based  curriculum  that  draws  upon  the  resources  of  Duke  Medicine 
and  a  world-class  faculty.  For  more  information,  visit  DukeMBA-HSM.com. 

Available  in  full-time  and  executive  MBA  programs  for  working  professionals. 
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ht  has  some      The  municipalities, 
•y-hitting  which  had  joint  distri- 

'rters,  bution  ventures  with 

ding 
ERS  Electrabel,  helped  turn 

up  the  heat  on  the  two 

ipanies.  When  Suez  bought  the  rest 

lectrabel  in  2005,  Knight  banked  a 

>  profit  on  his  initial  investment. 

night  thinks  HSBC  has  at  least  as 

:h  upside .  His  team  studied  the  bank 

nore  than  a  year,  quietly  amassing 

arch  in  a  project  code-named 

itage.  Knight  is  now  circling  the 


globe  to  gain  support.  The  bank,  he 
argues,  has  spread  itself  too  thin, 
staking  out  weak  positions  in  Western 
Europe  and  the  U.S.  —where  it  has  also 
gotten  slammed  by  subprime  woes.  He 
thinks  HSBC  should  consider  selling  or 
spinning  off  those  retail  operations. 
"They're  like  the  British  empire— 
planting  flags  in  every  country,"  says 
Knight,  who  plans  to  move  aggressively 
on  another  European  company  soon. 

So  far  his  arguments  haven't  held 
much  sway  with  HSBC  management 


despite  discussions  since  May.  "We 
need  to  refocus  on  our  emerging -market 
strengths,  though  we  are  not  going  to  get 
out  of  [developed  markets],"  Chairman 
Stephen  K.  Green  told  BusinessWeek.  In 
a  recent  note,  Credit  Suisse  Group  ana- 
lyst Bill  Stacey  wrote:  "Knight  doesn't 
recognize  [HSBC's]  valuable  leadership 
positions  and  wrongly  asserts  there  have 
been  missed  opportunities  in  Asia." 

Still,  plenty  of  investors  are  giving 
Knight  a  vote  of  confidence — and  their 
money.  California  State  Teachers' 
Retirement  System  sent  a  letter  on  Sept. 
26  to  HSBC  in  support  of  Knight. 
Meanwhile,  CalPERS  has  some  $300 
million  in  his  fund  as  well  as  $300  million 
in  HSBC  and  other  Knight  holdings.  It 
forks  over  20%  of  the  profits  from  those 
direct  investments  but  avoids  the  usual 
1%  management  fee. 

It's  not  a  bad  strategy  to  follow:  With 
big  wins  in  oil  giant  Royal  Dutch  Shell 
and  Suez,  Knight's  fund  is  up  36%  a  year 
since  2004.  Says  Christianna  Wood, 
CalPERS'  head  of  global  equities:  "I've 
never  seen  him  make  a  mistake."  1 BW 1 


AGC 


www.agc-group.com 


A  Globally  United  Brand  is  Here 


5C  Group  is  a  leading  global  player  in  flat  glass,  automotive  glass,  display  glass  and  fluorine 
stry.  And  now,  our  various  brands  throughout  the  Americas,  Europe  and  Asia  have 
d  into  a  single  brand  worldwide.  United  for  endless  innovation. 
•evious  brands  include  AFG,  Glaverbel  &  Asahi  Glass. 
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Roll  Up  Your 
Sleeve,  Gramps 

A  graying  population  may  create  a  huge  market  for 
vaccines  that  buttress  aging  immune  systems 


By  Catherine  Arnst 
It's  flu  season,  which  means 
some  6o,000  elderly 
Americans  and  countless 
people  overseas  will  die  of 
influenza  or  pneumonia  in 
the  next  several  months. 
Thousands  more  will 
succumb  to  meningitis, 
hepatitis,  staph  infections, 
and  respiratory  viruses, 
all  because  aging  immune 
systems  simply  cannot 
mount  a  decent  defense 
against  infectious  diseases. 
Now  drug  companies  are 
coming  up  with  a  fix,  and 
a  lucrative  new  market: 
vaccines  for  the  elderly. 

Vaccines  have  long 
played  a  key  role  in  pedi- 
atric medicine,  and  health 
authorities  have  also  promoted  flu  and 
pneumonia  shots  for  adults.  But  there 
have  been  few  vaccines  against  other 
adult  infectious  diseases.  Inoculations 
are  both  expensive  to  develop  and  hard 
to  deliver  to  the  elderly  market,  where 
reimbursement  is  spotty  and  patients 
aren't  exactly  pestering  their  doctors 
for  yet  another  shot. 

But  the  graying  of  populations 
throughout  the  industrialized  world, 
combined  with  a  better  understand- 
ing of  the  aging  immune  system,  makes 
adult  vaccines  a  market  worth  pursuing. 
Such  Big  Pharma  guns  as  Merck,  Wyeth, 
GlaxoSmithKline,  Sanofi-Aventis,  and  a 
handful  of  biotech  startups  are  devel- 
oping more  than  30  vaccines  for  the 
elderly,  including  improved  jabs  against 
flu  and  pneumonia.  Clinical  trials  are 


also  under  way  for  vaccines  against 
hospital -acquired  infections,  respira- 
tory viruses,  and  avian  flu. 

Merck  is  already  proving  the  strength 
of  the  elderly  market  with  Zostavax. 
It's  the  first  vaccine  against  shingles, 
a  painful  rash  set  off  by  the  same  virus 
that  causes  chicken  pox.  Zostavax  was 
approved  in  2006  for  adults  60  and  over, 
and  industry  analysts  expect  sales  to 
total  $200  million  next  year.  Although 
Zostavax  is  hardly  a  blockbuster,  its  suc- 
cess against  a  disease  that's  the  bane  of 
some  500,000  elderly 
people  each  year  in 
the  U.S.  has  given 
a  glow  to  the  adult 
vaccine  sector.  Glaxo 
is  testing  a  second 
shingles  vaccine,  and 


market  researcher  Kalorama  Inform, 
predicts  that  sales  of  all  adult  vaccin  I 
could  rise  to  $7.5  billion  by  2012,  up  i 
$3.7  billion  in  2005. 

Those  numbers  apply  only  if  all  th 
jabs  get  to  their  intended  targets,  ho^ 
er,  and  that  is  by  no  means  a  lock.  A 1 
infrastructure  exists  to  ensure  that  c 
dren  get  vaccinated— pediatricians  1 
practiced  in  administering  shots,  lav 
requiring  inoculations,  and  governn 
guarantees  of  reimbursement.  None 
this  is  in  place  for  aging  patients.  So 
though  a  shot  costing  as  little  as  $6  c 
cut  the  risk  of  death  from  influenza  I 
48%,  according  to  just-published  dj 
(page  93),  only  65%  of  senior  citizen 
vaccinated  each  year. 

LEFT  IN  THE  COLD 
Elderly  flu  vaccination  rates  in  the  I 
have  held  steady  at  that  level  for  the 
past  eight  years,  despite  a  federal  gc 
to  raise  compliance  to  at  least  85%. 
"Many  internists  who  deal  with  adn 
don't  even  think  of  vaccination  as  pi 
of  their  practice,"  says  Jane  HorvatI  I 
director  of  public  policy  at  Merck.  / 
Dr.  Gregory  A.  Poland,  head  of  vac- 
cine research  at  the  Mayo  Clinic:  "Y 
always  have  a  group  who  cannot  be 
convinced  the  vaccine  is  safe  and  ef 
five.  An  elderly  person  may  not  be  a 
to  make  that  extra  trip  to  the  doctor 
although  Medicare  pays  for  the  flu  s 
some  private  insurers  don't." 

Getting  vaccines  to  work  in  the  a, 
is  no  easy  task,  either.  A  flu  vaccine  | 
protects  90%  of  young  adults  and  c  1 
dren  is  about  half  as  effective  in  pec 
60  and  over.  And  multipart  vaccine 
for  kids  can  peter  out  by  age  60,  lea 
the  elderly  susceptible  to  childhooc 
diseases  they  thought  they'd  escapi 

This  depressing  state  of  affairs 
stems  from  a  relentless  process  call 
immunosenescence — in  laymen's  t< 
the  state  you  reach  when  your  body 
defenses  are  worn  out  by  living.  Th 
mune  system  is  centered  in  the  thyi 
which  springs  into  action  whenevei 


"Many  internists  who  deal  with  adults 
don't  even  think  of  vaccination  as 
part  of  their  practice." 
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Stopping  &  starting? 
Going  often? 

Straining? 

Going  urgently? 

Weak  stream? 
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Talk  to  your  doctor  today. 
For  many  men,  FLOMAX  may  help  in  1  week. 

DMAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate. 

ly  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such 

rprostate  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen. 

udden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting. 

avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 

^eon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83  7  7. 


FLOMAX 

TAMSULOSIN  HCI*™*"-4"" 
The  1-week  difference. 


>e  see  Patient  Information  on  adjacent  pag< 
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FLOMAX 


TAMSULOSINHi 


CAPSULES  0.4  MG 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness  or  dizziness.   Caution   should   be 


exercised  when  driving,  operating  machinery,  oi 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  ol 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runn> 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 

How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily  ' 
FLOMAX  should  be  taken  approximately  one-hall 
hour  after  the  same  meal  each  day.  If  you  stop  oi 
forget  to  take  FLOMAX  for  several  days,  start  agair 
with  the  0.4  mg  once-daily  dose.  If  you  wen. 
previously  on  a  higher  dose,  contact  your  doctoi  i 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 


What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according 
to  the  directions  given  by  your  doctor.  If  you  thin! 
you  have  taken  an  overdosage  of  FLOMAX  capsules- 
contact  your  doctor  immediately. 


Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  cal» 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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lses  or  bacteria  invade,  or  defanged 
sions  are  introduced  as  vaccines.  The 
mus  pumps  out  infection-fighting 
:ells  that  ideally  remain  on  guard  for 
ny  years.  But  by  60,  the  thymus  has 
:  much  of  its  ability  to  manufacture 
ells,  and  the  ones  that  have  been 
ulating  for  decades  often  lack  the 
mgth  to  continue  fighting. 
:  doesn't  help  that  the  thymus 
ads  decades  standing  sentinel 
inst  a  seemingly  benign  virus  called 
nnegalovirus  (CMV),  which  infects 

0  85%  of  all  humans.  CMV  rarely 
5es  disease,  but  it's  so  taxing  to  the 
lune  system  that  some  drugmakers 
working  on  CMV  vaccines, 
ompanies  are  also  pursuing  better 
ivants — materials  that  can  boost  a 
:ine's  potency.  After  15  years  of  work, 
:o  says  it  has  come  up  with  one  such 
luct  that  might  be  used  in  a  broad 

;e  of  vaccines.  If  such  adjuvants 
<l,  virtually  any  harmful  microbe 
d  be  an  elderly  vaccine  target,  says 
)an  L.  Longo,  scientific  director  of 
National  Institute  on  Aging.  "The  re- 

1  for  developing  an  intervention  you 
yve  to  an  entire  population  is  a  very 
tive  incentive,  and  drug  companies 
Responding,"  he  says.  1  bw  1 


INKS 


shots  really  work... 

evidence  is  in.  Looking  at  data 
n  tens  of  thousands  of  people 
or  older  through  10  consecu- 
flu  seasons,  doctors  at  the 
neapolis  Veterans  Affairs 
dical  Center  and  several  HMOs 
e  linked  vaccination  with  a  27% 
uction  in  risk  of  hospitalization 
oneumonia  or  influenza.  Risk  of 
'th  dropped  by  48%.  The 
jits  appear  in  the  Oct.  4  issue 
'he  New  England  Journal  of 
Heine. 

ut  still  no  AIDS  vaccine 

latest  blow  came  in  September 
in  Merck  pulled  the  plug  on  a 
e-year-old  clinical  trial  because 
vaccine  simply  didn't  protect 
ents  against  HIV.  In  an  Oct.  7 
:le,  The  Philadelphia  Inquirer 
ted  Merck's  head  of  vaccine 
'arch  grimly  saying  it's  unlikely 
current  approach  will  work. 
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HARVARD 

BUSINESS 

SCHOOL 


EXECUTIVE    EDUCATION 


YEARS 

1908-2008 


DON'T  HIRE 


GREAT 


MAKE  YOUR 
OWN 


ami 


They  say  true  wisdom  comes  from  within.  So  do  great 
leaders.  The  Harvard  Business  School  Program  for  Leadership 
Development  cultivates  the  very  best  kind  of  talent — the 
kind  that's  already  been  tested  by  your  organization. 

Our  Executive  Education  program  takes  your  high-potential 
managers  to  the  next  level,  challenges  them  with  fresh  ideas, 
and  invigorates  them  with  new  skills,  insights,  and  confidence. 
It's  where  proven  ability  becomes  true  leadership.  Visit 
www.exed.hbs.edu/pgm/pldbw/  for  more  information. 

PROGRAM  FOR  LEADERSHIP  DEVELOPMENT 

DECEMBER  2007 
JULY  2008 
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FIRING  LINE 


I  Dodged  the  Ax. 
Now  I'm  in  Agony 

Amid  mounting  layoffs —finan- 
cial-services companies  have 
cut  nearly  130,000  jobs  this 
year,  according  to  outplacement 
firm  Challenger,  Gray  &  Christ- 
mas—counseling for  employees 
who  remain  is  on  the  rise.  In  the 
past  two  months,  survivor- guilt 
consultants  say  they've  gotten 
more  calls  from  worried  human 


resources  man- 
agers than  in  the 
past  two  years 
combined. 

While  "sur- 
vivor sickness" 
advisers  have 
shown  up  in 
past  down- 
turns, they're 
getting  different 
requests  these 
days.  Recogniz- 
ing that  upset 
employees  are 
less  productive  and  more  averse 
to  risk,  a  growing  number  of 
companies  are  asking  consultants 
to  design  vent  sessions  and  reten- 
tion bonuses  to  ensure  that  high- 
priority  employees  stick  around. 

Richard  Davis,  a  consultant 
with  management  -  psychology 
firm  RHR  International,  says  he's 
being  asked  more  often  to  counsel 
managers  who  have  to  fire  people. 
"It  is  incredibly  stressful  and  ex- 
hausting for  leaders,"  says  Davis. 
"And  companies  that  downsize 
once  are  likely  to  do  it  again  soon." 
-Aili  McConnon 


THE  CORNER  OFFICE 


GURUS 


The  Innovation 
Doctor  Is  In 


The  quest  to  turn  efficiency-minded  mana- 
gers into  growth -generating  creatives  has 
yielded  everything  from  innovation  gyms  to 
innovation  officers.  In  2008,  General  Electric 
will  add  an  academic  wrinkle.  Vijay  Gov- 
indarajan,  co-author  of  Ten  Rules  for  Strategic  Innovators,  will  take 
a  year's  leave  from  Dartmouth's  Tuck  School  of  Business  to  become 
GE's  first  "professor  in  residence"  and  chief  innovation  consultant. 

Govindarajan  will  teach  at  GE's  Crotonville  (N.Y.)  campus  and  other 
global  sites,  consult  on  "imagination  breakthrough"  projects,  and 
make  himself  available  to  managers.  While  he  hasn't  set  office  hours, 
he  plans  to  host  coffee  hours  with  "learning  officers"  throughout  GE. 
Will  he  grade  GE's  notoriously  performance -driven  managers?  No,  he 
says,  laughing.  "GE  is  already  very  much  in  the  grading  mode." 


When  the  Boss  Goes 
To  Work  in  the  Call  Center 


Many  CEOs  talk  about  spending  time  on  the  fro 
lines.  But  few  take  it  as  seriously  as  Arkadi  Kut 
mann.  In  early  September,  the  CEO  of  Internet  ba 
ING  Direct  USA  traded  the  quiet,  spacious,  war 
house -chic  digs  he  shares  with  three  other  C-su 
members  for  a  noisy  corner  desk  in  the  call  center, 

Kuhlmann's  new  "office"  -  an  oval  table  at  0: 
end  of  the  vast  open  room,  complete  with  file 
cabinets,  two  halogen  floor  lamps,  and  a  cubicl 
for  his  assistant— has  energized  the  Wilmingtc 
(Del.)  call  center  staff,  say  the  floor's  supervi 
sors.  And  of  course,  it  keeps  him  close  to  cus 
tomer  issues.  Overhearing  one  customer  askin 
about  CD  rates  reminds  him  he  has  to  do  more 
to  discourage  rate  shoppers  who  probably  won  1 
turn  out  to  be  loyal. 

Trips  back  and  forth  to  his  desk— he  passes  at  I 
least  a  dozen  customer  service  reps  on  the  way- 
also  give  him  the  chance  to  make  impromptu  pe> 
talks.  That's  important  as  ING  Direct  takes  over 
104,000  customers  and  $1.4  billion  in  deposits 
from  NetBank,  the  online  bank  shut  down  on 
Sept.  28  following  poor  performance  and  mort- 
gage -  related  losses .  Kuhlmann  warns  a  group  0 
sales  reps  to  vet  new  lists  carefully  for  customer 
with  issues  such  as  a  history  of  bank  fraud:  "Sa\ 
the  savers!  Nuke  the  bad  guys!" 

There  are  other,  symbolic  reasons  for  the 
move.  Kuhlmann,  who  also  sat  in  the  marketing 
and  lending  departments,  believes  "nesting,"  or 
decorating  desk  space,  can  encourage  territo- 
rial, silo  thinking.  Uprooting  himself  is  a  way  to 
remind  employees  that  to  stay  innovative — ING 
Direct  was  a  pioneer  of  the  high -interest,  no -fee 
online  savings  concept  and  is  now  the  largest 
Internet  bank— you  can't  get  comfortable.  Indee 
Kuhlmann  is  currently  slated  to  stay  in  the  call 
center  only  until  the  end  of  October.  Or,  says  this 
constantly  moving  manager,  "until  I  get  bored." 


of  companies  in  the 
S&P  500  have  at  leas 
one  woman  director, 
up  from  82%  in  2002 

Data:  Forthcoming  Spencer 
Stuart  Board  Index  study,  to  be 
released  on  Nov.  1 5 
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"We  chose  the  firm  with 
a  passion  for  the  business  of  accounting." 


Brad  Johnson 

RE1  Chief  Financial  Officer 


"The  Grant  Thornton  assurance  team's  passion  for  what  they 
do  has  been  very  valuable  to  us.  They  delivered  exactly  what 
they  committed  to  in  their  proposal  and  displayed  an  exceptional 
ability  to  organize  and  execute  an  effective  audit.  They  asked 
excellent  questions  and  their  insights  demonstrated  a  deep 
understanding  of  our  business.  They  are  easy  to  get  along  with 
while  always  professional  at  the  same  time.  We  appreciate 
Grant  Thorntons  efforts  and  look  forward  to  continuing  a 
relationship  with  them" 

Brad  Johnson,  REI  Chief  Financial  Officer 

At  Grant  Thornton,  our  passion  for  what  we  do  for  our 
clients,  our  expertise  and  partner  involvement,  have  been 
the  hallmark  of  Grant  Thornton  LLP  in  the  U.S.  for  80 
years.  And  you  get  the  benefit  of  Grant  Thornton 
International  member  firms  in  112  countries.  Give  our 
CEO,  Ed  Nusbaum,  a  call  today  at  312.602.8003  or 
contact  our  partners  at  www.GrantThornton.com.  Get 
the  personalized  audit  assistance  you  deserve  and  find  out 
how  it  feels  to  work  with  people  who  love  what  they  do! 


Grant  Thornton  35 

A  passion  for  the  business  of  accounting* 
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DESIGN 


A  Master  Designer 
Redraws  His  Plans 

Robert  Brunner's  Ammunition  won't  just  create 
prototypes.  It'll  make  and  market  products,  too 


v 


Brunner  launched 
his  business 
with  a  line  of 
outdoor  grills 
called  Fuego 


By  Peter  Burrows 

They  say  this  is  the  Age  of  Design,  witt 
smart  firms  shaping  new  products  tha 
make  millions  for  their  corporate  clien 
Yet  most  design  projects  bring  in  less 
than  $200,000,  and  one  that  generate: 
$500,000  in  revenues  is  rare.  Even  tha 
price  is  under  pressure  from  growing 
Asian  competition. 

Enter  Robert  Brunner,  a  design  star 
with  a  new  model  for  the  business.  Bru 
ner  has  the  credentials  to  be  a  revolu- 
tionary. He  led  Apple's  design  team  in 
1989  -  96  in  bringing  out  the  PowerBoc 
Then  he  jumped  to  Pentagram,  an  elite 
firm  that  has  designed  everything  f  ron 
the  signage  in  the  Bloomberg  headqua 
ters  to  a  Nike  watch. 

Now  Brunner  is  creating  his  own  firi 
Ammunition  Group,  just  blocks  from 
Pentagram  in  San  Francisco,  and  it  doe 
just  design  new  products,  it  wants  to  o 
many  of  them.  Brunner  figures  that  sir; 
big  clients  are  going  to  hand  off  his  des 
to  contract  manufacturers  to  oversee  p 
curement,  manufacturing,  and  logistii 
anyway,  he  can  do  it  himself —with  far 
less  overhead  than  his  clients.  Ammur 
tion  will  set  up  companies  for  product 
it  designs  and  bring  in  partners  to  supj | 
capital  and  expertise  in  manufacturin 
and  marketing. 

At  least  that's  the  business  plan.  Ov 
time,  Brunner  hopes  Ammunition  wil 
end  up  with  a  portfolio  of  projects.  "W 
so  much  outsourcing,  there's  more  op 
portunity  for  designers  to  create  new 
business  models,"  he  says.  He  has  raise- 
$600,000  from  angel  investors  and 
partners  and  is  seeking  $2  million  to  fu 
more  projects.  "The  idea  here  is  that  w  | 
treating  design  as  IP  [intellectual  prop 
erty],  not  a  service." 

SHELF-SPACE  MOJO 
In  short,  Brunner  believes  his  tiny  des; 
firm  can  play  the  outsourcing  game  as 
as  any  big  corporation.  That's  a  tall  ore 
for  a  16-person  firm.  And  if  there's  ah 
in  his  strategy,  it's  in  marketing  and  di; 
tribution.  Making  things  in  China  is  es 
Selling  them  to  consumers  in  the  U.S., 
Europe ,  and  Asia  is  still  hard.  The  one 
remaining  edge  of  big  consumer  outfit 
is  their  expertise  in  building  brands  an 
getting  shelf  space — from  e  -  commerc 
warehouse  clubs.  Even  if  Ammunition 
gin  up  world-class  products,  it  will  fai 
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"Wherever 
you  re  heading,  CORT 


will  be  there. 


77 


Wherever  your  company  and 
your  employees  are  heading, 
across  town,  the  country  or 
around  the  world,  we'll  be  there. 
We'll  be  there  with  all  the 
necessary  things  that  make  your 
transition  smooth,  effective  and 
efficient. 

Everything  from  online  apartment 
locating,  touring  services,  hotel 


reservations  and  car  rentals,  to  delivery  and  customer  service 

the  world's  largest  inventory  of  capabilities  all  across  the  US 

rental  furnishings  for  offices  and  and  in  over  50  countries  around 

residences.  the  globe. 

CORT  helps  you  stay  flexible  If  you're  reading  BusinessWeek!" 

and  productive  in  the  constantly  chances  are  where  you're  heading 

changing  environment  of  today's  is  up.  Fast.  And  CORT  can  help 

business.  And  we  do  it  seamlessly,  you  get  there.  As  our  boss  Warren 

with  single-point  accountability,  Buffett  says,  "We'll  be  there." 
with  our  hundreds  of  local 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


Visit  us  at  CORT.com  or  call  CORTline  at  I- 888-3 60 -CORT  ( 1-888-360-2678)         CORT.COm 
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TRACK  RECORD 

Here  are  three  notable  designs  from 
Robert  Brunner's  career 


POWERBOOK  100 
1991,  Apple 
Computer 


HEAVY  HITTER 

HAMMER 

2001 

Jyu  Mang  Manufacturing 


LCD  TV 
2004 
Hannspree  Inc. 


Brunner  can't  tap  into  such  expertise. 

Brunner  is  off  to  a  promising  start. 
He  just  created  a  line  of  outdoor  grills 
called  Fuego.  Next  year,  Ammunition 
will  unveil  an  iPhone  accessory,  plus  hi-fi 
headphones  and  a  fancy  hood  for  kitchen 
stoves.  The  aim  is  to  raise  the  20%  of  rev- 
enues Brunner's  firm  now  gets  from  the 
new  equity  model  to  50%  in  three  years. 

Brunner's  progress  is  being  watched 
closely  by  his  peers.  Top  firms  such  as  frog 
design  and  IDEO  enjoyed  gross  margins 
of  60%  or  more  in  the  1990s,  but  under 
competitive  pressures  from  contract 
manufacturers  giving  away  design  servic  - 
es  free  of  charge,  that  has  been  trimmed  to 
25%,  according  to  industry  experts. 

If  it  works,  the  ownership  model  will 
give  Ammunition  more  ways  to  make 
more  money.  In  some  cases,  the  firm  will 
license  its  products  to  bigger  companies 
that  take  them  to  market .  Since  it  will  be 
licensing  a  full-blown  product  rather  than 
just  a  sketch  or  concept,  it  may  be  able 


to  command  a  higher  royalty— say  10%, 
vs.  the  typical  3%  to  5%.  Or  Ammuni- 
tion will  establish  a  company  for  a  new 
product  and  take  the  product  to  market 
itself,  keeping  the  bulk  of  the  profits  and 
revenues.  Brunner's  strategic  game  plan: 
to  create  successful  product  lines  that  big 
corporations  will  buy. 

Brunner  started  down  this  path  at 
Pentagram  in  2004  when  he  oversaw 
development  of  the  Fuego  grill  pro- 
totype. The  concept  was  simple:  By 
adding  plenty  of  tabletop  and  getting  rid 
of  the  tent -like  lid,  he  made  it  possible 
for  people  to  gather  around  the  grill  on 
all  sides.  When  Pentagram  didn't  fund 
its  development,  Brunner  pitched  it  to 
leading  grill  companies  such  as  Viking 
Range.  Again,  no  go.  Finally,  he  got  Alex 
Siow,  who  ran  a  maker  of  high-end 
range  hoods  called  Zephyr,  to  partner 
with  him  and  help  fund  a  new  company 
to  launch  the  Fuego. 

GOOD  BUZZ 

That  gave  Brunner  someone  with  ex- 
pertise in  marketing — and  valuable  con- 
nections with  kitchen -related  retailers. 
Siow  also  landed  a  deal  with  Vittorino 
Lazzaro,  an  Italian-based  manufacturer. 
Brunner,  Siow,  and  Lazzaro  all  own  a 
33%  stake  in  Fuego.  So  far,  so  good.  This 
virtual  company  developed  the  first 
Fuego  grills  for  less  than  $1  million  and 
has  been  manufacturing  them  in  China 
to  hold  down  costs.  The  grills  have 
garnered  positive  buzz,  including  a  win 
at  the  2007  International  Design  Excel- 
lence Awards.  Brunner  says  they  have 
sold  2,000  grills  this  year,  at  a  starting 
price  of  $2,000  (there's  a  $3,000  ver- 
sion as  well),  reaching  their  sales  target 
of  $4.5  million.  Brunner  hopes  to  build 
Fuego  into  a  $30  million -a -year  busi- 
ness within  three  years. 

Ammunition  is  developing  other 
businesses,  including  an  iPod  accessory 
called  the  iPhone  Station,  which  he  had 
designed  at  Pentagram  in  partnership 
with  Jibe  Audio,  a  San  Francisco  audio - 
products  company.  The  Swiss  Army 
Knife -like  device  combines  speakers, 
DVD  playback,  Internet  radio,  and  a  high- 
quality  speakerphone.  When  Brunner  left 
to  form  Ammunition,  he  took  the  project 
with  him. 

Once  at  Ammunition,  Brunner  and 
Jibe  Audio  brought  in  a  new  partner, 


audio  engineering  firm  Menlo  Scientifi  I 
and  a  Chinese  manufacturer,  Innovatic ' 
Acoustic,  to  build  it.  The  iPhone  Statio 
goes  on  sale  in  the  first  half  of  2008.  He 
new  niche  brands  can  often  sell  for  two 
or  more  times  revenues.  So  if  the  iPhon 
Station  hits  Brunner's  goal  of  $10  millic 
in  first  -year  sales,  then  a  consumer - 
electronics  company  might  be  willing 
to  spend  about  $20  million  to  purchase  i 
it.  Given  his  50%  stake,  that  would  give 
Brunner  a  $10  million  payday— "a  lot 
more  than  if  I'd  taken  the  $150,000  [de 
sign  fee]  and  moved  on,"  he  says. 

A  big  hurdle  for  the  iPhone  Station  I 
be  distribution.  Brunner  has  talked  to 
one  potential  partner.  And  his  old  mat  t 
at  Apple  are  considering  selling  the 
iPhone  Station  in  company  stores  wht 
it  comes  to  market.  1 BW I 

PLAVBOOK: 

BEST  PRACTICE  IDEAS 

Building  a  truly  profitable  design 
firm— or  any  small  company— may 
require  doing  things  differently. 


1 


Focus  on  what  you  don't 
know.  Being  passionate  about  the 
product,  designers  underplay  the 
expertise  that  goes  into  finance, 
management,  and  distribution.  If 
you  don't  focus  on  these  aspects 
of  business,  or  have  people  who 
do,  you  will  probably  fail. 


k   Share  the  wealth  with 
partners.  Providing  equity  stakes 
in  new  ventures  gives  manufac- 
turers or  distributors  reason  to 
invest  their  skill  in  your  small 
account.  A  winning  new  product 
can  pay  off  big  for  everyone. 


U   Steer  clear  of  your  best 
clients^  Target  markets  where 
your  traditional  clients  don't 
compete.  You  may  still  need  them 
for  old-style  design  work,  and  you 
don't  want  to  anger  potential 
buyers  of  your  new  products. 


*#  This  isn't  for  newbies. 
Designers  who  have  worked 
both  for  themselves  and  inside 
design-savvy  companies  have  the 
best  connections  and  battle  scars 
to  make  this  work. 
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}ould  your  nearby  dairy  case  really  offer  a  solution  for 
educing  cholesterol?  That  was  the  vision  of  a  dairy  products 
;ompany  who  called  on  Cargill  to  help  them  create  a 
leart-healthy  milk.  We  supplied  them  with  CoroWise' 
Jaturally  Sourced  Cholesterol  Reducer™  plant  sterols  and 
leveloped  a  way  to  incorporate  it  into  dairy  products  while 
ireserving  great  taste.  The  dairy  now  sells  a  product 
iniquely  successful  in  the  marketplace,  while  consumers 
an  choose  to  reduce  their  cholesterol  with  a  naturally 
ealthy  drink.  This  is  how  Cargill  works  with  customers. 

ollaborate    >    create    >    succeed 


w.cargillcreates.com 

|  Cargill,  Incorporated 
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The  precision  of  our  bearings  and  our  linear-mot: 
components  and  systems  help  the  radiologist  to  r 
diagnoses  with  extreme  accuracy. 

5KF  contributes  daily  to  improving  the  quality^ 
life  for  many  people  around  the  world.  We  care  fc 
environment  and  are  deeply  involved  in  helping  ir 
tries  to  reduce  energy  consumption. 

By  sharing  our  experience,  expertise  and  crea 
our  customers  can  boost  performance  beyond  thr 
expectations.  It's  an  investment  that  pays  off.  Che 
our  specialists! 

The  Power  of  Knowledge  Engineerinci 


iug  into  The  Power  of  Know 
sit  us  at  www.skf.com/' 
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Leibowitz 
and  Rosen: 
They're  paid  by 
employers,  but 
"ecumenical" 


DVOCATES  WHO  HELP  YOU 
EGOTIATE  HEALTH  CARE 


By  Lauren  Young 


3  next  time  a  doctor's  office  says  you  have  to  wait  six  months  for  an  appointment,  or  your  insurance 
npany  gives  you  the  runaround  on  a  big  claim,  check  your  corporate  benefits  plan.  You  might  find 
're  eligible  for  a  new  perk  designed  to  alleviate  the  stress  of  dealing  with  an  infuriating  health -care 
tern.  |  In  2008,  more  than  3,000  employers,  including  Home  Depot,  Bertelsmann,  EarthLink, 
lA-CREF,  and  Jones  Apparel  Group,  will  offer  employees  free  access  to  an  independent  health 
ocate.  I  Advocates,  who  have  long  been  available  for  hire  by  individuals,  decode  cryptic  insurance 
ements,  provide  elder  care  and  mental  health  guidance,  and  negotiate  fees.  They  can  cut  through 
nsurer 's  red  tape  to  settle  a  claim  or  get  a  procedure  covered,  and  even  score  appointments  with 
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Advocates  can  direct  you 
to  the  proper  care  or  back 
you  up  in  an  insurance 
claim  dispute 


hard-to-reach  physicians.  Such  intermediar- 
ies can  pull  strings  with  doctors,  hospitals, 
and  insurers  by  forging  relationships  with  key 
contacts.  What  also  gives  advocates— who  are 
typically  former  nurses,  doctors,  and  other 
health  professionals — an  edge  with  providers  is 
that  they  can  speak  as  peers. 

Advocates  fill  a  niche  as  employers  push 
more  health  costs  onto  workers,  through  high- 
deductible  insurance  plans  or  steeper  premiums. 
But  skeptics  point  out  that  an  advocate's  first 
allegiance  is  to  the  employer  who  is  paying  for 
the  service.  "Everyone  needs  to  be  reminded  that 
advocates  representing  companies  will  ultimately 
be  sympathetic  to  the  company's  position  and 
benefits— or  denial  of  benefits,"  says  Nancy  Dav- 
enport -Ennis,  president  of  the  National  Patient 
Advocate  Foundation,  a  patient -rights  group. 

Marty  Rosen,  chief  marketing  officer  at  Health 
Advocate  in  Plymouth  Meeting,  Pa.,  the  largest 
employer-paid  advocacy  service  in  the  U.S., 
counters  that  advocates  are  "ecumenical"  with 


the  primary  goal  of  keeping  people  healthy.  "Al- 
though employers  pay  for  our  service,  this  does 
not  influence  what  we  do,"  Rosen  says.  "We  hav< 
generated  significant  medical  cost  savings  for 
employees  as  well  as  employers." 

Health  Advocate  was  co-founded  in  2001  by 
Rosen  and  Abbie  Leibowitz,  former  Aetna  insur- 
ance executives.  Right  now  it  doesn't  have  much 
competition.  Small  players  such  as  Touchpoint 
24/7  focus  on  elder  care  and  other  niche  areas.  Bij 
insurers,  such  as  CIGNA,  are  stepping  up  their 
own  advocacy  services,  although  you  might  right 
ly  wonder  whether  a  service  owned  by  an  insur- 
ance company  can  be  impartial.  "When  you  get  ai 
outside  advocate,  you  are  getting  a  more  objective 
point  of  view,"  says  Raina  Sedhom,  regional  leade;  1 
of  the  labor,  compensation,  and  employee  benefit 
group  at  BDO  Seidman  in  New  York. 

In  addition  to  solving  problems,  advocates 
should  help  workers  get  more  from  their  medica 
providers.  "They  are  arming  employees  with  th< 
right  questions,  pointing  them  to  research  and 
clinical  trials,  and  suggesting  potential  alterna- 
tives to  ask  doctors  about,"  says  Randy  Abbott, 
a  senior  benefits  consultant  at  Watson  Wyatt 
Worldwide  in  Boston. 


WELCOME  OUTSIDERS 

With  privacy  a  concern  for  all  sides,  advocates  canal 
create  some  much  needed  separation  between 
workers  and  human  resources  departments. "  Witl 
an  advocate,  employees  get  the  help  they  need 
without  us  having  a  lot  of  the  personal  inf  ormatioi 
that,  quite  frankly,  we  don't  want  to  have,"  says 
Cheryl  Melinchak,  principal  human  resources  con 
sultant  at  Westinghouse  Electric.  The  Monroevilk 
(Pa.)  nuclear  energy  company  started  offering 
Health  Advocate's  services  in  2002,  and  the  pro-    ' 
gram  currently  covers  5,800  U.S.  employees. 

Perhaps  the  biggest  reason  companies  are  of-  | , 
fering  this  benefit  is  that  it  can  help  keep  workei 
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Big  insurers  have  responded  by  stepping  up 
their  own  advocacy  services— but  experts 
look  at  those  programs  with  a  skeptical  eye 


:used  on  their  jobs,  rather  than  navigating  an 
Hirer's  voice  answering  system  or  "Googling 
;rything  under  the  sun  about  a  medical  condi- 
n,"  Watson  Wyatt's  Abbott  says.  Depending 
the  complexity  of  the  case,  problems  can  be 
;olved  in  a  few  hours  or  a  few  weeks. 
Advocate  programs,  typically  paid  in  full  by 
;  employer,  cost  $2  to  $3  per  employee  per 
with.  In  addition  to  spouses  and  children, 
/erage  extends  to  parents  and  in-laws,  even  if 
:y  use  a  different  insurance  plan.  At  Westing - 
jse,  advocates  are  available  to  retirees,  too. 
Ihe  big  hurdle  is  getting  the  word  out .  At  Kin  - 
•d  Healthcare,  based  in  Louisville,  it  has  been  a 
illenge  to  educate  employees — and  they  work 
Health  care.  Kindred,  which  operates  long-term 


care  hospitals  and  rehabilitation 
centers,  launched  a  program  through 
Health  Advocate  in  August,  20 04,  so 
the  message  wouldn't  get  lost  in  en- 
rollment materials  that  come  out  in 
the  fall.  Since  then,  it  has  bombarded 
workers  with  posters  and  flyers.  "You 
can't  communicate  this  once,"  says  Andrea  Rom- 
isher,  Kindred's  director  of  benefits,  noting  usage 
is  picking  up.  Despite  such  publicity  blasts,  just  5% 
to  7%  of  those  eligible  for  an  advocate  service  use 
it,  says  Susan  Connolly,  a  worldwide  partner  with 
Mercer  Human  Resource  Consulting  in  Boston. 

Jeanne  Leslie,  an  executive  assistant  at  CNA, 
a  Washington -area  think  tank,  is  one  satis- 
fied customer.  Two  years  ago,  she  constantly 
felt  faint  and  underwent  a  barrage  of  tests.  Her 
primary- care  doctor  suggested  a  visit  with  a 
cardiologist,  but  she  was  told  it  would  take  a 
month  to  see  the  specialist.  So  she  called  CNA's 
advocate  hotline  and,  within  an  hour,  the  nurse 
assigned  to  her  case  got  her  an  appointment  with 
the  cardiologist— for  the  next  day.  i  BW  i 


BUSINESSWEEKTV.COM 
For  more  on  health-care 
advocates,  watch  our 
weekly  show,  Business- 
Week TV,  or  clips  on 
BusinessWeekTV.com. 


IENEFITS  PARADE 


Many  companies  are  growing  more  tightfisted  with  employee  benefits,  but  some  are  going  the 
other  way,  offering  a  broader  array  of  perks,  including: 


1ATERNITY 
IRKING 

Alston  & 
Bird,  an 
Atlanta- 
based  law 
m,  offers  priority 
irking  for  expect- 
it  mothers  in  the 
3t  trimester  of  their 
egnancy.  There's  also 
tiatemity  closet  on 
e  to  swap  or  borrow 
Dthes. 


PET 

INSURANCE 

One  in  10 
employers 
offers  pet 
insurance, 
according  to  insurer 
MetLife.  The  typical 
monthly  cost  is  $15 
for  cats  and  $20 
for  dogs  and  covers 
veterinary  services  from 
vaccinations  to  cancer 
treatments. 


FUNERAL 
CONCIERGE 

Talk  about 
r  t  n  cradle-to- 
I "    "  "  v    grave  care: 

Everest 
Funeral  Package's 
service,  offered  at  tech 
company  EDS,  stores 
your  last  requests 
online.  When  you  die, 
the  service  finds  funeral 
homes  and  negotiates 
prices. 


TEETH 
WHITENING 

While  most 
insurance 
plans  of- 
fered by 
employers  do  not  cover 
cosmetic  procedures, 
The  Guardian  Life 
Insurance  Company 
of  America  this  month 
added  coverage  for 
teeth  whitening  in  some 
group  plans. 


ON-SITE 
HEALTH  CLINICS 

I 

Remember 
the  company 
infirmary? 
It's  back. 

One-quarter  of  big 
employers  have  an 
on-site  clinic  where 
employees  can  get  flu 
shots  and  even  outpa- 
tient procedures,  says 
benefits  consultant 
Watson  Wyatt. 

^ 
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We  don't  know  when  childhood  officially  ends. 
But  it  starts  again  at  retirement. 


Call  your  broker,  or  visit  hartfordinvestor.com. 
Mutual  Funds  •  401  (k) 

Annuities  •  Life  Insurance 
Prepare  to  Live" 


IHE  _ 

Hartford 
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SHOULD  YOU  SWITCH  TO 
A  ROTH  401  (k)? 


Your  company  may  soon  offer  you  the  option. 

A  new  retirement  plan  called  the  Roth  40i(k)  lets 
you  put  in  aftertax  dollars  now  to  avoid  paying 
By  Deborah  l.  Jacobs         income  tax  on  the  withdrawals  later.  This  is  the 
opposite  of  the  traditional  40i(k)  most  of  us  are  used  to,  in  which  you  make  pretax  contributions  but 
pay  the  IRS  piper  when  you  take  the  money  out.  (Unlike  Roth  IRAs,  there  is  no  income  limit  for  par- 
ticipants.) Your  choice  of  which  40i(k)  to  fund  can  vary  from  year  to  year,  or  you  can  split  your  contri- 
butions between  the  two.  If  your  employer  matches  what  you  put  in,  those  funds  go  into  a  traditional 
pretax  plan.  Either  way,  the  maximum  you  can  contribute  for  this  year  is  $15,500,  or  $20,500  if  you're- 
or  older.  The  limits  for  2008  have  not  been  announced.  Which  is  better?  This  quiz  will  help  you  decid. 


ICan  you  afford  to 
make  the  Roth  con- 
tribution and  pay 
the  additional  taxes? 

Aftertax  contributions  are 
more  costly.  Suppose 
you're  50  or  older,  in  the 
40%  combined  federal 
and  state  tax  bracket,  and 
want  to  put  as  much  in 
your  Roth  as  you  would  in 
a  regular  401  (k).  To  make 
the  maximum  $20,500 
contribution  you  will  end 
up  paying  $8,200  in  ad- 
ditional taxes. 


YES 
NO 


2  How  long  do  you 
plan  to  leave 
money  in  the  re- 
tirement account? 

The  longer  the  money 
stays  put  in  the  account, 
the  more  potential  there 
is  for  tax-free  growth. 
That  makes  the  Roth 
especially  attractive  if 
you're  in  your  20s  or  30s. 
If  you're  within  1 0  years 
of  retirement,  you  may  not 
earn  enough  extra  return 
to  overcome  the  taxes 
you  pay  now. 


< 10  YEARS 
>  10  YEARS 


3  Do  you  want 
to  avoid  mandatory 
withdrawals  when 
you  reach  701/2? 

With  any  401  (k),  you  must 
begin  taking  withdraw- 
als at  age  70V2.  But  a 
Roth  401  (k)  can  be  rolled 
over  into  a  Roth  IRA, 
which  has  no  withdrawal 
requirement.  If  you  plan 
on  leaving  your  401  (k) 
to  heirs,  the  Roth  avoids 
income  tax,  though  not 
estate  tax. 


YES 
NO 


4  Can  your 
portfolio  earn 
an  average 
annual  return  of 
5%  or  more? 
You  need  investments 
that  can  take  advantage 
of  the  Roth's  tax-free 
growth.  If  you  are  a  bond 
and  money-fund  type, 
answer  "no." 


YES 
NO 


5  Will  your  tax  ran 
be  as  high  asiti 
is  now  or  highei 
when  you  retire? 

Many  people  underes* 
mate  their  tax  rate  wrv 
they  stop  working.  Ar> 
course,  the  governmj- 
can  raise  rates  down  I 
line.  So  not  having  to 
income  tax  on  with- 
drawals may  be  a  moi'j 
valuable  benefit  than 
think. 


YES 
NO 


TALLY  YOUR  SCORE 

Here's  how  to  add  it  all  up.  Give  yourself  50  points 
for  answering  "yes"  on  questions  1  and  4.  Get 
1 0  points  if  you  check  yes  on  questions  3  and  5. 
Question  2  gives  you  10  points  if  you  answer  that 
you  have  10  or  more  years  until  you  plan  to  start 
withdrawing  the  401  (k)  money. 


Less  than  110  Stick  with  a  pretax  401  (k)  contribution. 

110  or  more  Consider  an  aftertax  contribution  to  a  Roth  401  (k). 

Still  unsure?  Split  the  contribution.  This  strategy  serves  another  purpose 
for  people  on  the  border  between  tax  brackets.  By  making  a  contribution  to 
traditional  401  (k),  the  tax  deduction  could  put  you  in  a  lower  bracket.  Then, 
the  rest  of  the  money  into  a  Roth. 


Data:  Barry  Picker,  CPA;  ED  Slott,  CPA;  Gregory  Kolojeski,  Brentmark  Software 


a 

put 


BUSINESSWEEK  I  OCTOBER  22,  2007 


i 


"2,500,000  prints  with  no  breakdowns. 
We've  never  seen  reliability  like  this/' 


—  Buyers  Laboratory  Inc. 


len  are  you  going  to  make  your  move? 


IFICATE  OF  RELIABILITY 

2,300.000  PRINTS 

Buyers  Laboratory  Inc. 


We  Don't  Just  Claim  Reliabilty,  We  Prove  It! 

Everyone  claims  to  be  reliable.  But  only  a  real-world  test 
proves  it.  That's  why  Kyocera  asked  the  independent 
authority  of  Buyers  Laboratory  Inc.®  to  put  the  Kyocera 
KM-8030  through  a  demanding  test:  20,000  pages  per  day, 
printing  and  copying,  over  a  wide  range  of  sizes,  settings, 
fcodes,  with  only  scheduled  preventive  maintenance. 

■suits?  2,500,000  prints  -  0  breakdowns.  BLI  has  never  seen  anything  like  it, 
lining  that  the  KM-8030,  "gave  a  reliability  performance  that  was  virtually  flawless  -  a 
Inpressive  feat."  The  award-winning  reliability  of  Kyocera  printers,  copiers  and  MFP's. 
•Hiur  website  to  find  a  dealer  near  you:  www.kyoceramita.com 

I  on  an  independent,  commissioned  study  of  extended-term  reliability  administered  by  BLI.  The  test  simulated  actual  office  conditions  and  work  documents. 
|RA  MITA  CORPORATION.  KYOCERA  MITA  AMERICA,  INC.  "People  Fnendly,""The  New  Value  Frontier,"  the  Kyocera  "smile"  and  the  Kyocera  logo  are  trademarks  of  Kyocera. 


: 


The  New  Value  Frontier 
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GET  OFF  THE 
ROLLER  COASTER 


By  Lewis  Braham 


Pick  stocks  with  low  volatility  if  you  want  to  avoid  white 
knuckles.  Most  traders  crave  stock  market  volatility,  while  long- 
term  investors  seek  to  avoid  it.  If  you're  one  of  the  latter,  here's  a 
solution:  Buy  low- volatility  stocks,  which  "tend  to  fall  a  lot  less 
in  bear  markets  and  rise  almost  as  much  in  bull  markets,"  says 
Harin  De  Silva,  president  of  Analytic  Investors.  The  Los  Angeles 
firm  found  that  a  portfolio  drawn  from  the  25%  least  volatile  blue 
chips  beat  the  market  in  the  period  from  1930  to  2004. 


Using  standard  deviation  data  found  on  Morningstar.com. 
we  put  together  a  portfolio  of  stocks  with  low  monthly  stock 
price  volatility  over  the  past  three  years.  (In  statistics,  standa 
deviation  is  used  to  measure  the  amount  of  fluctuation  in  a 
given  period. )  We  also  use  RiskGrades  from  Riskgrades.com, 
which  measure  fluctuations  over  the  past  five  months  relativ 
to  a  global  benchmark  that  has  a  grade  of  100.  In  both  cases, 
the  lower  the  number,  the  less  volatile  the  stock.  While  the 
three -year  number  is  more  important,  an  elevated  RiskGradt 
could  indicate  a  stock  is  becoming  more  volatile  and  should  t 
carefully  monitored. 

Most  important:  Any  of  these  stocks  can  be  volatile  on  its 
own,  so  you  need  a  portfolio  of  15  or  20  different  companies  t 
capture  their  calming  effect.  1 BW 1 


STOCK  (SYMBOL) 


DIVIDEND       RISK  STANDARD 

PRICE"  YIELD  GRADE  DEVIATION" 


Kellogg  (K) 


Food 


$55.00     2.3%         60 


Pitney  Bowes  (PBI) 

Office  equipment 

45.74 

2.9 

64 

Torchmark(TMK) 

Life  insurance 

63.39 

0.8 

55 

General  Dynamics  (GD) 

Defense 

85.90 

1.2 

82 

PepsiCo  (PEP) 

Beverages 

73.91 

2.0 

58 

Southern  Co.  (SO) 

Electric  utility 

36.33 

4.4 

72 

Diageo  (DEO) 

Beverages 

89.48 

3.7 

63 

Progress  Energy  (PGN) 

Electric  utility 

47.02 

5.1 

83 

Johnson  &  Johnson  (JNJ) 

Drugs 

66.02 

2.5 

59 

Colgate-Palmolive  (CL) 

Household  prods. 

72.00 

2.0 

50 

General  Electric  (GE) 

Diversified 

41.53 

2.7 

63 

Coca-Cola  (KO) 

Beverages 

57.80 

2.4 

61 

Northrop  Grumman  (NOC) 

Defense 

78.79 

1.9 

72 

■ 

Consolidated  Edison  (ED) 

Electric  utility 

47.20 

4.9 

77 

Kimberly-Clark  (KM  B) 

Household  prods. 

69.88 

3.0 

59 

Anheuser-Busch  (BUD) 

Beverages 

52.03 

2.6 

84 

United  Technologies  (UTX) 

Diversified 

80.36 

1.6 

64 

General  Mills  (GIS) 

Food 

57.36 

2.7 

68 

Washington  Post  (WPO) 

Media 

804.95 

1.0 

42 

Novartis  (NVS) 

Drugs 

53.92 

1.7 

74 

Data:  Mornmgstar,  RiskMetrics  Group,  Yahoo!  Finance 
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Whether  you're  a  real  estate  developer 


or  a  toy  manufacturer, 


^west's  tailored  solutions  allow  you  to  get  the  most  out  of  your  network. 

lecause  every  company  is  unique.  Qwest  offers  a  consultative  approach  with 
full  portfolio  of  business  solutions.  When  your  communications  are  optimized, 
usmess  thrives. That's  why  95°o  of'Fortune  500    companies  choose  Qwest. 

Set  Qwest.  Get  Nimble.  Call  I,  800-618-5339  o/  visit  qwest.com/busiiress. 


QWES) 

BUSINESS 
SOLUTIONS 


Qwest 


Spirit  of  Service 
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CHAMPIONS 
OF  CHARDONNAY 


A  small  group  of  California  wineries  produce 
scrumptious  cuvees.  Chardonnay  at  its  finest  ca| 
yield  majestically  rich,  buttery,  honeyed  wines 
with  layers  of  flavor  reminiscent  of  pineapples, 
tangerines,  apples,  peaches,  and  even  buttered  popcorn.  But  because  the  wine  is  so  popular,  a  lot  of 
indifferent  output  finds  its  way  to  market.  In  California,  renowned  for  chardonnay,  only  about  50  out 
more  than  800  producers  make  interesting  wines  from  the  grapes.  Here  are  some  of  my  favorite  char- 
donnay producers.  Many  of  their  wines  will  last  5  to  10  years,  but  most  will  drink  just  fine  right  now. 
Availability  varies  state  by  state,  and  some  of  these  wines  are  best  ordered  directly.from  the  winery. 


Aubert  Wines 

Grown  in  cool  Russian 
River  and  Sonoma  Coast 
areas,  these  have  great 
minerality  and  intensity, 
like  those  from  Burgun- 
dy. The  finest  cuvees,  at 
$1 25  and  up,  come  from 
the  Lauren,  Quarry, 
Reuling,  and  Ritchie 
vineyards. 
Aubertwines.com, 
707  963-4569 


Beringer 

A  mega-winery  can 
make  worthy  products, 
as  Beringer  shows.  Top 
chardonnays  include 
the  Private  Reserve 
($35)andtheSbragia- 
Limited  Release  ($40), 
both  from  Napa.  Napa 
Valley  Chardonnay,  at 
$16,  is  a  bargain. 
Beringer.com, 
707  963-7115 


DuMOL  Wines 

This  winery  pursues 
Burgundian-style 
winemaking.  Owners 
Kerry  J.  Murphy  and 
Michael  Verlander  and 
winemaker  Andy  Smith 
hit  pay  dirt  with  their 
2005s,  in  the  $50-$70 
range:  Russian  River 
Valley,  Chloe,  Clare,  and 
Isobel.  Dumol.com, 
925  254-8922 


Kistler  Vineyards 

Chardonnays  from  the 
Russian  River  and 
Sonoma  Coast  are 
vibrant,  with  terrific 
acidity  and  amazing 
length.  Look  for  Durell, 
Dutton  Ranch,  Hirsch, 
Hudson,  Hyde,  Kistler, 
McCrea,  Vine  Hill,  and 
Stone  Flat  cuvees. 
Kistlerwine.com, 
707  823-5603 


Mount  Eden  Vineyards 

This  isolated,  high- 
altitude  Santa  Cruz 
Mountain  winery's 
estate-bottled 
chardonnay  needs  two 
to  four  years  of  aging 
after  bottling.  Some 
vintages  have  continued 
to  evolve  for  more  than 
20  years. 
Mounteden.com, 
888  865-9463 


Newton  Vineyard 

The  winery  fashions  an 
unfiltered  chardonnay 
that  possesses  loads  of 
hazelnut  and  buttery 
popcorn  notes  backed 
up  with  superb 
minerality  and  acidity.  It 
is  one  of  the  longest- 
lived  chardonnays  from 
the  Napa  Valley. 
Newtonvineyard.com, 
707  963-9000 


Peter  Michael 

Sir  Peter  Michael  built  a 
stellar  reputation  using 
French  winemakers  to 
craft  complex  chardon- 
nays with  French  names. 
The  finest  include  Belle 
Cote,  LaCarriere, 
Cuvee  Indigene,  Ma 
Belle-Fille,  Mon  Plaisir, 
and  Point  Rouge. 
Petermichaelwinery. 
com,  800  354-4459 


Ramey  Wine  Cellars 

David  Ramey's  Carneros 
District  ($38)  chardon- 
nay is  splendid  stuff  and 
usually  a  good  value.  His 
cuvees  from  the  Hudson 
($60),  Hyde  ($60),  and 
Ritchie  ($65)  vineyards 
will  make  believers 
out  of  skeptical  anti- 
chardonnay  consumers. 
Rameywine.com, 
707  833-2535 


Talley  Vineyards 

The  Arroyo  Grande 
Valley  winery  makes 
brilliant  chardonnays 
with  honeyed  citrus  and 
crisp  minerality.  The 
Estate  cuvee  is  tops 
($26),  and  the  Rose- 
mary's, Rincon,  and 
Oliver's  single-vineyard 
wines  are  outstanding. 
Talleyvineyards.com, 
805  489-0446 


Robert  Parker  is  the  world's  most  influential  wine  criti 
Visit  eRobertParker.com  to  see  tens  of  thousands 
of  tasting  notes,  buy  his  books,  or  subscribe  to  his 
newsletter,  The  Wine  Advocate 
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CH  &  VOU  !  STEPHEN  H.  WILDSTROM 


fhich  BlackBerry  Is  Juiciest? 

different  ways  T-Mobile  and  AT&T  integrate  Wi-Fi  make  all  the  difference 


111 


:  newest  products  from  Research  In  Motion 
n  as  alike  as  two  blackberries  in  a  bramble.  Both 
BlackBerry  8820  from  AT&T  and  the  Black- 
:y  Curve  8320  from  T- Mobile  are  the  first  of 
r  breed  to  include  Wi-Fi.  But  they  use  it  in  very 


rent  ways.  Of  the  two, 
]urve  is  a  more  practical 
ze  for  most  consumers, 
orporations  are  likely 
/or  AT&T's  8820  ($300 
rebate,  with  a  two-year 
ract),  a  workhorse  in  the 
cBerry  tradition.  It's  not 
I  all  work,  since  it  adds  a 
a  player  to  BlackBerry's 
mark  mobile  e-mail 
:ontact  and  calendar 
But  RIM  left  off  other 
umer  features,  such 
amera,  that  security- 
ied  corporate  buyers 
:like. 

ink  of  this  product  as 
form.  It's  just  waiting 
)mpanies  and  software 
rs  to  customize  it  to 
idvantage  of  capabilities 
as  a  global- positioning  - 
m  receiver.  Depend - 
n  a  company's  needs, 
[ldaddTeleNavGPS 
ation  tools  or  track - 
^ftware  for  managing  a 
)f  cars  or  trucks.  Still, 
rporate  IT  department 
t  enabled  specific  appli- 
is,  about  the  only  thing 
i-Fi  is  good  for  is  faster 
)rowsing.  And  given  the 


device's  small  screen  and  un- 
derpowered browser,  that's  of 
limited  utility. 

The  Curve  ($249  with 
contract)  comes  with  all  the 
corporate  features  of  the 
8820  except  GPS  and  adds 
consumer -friendly  touches. 
It's  a  bit  smaller  than  the 
8820,  making  it  easier  to 
hold,  at  the  price  of  a  slightly 
cramped  keyboard.  It  has  a 
2 -megapixel  camera  and, 
like  Apple's  iPhone,  uses  a 
3.5-millimeter  consumer- 
electronics -style  headphone 
jack  rather  than  the  2. 5 -mm 
jack  used  in  most  handsets. 
It  also  works  with  Bluetooth 
wireless  stereo  headphones. 

The  biggest  difference 
between  the  two  BlackBerrys 
is  not  the  phones  but  the  way 
the  networks  they  run  on  use 
Wi-Fi.  The  Curve  is  the  first 
smartphone  that  works 
with  T- Mobile's  HotSpot 
@Home  service  (BW— July 
23).  This  uses  a  technology 
called  Unlicensed  Mobile 
Access  (UMA)  that  lets  calls 
move  seamlessly  among 
T- Mobile's  regular  over- 
the-air  service  and  Wi-Fi 


lis  on  the  Curve  move  seamlessly  between 
Mobile's  regular  service  and  Wi-Fi  networks 
and  so  do  its  e-mail  and  calendar  updates 


BlackBerry 
8820 


networks;  there's  no  need  to 
switch  networks  or  use  a  sep- 
arate service  like  Skype.  This 
is  especially  pleasing  in  loca- 
tions, including  your  home, 
office,  or  T- Mobile  public 
hotspots,  where  you  have 
Wi  -  Fi  but  T-  Mobile  network 
coverage  maybe  poor.  Plus, 
calls  made  on  Wi-Fi  don't 
use  calling-plan  minutes. 

The  Curve's  bigger  bonus: 
BlackBerry  e-mail  and 
contact  and  calendar  updates 
also  move  over  Wi-Fi— a 
welcome  benefit  deep  within 
buildings,  where  phone 
coverage  tends  to  vanish. 

If  only  the  8820  did  the 
same  tricks  on  AT&T's  net- 
work. The  phone  can  be  set 
up  to  get  corporate  mail  over 
Wi-Fi,  but  only  if  your  IT 
department  has  installed 
special  software.  Even  then 
you  may  only  get  service  in 
your  own  corporate  facilities. 
An  AT&T  spokesperson  says 
the  company  has  no  plans  to 
offer  UMA. 

T- Mobile's  service  options 
for  the  Curve  make  for  com- 
plicated pricing.  Although 
you  can  get  a  smidgen  of  data 


BlackBerry 
Curve  8320 


service  for  just  $10  a  month 
above  the  cost  of  a  voice 
plan,  I  think  most  people 
will  go  for  the  $30  plan  that 
includes  unlimited  messages 
and  browsing.  HotSpot 
@Home  service  adds  $20  to 
your  monthly  bill.  It  includes 
unlimited  domestic  voice 
calls  made  over  Wi-Fi  and 
use  of  T- Mobile  hotspots. 
AT&T's  BlackBerry  service 
starts  at  $40  per  month  in 
addition  to  a  voice  plan. 

If  you  live  in  an  area  where 
T- Mobile  service  is  at  least 
half- decent,  the  Curve 
strikes  me  as  the  better 
choice.  The  camera  (which 
your  paranoid  employer  can 
always  disable)  and  other 
features  are  attractive,  but 
the  advantages  of  T- Mobile's 
HotSpot  @Home  service 
are  the  real  clincher.  1  BW  1 

BUSINESSWEEK.COM    I 
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week.com/search/podcasting.htm. 
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Don't  Kill  the  Nightly  News.  Really 

The  networks  still  mint  money  from  this  hoary  format.  So  why  pull  the  plug? 


Does  any  media  form  seem  quainter  than  the 
network's  evening  newscasts?  The  entire  exercise 
is  suffused  with  the  scent  of  the  long-ago.  Its  better 
days  beg  depiction  in  black  and  white:  hat  doffed, 
tie  loosened,  Dad  nurses  his  martini,  while  Walter 


Cronkite's  baritone  rumbles 
from  the  Philco.  The  ratings 
are  declining,  we  are  endlessly 
reminded.  The  aged  audience 
keeps  getting  older.  Loud- 
mouths have  long  demanded 
to  have  newscasts  put  out 
of  their  misery.  Top  media 
executives  have  plumbed 
wholesale  reinvention. 

But  the  reasons  to  keep 
Brian,  Charles,  and  Katie 
employed  far  outweigh  the 
arguments  for  carting  their 
newscasts  off  to  the  charnel 
house.  These  reasons  have 
nothing  to  do  with  notions 
of  quality  and  public  ser- 
vice, and,  please,  let's  not 
pretend  the  evening  news  is 
rarely  a  whole  lot  more  than 
carefully  distilled  twaddle. 
But  even  if  the  justification 
hinges  on  the  perversities  of 
the  TV  business  (and  even 
if  I  am  amazed  to  type  these 
words),  this  long-derided 
half-hour  still  makes  sense. 

The  first  defense  news- 
cast partisans  invoke 
almost  invariably  involves 
public  service,  which  often 
segues  into  the  notion  that 
a  network  news  operation  is 
just  so  terribly  complex  that 
you  can't  hack  off  one  part 
without  crippling  the  organ- 
ism. (An  eye -roller,  this.  It 
recalls  the  Internet  Explorer 
defense  from  back  when 
Microsoft  was  challenged  for 


embedding  that  browser  into 
Windows.)  What's  important 
is  that  the  newscasts  remain 
profitable,  and,  according  to 
current  and  former  insiders, 


Brian  Williams 
of  NBC  News 

still  bring  in  around  $100 
million— each— in  annual  ad 
revenue.  The  per-viewer  cost 
of  advertising  for  the  news  - 
casts,  according  to  one  senior 
media  buyer,  continues  to 
rise— albeit  more  slowly 
than  in,  say,  prime  time— 
illustrating  again  a  classic 
media  paradox.  Broadcast 
audiences  diminish.  What 
advertisers  pay  doesn't. 

These  ad  dollars  are  not 
irreplaceable.  But  consider 
some  logistics.  In  markets 
airing  the  network  news  at 


6:30  (as  most,  but  not  all, 
markets  do),  the  newscasts 
drew  23.5  million  viewers  last 
season.  This  audience  wants 
an  evening  newscast,  so 
whichever  network  first  drops 
the  nightly  news  immediately 
hands  the  others  a  sweet  rat- 
ings bump.  Let's  assume,  very 
conservatively,  that  20%  of 
your  evening  news  audience 
would  split  evenly  among 
other  newscasts.  So,  con- 
gratulations: You  killed  your 
newscast  to  get  a  leg  up  in  the 
ratings,  but  you  just  made 
your  job  that  much  harder. 
"While  [network  news]  rat- 
ings have  eroded,  they're  still 
higher  than  a  lot  of  syndi- 
cated options  on  at  the  same 
time,"  says  John  Rash,  senior 
vice-president  at  ad  agency 
Campbell  Mithun. 

And  a  new  programming 
paradigm  won't  arise  in  the 
early  evening.  The  key  point 
isn't  that  newscasts  attract 
an  old  audience.  The  key 
point  is  that  older  people 
are  the  only  grown-ups 
watching  TV  in  the  early 
evening.  The  networks  have 
not  compiled  an  inspir- 
ing track  record  in  breaking 
new  ground  during  prime 
time,  when  more  adventur- 
ous viewers  theoretically    * 
abound.  (CBS,  smarting  from 
a  steep  ratings  fall -off  since 
Katie  Couric  took  over,  of- 
fers a  cautionary  tale  about 
trying  something  new  in  the 
early  evening.)  Remember, 
too,  that  newspapers  draw 
ire  when  they  drop  a  comic 
strip.  Imagine  what  axing  an 
entire  newscast  would  bring. 


Big -deal  politicians  will  I 
you  for  target  practice,  oi 
threaten  legislative  blow 
back,  since  said  pols  are 
superannuated  enough  t( 
watch  broadcast  news.  (I 
facts:  The  average  age  of 
evening  news  audience  is 
60.6.  The  average  age  of 
senator  as  of  January?  61 
Bigger  moves  have  bee 
mulled.  Asked  recently  w  > 
he'd  do  with  the  evening 
news,  former  CBS  Presidl 
and  current  Sirius  CEO  M 
Karmazin  recalled  issuin  j 
this  challenge:  "Let's  eliri) 
nate  it.  You  know,  I  mean 
who  cares?"  He  sought  tr 
buy  CNN,  couldn't,  and  ; 
had  talks  over  a  broad  ne- 
partnership  with  that  cal 
network.  Those  talks  got  t 
as  did  others  between  CM 
and  ABC,  before  all  fell  aji 
over  control  issues — reac . 
institutional  ego.  ("For  aij 
I  know,  Ted  Turner  pullet 
out  a  sword,"  shrugs  Wall 
Isaacson,  who  ran  CNN  1 1 
then.)  Given  those  egos,  1 
am  not  holding  my  breath 
for  such  a  deal  happening 
soon.  Today,  like  the  Elect 
toral  College  or  my  Treo, 
networks'  evening  newsc 
remain  an  illogical  struct 
that  no  one  today  would 
choose  to  erect  from  sera 
But  unlike  them,  it's  not  r 
the  conceivable  alternate 
will  work  better.  iBWi 
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A  TOUGH  YEAR 
FORAMGEN 

STOCK  PRICE  (DOLLARS) 


Amgen:  Down  But  Not  Out 

The  world's  leading  biotech,  Amgen  (AMGN),  has 
had  a  tough  year,  besieged  by  regulatory  worries 
that  slowed  sales  of  its  two  blockbuster  drugs,  Ep- 
ogen  and  Aranesp.  Its  stock,  which  traded  as  high 

as  76.50  a  year  ago,  hit 
a  52-week  low  of  48.30 
on  Aug.  17.  It  has  since 
bounced  up  to  57.62  on 
Oct.  9  as  bargain-hunt- 
ing value  pros  snapped 
up  shares.  "This  is  a 
great  opportunity  to 
buy  into  one  of  the  pre  - 
mier  names  in  a  key  industry,"  says  George  Put- 
nam, editor  of  The  Turnaround  Letter.  Not  only  are 
the  regulatory  issues  abating,  he  says,  "but  more 
important,  Amgen  has  the  drug  pipeline,  manu- 
facturing capability,  and  financial  resources  to 


45 

0  "i  mi  '  mm  1  1  mi  111  11  11  1  1  mi  I  ni  n  n 
JAN.  22.  '07  OCT.  10 

Data:  Bloomberg  Financial  Markets 


remain  a  leader  in  providing  biotech  solutions"  1 
the  many  diseases  faced  by  the  graying  populati 
worldwide.  Some  of  Amgen  woes  heated  up  in  Jr 
when  Medicare  said  it  would  limit  the  use  of  Ara 
nesp,  which  generated  sales  of  $4.1  billion  in  20c 
for  chemotherapy-induced  anemia  Medicare  als 
ruled  certain  treatments  were  no  longer  reimbui 
able.  But  Steven  Silver  of  Standard  &  Poor's,  wh 
rates  Amgen  a  buy,  says  congressional  intervent 
seeking  reconsideration  of  proposed  reimburse- 
ment limits  may  yet  avert  Medicare's  plan,  whic 
could  cut  Aranesp's  sales  by  $500  million.  Amgtt 
fundamentals  "remain  solid,"  says  Silver,  who  b 
a  12-month  target  of  64. 


Happy  Faces 
At  IncrediMail 

Emoticons.  These  are  the 
funny  faces  :-)  that  show  up 
in  e-mail.  An  Internet  outfit, 
IncrediMail  (MAIL),  designs 
and  sells  such  customized 
e-mail  software.  It  lets  users 
design  creative  features  to  go 
with  messages,  such  as  desk- 
top wallpaper,  and  a  database 
of  animations  with  3-D  and 
sound  effects.  IncrediMail 
makes  money  by  selling  its 
products,  licensing  them,  or 
co-branding  with  operators  of 
Web  sites,  plus  ad  sales.  It  has 
teamed  up  with  Google  and 
Yahoo!  —sharing  revenue— for 
advertisements  and  for  the 
use  of  its  products,  which  are 
available  in  nine  languages. 

Matthew  Weiss  of  Maxim 
Group,  who  rates  the  stock  a 
buy,  says  its  "revenue  growth 


EMOTICONS  ARE 
RUNNING  HIGH 
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continues  to  exceed  our  pro- 
jections." He  figures  it  will 
earn  y]<t  a  share  on  sales  of 
$19.1  million  in  2007  and  63C 
on  $24.5  million  in  2008,  vs. 
25<£  on  $10.8  million  in  2006. 
Weiss  sees  the  stock,  now  at 
8.75,  at  12  in  a  year.  Incredi- 
Mail is  selling  its  products  in 
China  in  time  for  the  Olym- 
pics. A  big  buyer  of  the  stock 
is  Longview  Fund,  which  has 
acquired  1.2  million  shares 
or  a  13.3%  stake. 


A  Courtroom 
Boost  for  02Micro 

Tiny  02Micro  International 
(OHM)  recently  got  settle- 
ments from  giants  Sony  and 
Samsung  on  patent  litiga- 
tion it  had  filed  against  them. 
02  is  a  designer  of  analog 
semiconductors  for  power 
management  and  secu- 
rity applications  in  LCD  TVs, 
laptops,  and  other  gear.  02 
expects  to  get  business  from 
the  two  companies. 

Second-quarter  sales       » 
jumped  36%,  "but  this  is  just 
the  beginning,"  says  Graham 
Tanaka  of  TANAKA  Growth 
Fund.  Added  revenues  from 
the  settlement,  plus  new 
product -design  wins  and 
cost-cutting,  should  spur  a 
25%  growth  in  sales  in  2008, 
he  says.  Tanaka  figures  02 
will  earn  70^  a  share  in  2007 


02MICR0  IS 
IN  THE  CHIPS 
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and  $1  in  2008,  vs.  2l<£  (dr 
luted)  in  2006.  He  figures 
stock,  now  at  16.66  will  1 
20  in  a  year.  Vernon  Essi  d 
investment  firm  Needhai* 
who  rates  02  a  "strong  bi 
expects  hefty  sales  from ) 
TVs  in  2007  and  2008.  1 B 
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Not  every  kind  of  storm 

shows  up  on  weather  radar. 


performance  is  no  guarantee  of  future  results.  Consider  funds'  investment  objectives,  risks,  charges  and 
nses  carefully  before  investing.  The  prospectus  contains  this  and  other  information  about  the  fund.  To  obtain  a 
bectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com.  Read  it  carefully  before  investing. 
37  Van  Kampen  Funds  Inc.  IU07-00283P-N04/07 
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HONCHOS  OF  SPORT 
AN  AMERICAN  BIAS 

Shortsighted,  insular,  biased,  dumb.  They 

were  some  of  the  printable  descriptions  of  our 
list  of  sports  leaders.  Well,  we  asked  for  debate. 
As  part  of  "The  Power  100 ,"  our  inaugural 
ranking  of  the  most  influential  people  in  sports 
(Special  Report,  Oct.  8),  we  encouraged 
readers  to  weigh  in  on  our  choices.  And  you 
did.  With  feeling.  The  No.  l  complaint  in  the 
hundreds  of  online  comments  and  letters  was 
that  the  Power  100  wasn't  a  global  ranking— 
that  it  had  an  American  bias,  ignoring  or 
minimizing  moguls  and  athletes  in  such  sports 
as  soccer  and  cricket.  It's  true  that  the  panel 
we  chose  to  help  with  the  rankings  consisted 
mostly  of  executives  and  athletes  from  the  U.S. 
That's  because  we  decided  early  on  to  empha- 
size important  domestic  players  in  our  first  Power 
loo  list.  (Not  exclusively— the  ranking  does  include 
some  international  names.)  But  we  acknowledge 
that  having  the  most  diverse  list  possible  is  a 
worthy  goal.  Thanks  for  sounding  off.  We're 
listening. 

For  a  magazine  that  prides  it- 
self on  covering  international 
business,  your  list  of  the 
100  power  players  in  sports 
is  sorely  lacking.  In  looking 
at  your  list  you  would  never 
know  that  soccer  (football, 
in  the  rest  of  the  world)  is  by 
far  the  globe's  most  popular 
sport.  Football  clubs  such  as 
Manchester  United,  Juven- 
tus,  AC  Milan,  Real  Madrid, 
Bayern  Munich,  Arsenal, 


"In  looking  at  your  list  you  would  never 
know  that  soccer ...  is  by  far  the  globe's  most 
popular  sport."  -joe turner 


-  Tom  Lowry 

Liverpool,  and  Chelsea  are 

far  more  valuable  than  most 

American  sports  franchises. 

Joe  Turner 
IRMO.S.C. 

Why  isn't  Ronaldinho 
[Ronaldo  de  Assis  Moreira  of 
FC  Barcelona]  on  this  list? 
The  top  player  in  the  world's 
biggest  sport,  soccer,  he  is 
LeBron  fames  x  loo. 
Screen  name:  Andrea 


Sharad  Pawar,  the  head  of 
Indian  cricket,  controls  a 
sport  followed  by  1.36  billion 
advertising -watching, 
money-spending  Indians. 
That's  power.  Perhaps  the 
authors  should  check  out 
how  much  Nike  pays  to 
sponsor  Indian  cricket. 
[American  race -car  driver] 
Dale  Earnhardt  Jr.,  the  23rd 
most  powerful  man  in  sport? 
How  quaint!  » 

Screen  name:  A  Thomson 

Political  correctness  strikes 
again!  At  the  bottom  of  the 
list  is  the  president  of  the 
WNBA  [Commissioner  Don- 
na Orender].  Who  cares? 
Jerry  Maguire  has  more 
influence  than  she  does. 
Screen  name:  ED 


There  are  only  three 
powerful  women  in  sport 
Screen  name:  MissE 

How  can  people  like 
[sports  commentators] 
Jim  Rome  and  Dan  Patric 
not  be  on  there?  They 
influence  more  people's 
opinions  than  anyone 
else  on  [the  list]. 
Screen  name:  John  Williams  | 

Before  Barry  Bonds 
became  tainted  by  his 
association  with  the 
MLB  steroids  scandal,  hi; 
name  probably  belonged 
on  the  list.  Now  his 
inclusion  is  dubious 
at  best. 

Screen  name:  Anthony 
DeFrancisco 
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in  approach  that  fosters  collaboration  and  inspires  you  to  put  your  ideas  into  action,  The  Kellogg  School 
i\p  you  fulfill  your  aspirations.  To  learn  about  specific  executive  education  programs  in  the  Chicago  and 
areas,  visit  www.kellogg.northwestern.edu/execed  or  call  847-491-31 00. 
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OPII 


There  is  a  huge  anti-wres- 
tling and  anti-MMA  (mixed 
martial  arts)  bias:  Vince 
McMahon  and  Dana  White 
were  left  off  this  list.  Vince 
revolutionized  the  way  we 
watch  pay-per-view,  and 
Dana  White  is  taking  guer- 
rilla sports  marketing  to  the 
next  level. 
Screen  name:  Chris  F. 

Armstrong,  who  completely 
transcends  his  sport. 
Screen  name:  Josh  S. 

WAGE  WARS 

THE  DEBATE  OVER  PAY 
WORKS  OVERTIME 

Your  "Wage  Wars"  (Cover 
Story,  Oct.  l)  was  right  on 
target.  The  only  thing  it 
missed  was  the  current 
litigious  environment's 
effect  on  small  businesses. 
I  own  and  operate  a  totally 
virtual  business  that  didn't 
exist  when  our  current  wage 
and  hour  laws  were  written. 

The  laws  in  this  country 
have  to  catch  up  with  tech- 
nology and  become  relevant 
for  the  growing  virtual 
workforce.  Otherwise,  large - 
as  well  as  small -business 
owners,  and  their  honest  and 
hard-working  employees, 
will  continue  to  be  penalized 
by  the  likes  of  plaintiffs  'law- 
yers who  work  the  system. 
Jay  M.  Jaffe 

EAGLE.  COLO. 

I  can't  believe  that  Peyton 
Manning,  David  Beckham, 
LeBron  James,  Dale  Earn- 
hardt Jr. ,  and  Alex  Rodriguez 
are  ranked  ahead  of  Roger 
Federer!  If  you  are  going 
to  make  a  list  of  "the  most 
powerful  people  in  the  world 
of  sports,"  you  have  to  go 
beyond  U.S.  borders.  Other- 
wise, call  it  what  it  is. 
Screen  name:  Pat 

I  am  just  glad  the  great  brown 

hope,  Arte  Moreno,  is  on  the 

list.  Let  the  "Reconquista" 

begin.  Just  kidding.  Great  list 

though. 

Screen  name:  snakeclocks 

Having  a  mix  of  advertis- 
ers, athletes,  and  league 
executives,  and  then  putting 
RogerGoodellatNo.i?If 
you  are  going  to  add  in  prod- 
ucts, Phil  Knight  (Nike)  has 
be  to  No.  l. 
Screen  name:  tristan 

During  the  time  that  I 
worked  as  an  investigator 
for  the  Florida  Department 
of  Children  and  Families 
and  later  as  a  case  manager 
at  private  agencies,  lack  of 
overtime  pay  was  always 
a  burning  issue.  It  was  not 
unheard  of  for  case  manag- 
ers to  consistently  work  50  to 
60  hours  a  week.  Sometimes 
more.  Demands  for  fairness 
or  some  kind  of  compensa  - 
tion  were  often  downplayed 
or  ignored  by  management . 
If  you  complained,  you 

How  could  you  even  think 
about  putting  an  athlete  in 
the  top  10?  What  influence 
has  Tiger  Woods  had  on 
the  world  ?  The  only  athlete 
who  could  possibly  deserve 
a  top  10  spot  would  be  Lance 

were  not  considered  a  team 
player.  Case  managers  need 
[plaintiff's  lawyers  like  Mark] 
Thierman  in  their  corner. 
Linda  M.  Cone 

TAUNTON,  MASS. 

Hooray  for  Mr.  Thierman.  I 
worked  for  one  of  the  largest 
defense  contractors.  Their 
policy  was  that  exempt  em- 
ployees had  to  submit  time 
cards  detailing  each  work 
hour.  If  an  exempt  employee 
worked  less  than  80  hours 
over  a  two -week  period, 
the  balance  of  time  had  to 
be  made  up  with  vacation 
hours.  Any  hours  over  80 
were  nonpaid  overtime.  This 
type  of  treatment  is  rampant 
and  unfair. 
Patrick  Riley 

CHICAGO 

'TOXIC  LOANS 

EDUCATING  BORROWERS 
JUST  WON'T  WORK 

I  agree  fully  with  Tomasz 
Piskorski  and  Alexei  Tchis- 
tyi:  In  a  perfect  or  "first  - 


CORRECTIONS& 
CLARIFICATIONS 

In  "Firing  up  India's  factori 
(Global  Business,  Oct.  15) 
name  of  a  Capgemini  vice- 
president  was  misspelled, 
correct  spelling  is  Roy  Lenc 

"Bittersweet  memories  at 
Hershey"  (UpFront,  Oct.  1! 
misidentified  the  affilia- 
tions of  two  law  professor; 
writing  about  the  company 
structure.  Jonathan  Klick  i 
Florida  State  University  Cc' 
lege  of  Law.  Robert  Sitkofl 
at  Harvard  Law  School. 


that  ends  this  article:  "El 
perts  shouldn't  be  promt 
ing  this  type  of  product ' 
the  general  population, 
just  in  theory." 

I've  long  since  stoppc 
worrying  about  life  in  a  i 
first-best  world— becau 
we  don't  live  in  such  a  w 
and  never  will.  In  theory 
this  loan  type  makes  pel 
sense.  Yes,  as  the  article! 
states,  "hefty  spending  i  J 
education  would  be  wor  J 
while,"  but  only  for  thos  I 
few  who  would  figure  01 1 
the  loan  anyway. 


"The  laws  in  this  country  have  to  catch  up 
with  technology  and  become  relevant  for  th 
growing  virtual  workforce."  -jay  m.  jaffe 


best"  world,  the  pay-op- 
tion ARM  (adjustable -rate 
mortgage)  can  provide 
substantial  benefits  to  both 
borrowers  and  lenders  ("In 
praise  of  a  'toxic'  loan,"  Up 
Front,  Oct.  8).  But  I  also 
agree  fully  with  the  quote 


In  practice,  it  has  beei  | 
and  will  continue  to  be, 
a  disaster  for  most  borrc  j 
ers.  No  education,  no  m:  | 
how  substantial,  will  m£  | 
difference. 


Harlan  M.Smith  II 

HUNTINGDON,  W.  VA. 
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Saint-Gobain's  ceramic  tiles 

Saint-Gobain's  eco-friendly  piping 

Saint-Gobain's  ceiling  panels 

Saint-Gobain's  low-emissivity  glass 

Saint-Gobain's  self-cleaning  glass 

Saint-Gobain's  decking 

Saint-Gobain's  wood 
protection 

Saint-Gobain's 
plasterboard 


Saint-Gobain's  energy-saving  insulation 

Saint-Gobain's  light-emitting  diodes 

Saint-Gobain's  sanitation  system 
Saint-Gobain's  fuel  cell 


V. 


Saint-Gobain's  kitchen  and  bathroom" 

Saint-Gobain's  solar  reflecting  glass 

Saint-Gobain's  solar  panels 

Saint-Gobain's 
wall  facing  mortar 


LiUV- 
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Saint-Gobain 


linl-Gobain  designs,  produces  and  distributes 
Instruction  materials  for  the  homes  of  the  future, 
puses  with  windows  that  clean  themselves. 
j)uses  with  glass  that  generates  solar  energy. 


Houses  with  intelligent  insulation.  We're  constantly  our     sectors,     we're     answering     the     urgent 

improving  our  innovations  and  developing  new  challenges    of   energy-saving    and    environment 

ones  to  create  more  comfortable,  economical  and  protection.    Whatever    the    new    demands    for 

sustainable  living  worldwide.  As  a  leader  in  all  housing,  the  future  is  made  of  Saint-Gobain. 


SAINT-GOBAIN 

www.saint-gobain.com 
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"Ethanol  is  an  important  part  of  our  fuel  mix, 
but  government  interference. ..will  do  more 
harm  than  good."  -charlest.drevna 


ETHANOL 


THE  BUMPY  ROAD 
TO  A  B10FUEL  FUTURE 

If  Big  Oil  doesn't  want  to 
sell  E85  and  other  biofuels 
at  their  retail  filling  stations, 
why  don't  new  car  dealers 
put  biofuel  stations  on 


their  lots?  Dealers  could 
hand  out  coupons  for 
their  rapid  oil  change,  car 
washing,  new  tire  specials, 
and  garage  work  each  time 
a  customer  rolls  in  to 
tank  up. 
Donald  McBride 

WORTHINGTON.PA. 


Your  article,  "Big  Oil's  big 
stall  on  ethanol"  (News  & 
Insights,  Oct.  1),  missed  the 
mark  by  focusing  attention 
on  federal  subsidies  for  oil 
companies  that  are  forced 
to  blend  ethanol  into  their 
gasoline. 

The  article  should  have 
discussed  the  windfall 
corporate  farming  re- 
ceives through  government 
ethanol-related  subsidies. 
Corn  growers  benefit  indi- 
rectly from  the  increased 
demand  created  by  the 


ethanol  subsidy  (which  tl 
oil  industry  did  not  requt 
but  from  1995  to  2005, 
direct  corn  subsidies  tote 
$51.3  billion,  making  con 
the  most  heavily  subsidis 
crop  in  the  country. 

Ethanol  is  an  importan 
part  of  our  fuel  mix,  but 
government  interference 
through  subsidies  and 
mandates  will  do  more 
harm  than  good. 
Charles  T.  Drevna 

NATIONAL  PETROCHEMICAL 
&  REFINERS  ASSN. 
WASHINGTON 
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to  reach  BusinessWeek 

RS  FOR  FEEDBACK 
fer  to  receive  letters  via 
,  without  attachments.  Writers 
I  disclose  any  connection  or 


relationship  with  the  subject  of  their 
comments.  All  letters  must  include 
an  address  and  daytime  and  evening 
phone  numbers.  We  reserve  the 
right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all 


electronic  and  print  editions.  E-mail: 

bwreader@businessweek.com 

Fax:(212)512-6458 
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access  to  BusinessWeek  archives 
starting  in  1991  are  available  on 
the  World  Wide  Web  at:  business- 
week.com  and  on  America  Online 
at  keyword:  BW 


NTING 


NG  TOUGH  DECISIONS 
)UR  KIDS 

nother  of  two  who 
ders  it  a  gift  and  a  seri- 
:sponsibility  to  stay 
ne  with  my  children, 
interested  in  your  ar  - 
'The  kids  are  all  right," 
nit,  Oct.  8).  Take  the 
pt  of  working  parents 
g  either  a  bad  effect 
effect  at  all  on  the 
y  of  home  life.  Is  that 
the  best  we  can  shoot 


for  with  our  kids?  I  wonder 
what  would  result  if  ques- 
tions like  "Do  you  feel  as  if 
your  parents  have  time  for 
you?"  and  "Do  you  feel  safe 
and  secure?"  were  posed  to 
these  children? 

And  out  of  curiosity, 
would  these  children  in  the 
study  be  the  same  children 
who  prefer  ice  cream  over 
oatmeal,  Wii  over  home- 
work, and  who  might  forget 
to  brush  their  teeth  without  a 
reminder? 

Whether  children  rec- 


ognize it  or  not,  our  job  as 
parents  is  to  make  decisions 
now  that  will  be  beneficial  to 
them  later  on  in  life. 
Evette  Miranda 

LAGRANGE.IL. 

UNLOCKING  iPHONES 

DON'T  ENCOURAGE 

THE  HACKERS 

It  was  with  great  sadness 
that  I  saw  that  Business- 
Week has  joined  the  ranks 
of  the  unprincipled  and 
unethical  industries  in  re- 


porting and  glorifying  those 
people  that  choose  to  go 
and  bypass  contractual  and 
legal  obligations  in  hacking 
the  iPhone ("The  iPhone 
unfettered,"  Tech  &  You, 
Sept.  24). 

Reporting  where  to  go  to 
bypass  a  system  is  to  support 
that  bypass.  To  say  it  is  not 
for  everyone  is  to  say  that  it 
is  for  many  others.  To  report 
on  hacking  iPhone  s  is  to 
ultimately  say  it  is  O.K. 
John  Kusiak 

CONROE.TEX. 


eSkSi&KJi 


• 


It  is  what  makes  fire-retardant  materials  for  the 
people  who  keep  us  safe.  It  is  chemistry. 


OP 
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America's  Fleeting  Edge  in  Innovation 

Talent  and  capital  have  gone  borderless.  Can  the  U.S.  regain  its  leadership  in  creative  thinking? 


In  a  Sept.  7  speech  before  a  World  Economic  Forum 
meeting,  Chinese  Premier  Wen  Jiabao  announced 
his  country  was  "pursuing  an  innovation-based 
model  of  development."  Why  should  America  care 
if  China  puts  innovation  at  the  center  of  its  next 


five-year  plan?  In  fact,  why 
worry  about  Brazil,  Britain, 
Canada,  Denmark,  India, 
Israel,  Korea,  or  other 
countries  whose  government 
policies  push  innovation? 
After  all,  Google,  Facebook, 
the  iPod,  and  the  Boeing  787 
Dreamliner  all  have  "Made  in 
America"  stamped  on  them. 
Right  ?  And  we  have  Silicon 
Valley.  They  don't. 

Well,  actually  they  do.  In 
fact,  as  John  Kao,  an  innova- 
tion consultant,  points  out 
in  his  new  book,  Innovation 
Nation:  How  America  Is 
Losing  Its  Innovation  Edge, 
Why  It  Matters,  and  What 
We  Can  Do  to  Get  It  Back, 
all  the  key  advantages  once 
enjoyed  by  the  U.S.  are  going, 
going,  nearly  gone.  In  a  scary, 
insightful,  and  ultimately 
very  useful  book— written  to 
inform  the  2008  Presiden- 
tial primary  agenda — Kao 
punctures  America's  smug 
self-  congratulation. 

His  strongest  point  is  that 
the  geography  of  innovation 
is  changing.  For  much  of  the 
20th  century,  the  locus  of 
leading -edge  thinking  was 
the  U.S.  and  Western  Europe. 
The  rise  of  Asia  is  evening 
that  out,  redistributing  the 
fruits  of  innovation:  wealth 
and  power.  How  did  things 
switch  so  swiftly?  Here  are 
Kao's  bullet  points: 


•  Talent  is  now  everywhere. 
The  return  to  greatness  of 
Asia's  older  universities  and 
the  building  of  new  educa- 
tional institutions  mean  that 
brainpower  is  more  evenly 
distributed.  In  addition,  a  gi- 
ant reverse  diaspora  is  under 
way  as  tens  of  thousands  of 
Chinese  and  Indian  scientists 
and  engineers,  many  of  them 
tops  in  their  fields,  leave  the 
U.S.  to  return  to  their  home- 
lands to  teach  and  work. 

•  Capital  is  now  everywhere. 
Venture  capital  pools'are 
operating  all  over  Asia  and 
Europe,  speeding  the  genera- 
tion of  new  startups.  European 
and  American  VC  firms  have 
offices  in  most  major  cities 

in  Asia  and  Eastern  Europe. 
Initial  public  offerings  have 
totaled  $40  billion  in  China  so 
far  in  2007. 

•  Silicon  Valley  is  now 
everywhere.  The  social  and 
economic  ecosystem  that 
has  been  so  productive  in 
Northern  California  is  be- 
ing reproduced  all  over  the 
world.  Bangalore  in  India, 
Biopolis  in  Singapore  (for 
life  sciences),  and  the  Ota- 
niemi  tech  cluster  in  Finland 
have  found  the  magic  once 
mainly  centered  in  U.S.  in- 
novation hubs. 

•  Military  spending  is  now 
everywhere.  The  high  tech 
spin-off  benefits  that  once 


innovation 
NATION 


Innovation  Nation:  How  America 
Is  Losing  Its  Innovation  Edge,  Why 
It  Matters,  and  What  We  Can  Do 
to  Get  It  Back  By  John  Kao;  Free 
Press;  306pp;  $26 


accrued  mostly  to  the  U.S. 
are  being  spread  around.  A 
2006  Defense  Dept.  survey 
of  42  leading-edge  tech- 
nologies for  future  weapons 
found  that  20  came  from 
outside  the  U.S. 

Kao  devotes  little  space 
to  an  important  issue:  the 
role  of  global  corporations  in 
innovation's  changing  geog- 
raphy. Such  companies,  he 
suggests,  "operate  with  in- 
creasing independence  from 
their  country  of  origin. . . . 
They  are  shipping  manufac- 
turing, design  and  especially 
R&D  abroad  at  a  ferocious 
pace."  So  fast  is  this  happen- 
ing, says  Kao  in  his  book,  that 
Craig  Barrett,  chairman  of 
Intel,  told  him  his  company 
might  not  even  qualify  as 
American  anymore. 

No  doubt  global  corpora- 
tions are  benefiting  from  this 
global  shift.  Just  as  the  fall  of 


communism  led  to  a  wi< 
pool  of  labor  and  capita 
too  will  the  global  sprea 
innovation  create  a  wid> 
pool  of  talent  for  comps 

But  are  Americans  gar 
as  much  from  all  this  ?  Pe 
not.  In  the  past,  econom 
benefits  have  gone  most] 
the  first  mover— the  innc 
entrepreneur,  or  creator. 

So  how  should  Americ 
spond?  Kao  notes  that  th 
already  spends  more  per 
lie  -  school  student  than  i . 
other  major  country.  He 
new  ways  to  teach,  such ; 
integrating  game  culturei 
curriculum  development 

His  centerpiece  idea  i;i 
spend  $20  billion  to  ere; 
innovation  hubs  arounc 
country.  The  model  wov 
San  Diego,  which  trans- 
formed itself  from  a  Na^ 
town  into  a  life  -  science 
and  biotech  center  in  15 
years.  Imagine  hubs  rev 
ing  around  clean  energy 
(Detroit,  say),  digital  mc 
(New  York),  health  care 
(Nashville),  or  educatio 
(San  Francisco).  It's  not 
typical  giant  governmei 
program  but  a  local,  pra 
matic  approach. 

Finally,  as  part  of  wh 
Kao  calls  a  national  inn 
tion  agenda,  he  suggest 
the  White  House  create 
Cabinet -level  adviser,  i 
the  lines  of  the  Nationa 
Economic  and  National 
Security  Advisers.  The 
person  could  perform  a 
enormous  service  by  fo< 
ing  America's  attention 
honing  innovation.  iBW 
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3  of  Oscar  Wilde,  writer, 
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The  Irish  mind. 

The  unique  resource  you'll  need  to  bring  your 

knowledge-based  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
las.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
I  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
namic  information  infrastructure,  in  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
n  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
ork  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 


A  IDA 

IRELAND 
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This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Subsidiaries  are  indexed  under  their  own  names. 
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Polo  Profit  Gains  10%,  Shares  Fall  on  Reduced  Outlook 
Dow  Nasdaq  2.676.67  UHCH     S&P 


The  best  is  yet  to  come. 

Bloomberg  Television  just  got  better  with  full  screen  video,  more  robust  charts  and 
lynamic  graphics  that  bring  the  day's  most  important  business  stories  alive.  With  our 
jtation  for  accuracy  and  speed,  Bloomberg  has  long  been  one  of  the  most  trusted  names 
on  Wall  Street.  Watch  today  and  discover  what  a  financial  news  network  should  be. 


Bloomberg 
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126   THE  WELCHWAY   JACK  &  SUZY  WELCH 


Define  Yourself— or  Others  Will 

Leaders  who  don't  explain  their  big  decisions  can  wind  up  in  big  trouble 


What  are  the  keys  to  insuring 
a  strong  start  in  a  leadership 
position? 
Christopher  Finlay 

CHICAGO 

You  could  fill  a  book— in 
fact,  you  could  probably  fill 
dozens— with  all  the  ways 
to  get  off  to  a  good  start  as 
a  leader.  Get  to  know  your 
people,  and  learn  what 
makes  each  one  tick.  Don't 
pretend  you  know  every- 
thing about  the  job.  Ask  a 
lot  of  questions,  and  really 
listen  to  the  answers.  Figure 
out  what  it  takes  to  win. 
Familiarize  yourself  with  the 
competition.  Worry  about 
what  market  changes  could 
kill  you,  if  not  next  year, 
the  year  after.  Pay  visits  to 
the  customers  who  keep 
you  alive.  Pay  longer  visits 
to  the  customers  who  have 
recently  kissed  you  goodbye. 
The  list  goes  on  and  on. 

But  one  thing  you  have  to 
do  as  a  new  leader,  and  from 
then  on  out,  is  define 
yourself.  Make  sure  your 
people  know  what  you  stand 
for.  Under  no  circum- 
stances, no  matter  what  the 
size  of  your  company  or  the 
business  you're  in,  should 
you  ever  let  the  members  of 
your  team  guess  about  your 
principles  or  why  you  make 
tough  calls  the  way  you  do. 


Tell  them  yourself,  and  tell 
them  again  and  again. 

Now,  we're  not  saying  you 
need  to  spend  every  minute 
of  every  day  delivering  a 
stump  speech  about  your 
"platform."  Communica- 
tion at  its  best  is  two-way, 
and  leaders  should  always 
be  engaged  in  dialogue 
with  people  throughout  the 
organization.  But  in  times 
of  change  or  crisis,  if  you 
don't  talk  openly  about  your 
reasoning,  you're  in  trouble. 
Take,  for  painful  example, 
last  week's  mess  involving 
President  Bush  and  his  veto 
of  a  budget  increase  propos  - 
al  for  the  State  Children's 
Health  Insurance  Program 
(SCHIP). 

This  column  is  not  about 
either  the  merits  or  failings 
of  SCHIP,  a  state -federal 
health  insurance  subsidy 
program  that  Democrats 
and  some  Republicans 
were  pushing  to  increase  by 
$35  billion  over  five  years, 
adding  4  million  people 
to  the  6.6  million  who  are 
already  participating.  It  is 
about  how  the  President 
blew  a  massive  leadership 
opportunity  by  staying  quiet 
about  his  reasons  for  oppos- 
ing the  program's  expan- 
sion. As  the  Associated  Press 
reported:  "In  only  the  fourth 
veto  of  his  Presidency... the 


Of  the  many  ways  leaders  can  boost  their  odds 
of  success,  one  is  an  absolute  must:  Make 
sure  your  people  know  what  you  stand  for 


White  House  has  sought  as 
little  attention  as  possible." 

No,  no,  no!  Especially 
when  it  comes  to  controver- 
sial decisions,  leaders  must 
communicate  more,  not 
less.  Sure,  Bush  explained 
his  veto  in  his  weekly  radio 
address.  That's  when  he  said 
he  blocked  the  expansion  of 
SCHIP  because  it  was  too 
costly,  and,  since  it  replaces 
private  coverage  with  gov- 
ernment payouts,  represents 
a  dangerous  move  toward 
nationalized  medicine.  But 
the  SCHIP  veto  was  a  huge 
principle  vote,  not  only  for 
the  Bush  Presidency  but  for 
his  party  going  into  the  2008 
elections.  For  those  reasons, 
Bush  had  to  get  out  there  in 
a  big  way.  He  could  have,  for 
instance,  appeared  on  na- 
tional TV  and  explained,  in 
simple  terms,  what  princi- 
ples motivated  his  decision. 
In  any  medium,  he  should 
have  communicated  beyond 
a  doubt  that  his  veto  was 
about  deeply  held  values  and 
building  a  better  America. 

Instead,  the  President 
created  a  leadership  vacuum. 
Worse,  he  gave  his  opponents 
an  easy  pitch  to  hit,  which 
they  did,  depicting  him  as 
heartless  toward  children.  » 
You  won't  likely  face  such 
hardball  in  your  new  leader- 
ship role,  but  somewhere 
along  the  way  you're  bound 
to  discover  that  what's  true 
in  politics  is  true  in  business. 
If  you  don't  define  yourself, 
especially  in  tough  times, 
you  can  be  certain  someone 
else  will  do  it  for  you. 


I'm  a  large-account  sales 
who  loves  his  job  and  wan 
to  keep  doing  it.  But  how  1 1 
I  stay  excited  and  current 
don't  become  "the  old  gu 
Anonymous 

HARTFORD 

Here's  one  surefire  way: 
Become  a  great  mentor.  K 
selling,  of  course.  You're 
obviously  good  at  it.  But  t 
all  that  love  you  have  for  s 
ing,  plus  all  the  insight  yo 
gained,  and  spread  them 
around.  Coach,  teach,  ins  ■ 
You'll  feel  younger  every  j 

Omer  Murphy  is  the 
perfect  example.  He  was  c 
of  the  best  salesmen  that  t 
GE  Plastics  was  ever  luckv 
enough  to  employ,  adored 
by  customers,  managers, 
and  peers.  He  closed  even 
deal  with  everyone  feeling 
good.  Then,  in  his  early  50 
Omer  asked  to  coach  youi 
salespeople  as  he  did  his 
job.  He  went  on  calls  with  I 
them  and,  afterward,  offe:< 
constructive  critiques.  Ov 
time,  he  created  what  can 
be  "Omer's  Army,"  a  legio 
energized  producers,  than 
to  his  mentoring. 

The  relationships  ener 
gized  Omer,  too.  Until  heH 
died  in  2001,  he  remainea 
young  at  heart.  Take  his  It 
and  so  will  you.  ibwi 

. 
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Jack  and  Suzy  Welch  await  you 
questions.  E-mail  them  at  thew 
way@businessweek.com.  For  t 
VIDEO  P0DCAST,  go  to  busine 
week.com/search/podcasting. 
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Dur  changing  business  is  connected  to  a  wide  variety  of  computing  devices 

is  connected  to  new  threats  that  attack  those  devices 
is  connected  to  the  power  of  one  comprehensive,  integrated  solution 
to  manage  their  security. 


intec  Endpoint  Protection.  The  next  generation  of  security  from  the  leader  in  antivirus. 

treats  require  new  means  of  protection.  Antivirus  alone  is  no  longer  enough.  That's  why  we've  combined  our 
J  security  and  advanced  threat  prevention  technologies  with  our  Network  Access  Control  capabilities  in  a  single 
(managed  by  a  single  console.  Now  you  can  have  maximum  security  in  a  smaller,  less  intrusive  product  that 
Sit  easier  for  you  to  help  protect  every  endpoint  in  your  company.  Visit  symantec.com/sep 


Confidence  in  a  connected  world. 


^  Symantec 


ERYBODY  WORRIES  ABOUT  THE  COST  OF  FUEL. 
FALCON  OWNERS  WORRY  20-60%  LESS. 


The  most  efficient  companies  in  twenty-six  countries  demand  the  most  efficient  large-cabin  business 
jets  and  fuel  is  just  one  reason.  Falcons  not  only  match  many  smaller  planes  in  fuel  economy, 
high-tech  design  lets  them  use  hundreds  of  small  airports  other  wide-cabins  can't.  City-hopping, 
ocean-hopping,  flying-more-people-to-more-places  proves  again:  Less  is  more. 


o 


,^\ 


visit  us  at:  Fnlainict.com 

Or  call:  U.S.  201. 541. 4W0  France  +33.1.47.11.82. 32 
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Just  how  far  will  th 

^^\   Protect  your  IT  system  from  floor  to  ceiling.  There's  one  thing  of  which  you  can  be  nt 

Q***   Any  weak  link  in  your  IT  security  system  will  be  exploited.  At  Fujitsu,  we've  drawn  or 
expertise  in  everything  from  servers  to  semiconductors  to  develop  storage  systems  that 
safeguard  the  data  that's  vital  to  your  business. 


With  reliable  hardware  and 

redundant  security  measures,  only 

those  on  the  guest  list  get  in. 


Redundant  redundant  security  security.  To  spend  less  time  worrying  a 
your  data,  you  need  the  scalability,  performance  and  reliability  of  Fu 
starting  with  our  ETERNUS  storage  systems.  Not  only  does  ETERNUS 
data  encryption  to  maximize  protection,  but  it  also  features  fully  redunt 
hot-swappable  and  hot-expandable  components  to  ensure  non-J 
operation.  And  ETERNUS  SF  storage  management  software  combines  i!  I 
(which  supports  IPSec)  and  AdvancedCopy  Manager  to  give  you  another 
of  protection  by  encrypting  data  that's  being  transferred  to  a  remote  back- 
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to  steal  your  data? 


su  keeps  your  data  from  falling  into  the  wrong  hands.  As  the  world's 
largest  IT  services  provider,  Fujitsu  is  always  working  to  make  your  IT 
m  as  secure  as  possible.  Because  it's  our  job  to  anticipate  your  needs, 
lg  solutions  to  problems  you  may  not  even  be  aware  of  yet.  For  more 
nation  visit  our  website. 

RNUS   World-class  storage  systems  for  the  most  demanding  business  environments. 

IV  N  U  S  S  F   Advanced  software  that  enables  business  continuity  by  simplifying  the  storage  system  and  data  management. 


Think  of  ETERNUS 

storage  systems  as  an 

indomitable  fortress. 

With  another  indomitable 

fortress  around  that. 


t  us  at  us.fujitsu.com/security 


Fujfrsu 


THE     POSSIBILITIES     ARE     INFINITE 


Limited.  All  rights  reserved  Fujitsu,  the  Fujitsu  logo,  ETERNUS  and  ETERNUS  SF  are  trademarks  or  registered  trademarks  o(  Fujitsu  Limited  in  the  United  States  and  other  countries  All  other  company/product  names  mentioned  may  be  Irademarks  or  registered  trademarks  of 
holders  and  are  used  for  identification  purposes  only. 


Every  solution  is  unique. 

One-of-a-kind  products,  mass  produced.  It's  an  example  of  how 
some  companies  are  reinventing  themselves  in  an  effort  to  stay 
competitive.  Of  course,  as  they  change,  their  risks  change  too. 
It's  a  style  thing,  but  our  approach  to  helping  customers  with 
highly  specialised  needs  is  to  build  a  collaborative  relationship 
where  we  can  provide  customized  services.  Through  a 
Relationship  Leader  who  serves  as  a  single  point  of  entry,  you 
get  access  to  the  right  mix  of  industry  professionals,  insight  and 
insurance  solutions.  With  all  the  change  going  on,  it's  a  good  fit. 
www.zurichna.com/corporatebusiness 


Because  change  happt 


ZURIC 


In  the  United  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states.  Some  co\ 
may  be  written  on  a  non-admitted  basis  through  surplus  lines  brokers   Risk  engineering  services  are  provided  by  Zurich  Services  Corporation 
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TTLE  GREEN  LIES 

las  long  been  a  mantra  of  the  environmental 
)vement:  The  greening  of  a  company  will 
ost  its  bottom  line.  So  what  made  leading 
rporate  sustainability  advocate  Auden 
hendler  change  his  tune? 
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News  You  Need  to  Know 

Business  Outlook:  Jim  Cooper  sees 
more  Fed  relief,  sooner  or  later 

Numbers 

The  Next  Business  Week 

BTW 

FaceTime:  Maria  Bartiromo  talks 
with  Hank  Paulson 
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NEWS 

Diminished  oil  supplies  and  the 
housing  crisis  combine  to  create 
a  perfect  economic  storm 

Uncertainties  hover  over  the 
big  banks'  rescue  plan  for  the 
credit  markets 

Carl  Icahn  brings  his  shake-'em-up 
investment  style  to  Silicon  Valley 

Skype  hits  the  cell-phone  market 
with  its  low-cost  Net  call  formula 

China's  car  market  is  roaring— but 
manufacturers  are  still  hurting 

Why  Richard  Branson  is  circling 
Northern  Rock 
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054      Stents  have  transformed  cardiology, 
but  are  they  truly  safe  and  effective? 
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062       Neil  Cole  emerges  from  big  brother 
Kenneth's  shadow 
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WHAT'S  NEXT 

CARS:  No-haggle  pricing  could  be 
coming  soon  to  a  dealer  near  you 

COMEBACKS:  Pepsi's 
new  Russian  campaign 

SECOND  ACTS:  Post-subprime 
survivor  Amy  Brandt's  career  switch 

LOBBYING:  Brussels  is  abuzz  with 
lobbyists  selling  clout 

HEALTH:  Superbugs,  but  no  drugs 

ENTERTAINMENT:  To  the  music  biz, 
Guitar  Hero  isn't  just  a  video  game 

ENTERTAINMENT:  Hollywood  seeks 
investors  in  the  oil-rich  Mideast 
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THE  MOTHER  OF  ALL  BAILOOT  FUNDS 

Prodded  by  treasury  secretary  henry  paulson,  the 
top  three  U.S.  banks— citigroup,  bank  of  America, 
and  jpmorgan  CHASE-on  Oct.  15  set  up  an  $80  billion 
entity  that  will  serve  as  a  buyer  of  last  resort  for  some 
30  "structured  investment  vehicles,"  or  SIVs.  Many 
of  these  off- the -books  bank  creations,  which  issue 
short-term  notes,  are  struggling  because  of  soured 
subprime  investments.  On  the  same  day,  Citi  revealed 
grim  earnings,  down  57%,  largely  because  of  $5.9  billion 
in  write-offs.  The  stock  sank  to  levels  just  below  where 
it  was  when  ceo  Charles  "chuck"  prince  took  over  four 
years  ago,  fanning  speculation  about  how  long  he  can 

hold  On  to  his  job.  I BW  I  PAGE  32  "Dangerous  waters  for  a  bailout" 


NOMURA  PULLS  A  PLUG 

They're  feeling  subprime  pain  on 
the  other  side  of  the  Pacific,  too. 
On  Oct.  1 5,  Japan's  top  broker- 
age, Nomura  Holdings,  said  it  will 
flee  the  home  loan  business  in  the 
U.S.  after  writing  off  an  additional 
$621  million  in  bad  debt  during 
the  July-September  quarter.  The 
company's  U.S.  mortgage  losses 
now  stand  at  $1 .2  billion  since 
January— far  exceeding  the  mod- 
est hits  at  other  Japanese  firms. 
Nomura  will  lay  off  400  employ- 
ees, or  nearly  a  third  of  its  1 ,300 
New  York  staff.  Top  U.S.  mortgage 
lender  Countrywide  is  cutting 
1  2,000  jobs,  or  20%  of  its  staff, 
and  CEO  Angelo  Mozilo  is  under 
investigation  by  the  SEC  for  stock 
sales  before  the  subprime  crash. 


THE  BANKRUPTCY  SQUEEZE 

If  housing  didn't  already  have 
enough  problems,  here's  one 
more:  A  tougher  bankruptcy  law 
makes  it  harder  for  struggling 
families  to  stay  in  their  homes.  The 
2005  law  is  designed  to  pressure 


Americans  to  pay  more  of  their 
credit-card  and  other  consumer 
debt,  rather  than  simply  writing  it 
off.  That  means  they'll  have  less 
money  to  pay  mortgages,  and 
there's  more  chance  they'll  face 
foreclosure.  Congress  is  ponder- 
ing legislation  that  would  allow 
judges  to  adjust  unaffordable 
mortgages  downward  for  bankrupt 
households. 

I  BW  PAGE  90  "Bankruptcy  reform  bites 
back" 


A  BIOTECH  IN  PLAY 

The  latest  target  for  Carl  Icahn: 
Biogen  Idee,  one  of  the  most 
successful  biotechs.  The  activist 
billionaire  got  the  ball  rolling  on 
Oct.  1 2  when  he  made  an  unso- 
licited offer  of  $23  billion,  forcing 
Biogen's  board  to  say  it  would 
be  open  to  other  bids.  The  price 
could  be  steep,  given  that  Biogen 
stock  has  more  than  doubled  since 
mid-April  to  around  $82  a  share 
on  takeover  speculation.  Plus, 
the  partners  on  two  of  its  biggest 
drugs,  Genentech  on  Rituxan  and 


Elan  Pharmaceuticals  on  Tysabri, 

have  the  right  to  buy  out  Biogen's 
share  in  the  event  of  an  acquisition. 
I  BW  I  PAGE  36  "Tech  gets  the  Icahn 
treatment" 


FOX  BUSINESS  DEBUTS 

Ivanka  Trump  was  on  hand  to 
hawk  her  new  line  of  diamond 
jewelry  at  the  New  York  bar  that's 
the  set  for  Happy  Hour,  the  Fox 
Business  Network's^after-market 
show.  Rupert  Murdoch's  populist 
brand  of  business  channel,  aimed 


"Pd  like  to  know  what 
those  damn  things  are 


Chuck  Prince's 
already  trouble 
reign  at  Citigro 
has  grown 
shakier 
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Tir/^f-j-lfi  "     Fed  Chairman  Ben  Bernanke  referring       ;r 
WUllU        t0  opaque  mortgage  securities,  in  an 


Oct.  15  speech  in  New  York. 


f.l 


BUSINESSWEEK  I  OCTOBER  29,  2007 


1a-,  ". 


NEWS  YOU  NEED  TO  KNOW  005 


xpanding  coverage  to  the 
ng  and  to  Middle  America, 
iched  on  Oct.  1 5  with  the 
cipated  assault  on  incumbent 
iC.  "Finally  a  second  opinion," 
on-air  promos  blared.  The 
nnel  opened  in  just  over  30 
on  TV  households— one-third 
BC's  coverage— but  has  clas- 
Fox  attitude. 


IEND' OF  THE  COURT 

'm,  creating  a  page  on  a  social 
■working  site  like  MySpace  or 
a;book  is  a  cool  way  to  keep 
luch  and  chronicle  your  latest 
■bits.  It  might  also  be  used 
flnst  you— in  court.  Lawyers  are 
ring  that  the  sites  offer  troves  of 
fence  for  use  in  everything  from 
■imonial  disputes  to  homicide 
flits.  Photos  that  defendants 
a  posted  of  themselves  while 


drunk  or  brandishing  firearms 
haven't  worked  in  their  favor  at 
sentencings,  for  example. 
H  The  National  Law  Journal,  Oct.  15 


THE  ECONOMICS  NOBEL 

What  the  heck  is  "mechanism 
design  theory"?  It's  the  reason 
that,  on  Oct.  1 5,  the  2007  Nobel 
Prize  in  Economics  was  awarded 
to  Leonid  Hurwicz,  Eric  Maskin, 
and  Roger  Myerson.  Hurwicz  pio- 
neered the  theory,  which  under- 
pins the  design  of  auctions  such 
as  those  for  use  of  the  airwaves 
and  the  right  to  emit  carbon  diox- 
ide. It  also  relates  to  a  much  wider 
range  of  economic  issues,  includ- 
ing setting  up  the  best  tax  system 
and  health  insurance  reform. 
E3  "Father  of  mechanism  design  wins 
Nobel"  businessweek.com/magazine 


OIL  PRICES  SPIKE  UP 

Wars,  and  rumors  of  wars, 
have  helped  push  crude  to  new 
heights— before  factoring  in  infla- 
tion, that  is.  Futures  closed  in  New 
York  at  a  record  $87.61  per  barrel 
on  Oct.  1 6.  One  fear  pushing 
prices:  an  attack  by  Turkey  on 
Kurdish  areas  of  Iraq.  Also,  inven- 
tories are  tightening,  world  de- 
mand remains  intense,  and  OPEC 
is  opening  the  spigot  only  a  bit. 
I  BW I  PAGE  16  "Oil  supplies  are 
getting  tighter,  but  that's  not  proof  of 
a  production  peak"  and  PAGE  29  "A 
volatile  combination"  3  "Next  stop: 
$100  oil?"  businessweek.com/magazine 


WHAT'S  SO  BAD  ABOUT 
A  WEAK  DOLLAR? 


BILLIONS  OF  DOLLARS 
140 


INDEX:  AUG.  2006  =  100 
102 


•SEASONALLY  ADJUSTED 
"AGAINST  A  BASKET  OF  MAJOR  CURRENCIES 


Data:  U.S.  Census  Bureau,  Federal  Reserve 


ELLISON  STRIKES  AGAIN 

When  Oracle's  Larry  Ellison  isn't 
trying  to  win  things— like  the 
America's  Cup,  which  he  failed  to 
nab  this  summer— he's  trying  to 
buy  things.  On  Oct.  1  2  he  kept  it 
up  with  a  $6.7  billion  hostile  offer 
for  rival  software  maker  BEA  Sys- 
tems. BEA's  board  sniffed  that  the 
bid  isn't  rich  enough,  even  though 
it  represents  a  25%  premium  over 
the  recent  trading  price.  So  far 
no  other  contenders  have  shown 
up.  If  Ellison  lands  this  fish,  he  will 
have  spent  more  than  $31  billion 
on  35  takeovers  in  three  years. 
B  "Bagging  BEA  Systems  won't  be 
easy"  businessweek.com/magazine 


YAHOO  WOWS  THE  STREET 

Co-founder-turned-CEO  Jerry 
Yang  either  has  the  gift  of  gab— or 
the  numbers  simply  did  the  trick. 
In  an  Oct.  1 6  earnings  call  he 


Turkish  soldiers 
on  maneuvers 
against  Kurdish 
guerrillas  near  the 
Iraq  border 
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outlined  a  multiyear  plan  to  reverse 
Yahoo's  declining  fortunes.  Yahoo! 
will  innovate  around  its  home 
page,  mail  service,  search  site, 
and  other  popular  properties  from 
which  users  start  surfing.  And 
then  there  were  the  third-quarter 
results:  profits  down  4.6%,  but 
revenues  up  1 2%.  The  stock 
jumped  almost  8%  on  Oct.  1 7. 
Intel  earnings  also  shone,  leaping 
43%  for  the  quarter. 
Q  "Yahoo  searches— for  profitability" 
businessweek.com/magazine 


HEART  GIZMO  GLITCHES 

It  seems  to  be  the  season  for 
recalls,  but  this  one  involved  no 
lead-painted  accessory  for 
Barbie  dolls.  On  Oct.  15, 
Medtronic  called  in  thousands  of 
wires  that  help  power  its  defibril- 
lators—implantable devices  that 
regulate  the  delicate  rhythms  of 
the  heart.  Turns  out  some  of  the 
wires  were  fracturing,  caus- 
ing them  to  deliver  shocks  or  to 
break  down.  The  company  tied 
five  deaths  to  the  faulty  compo- 
nent. Medtronic  officers  say  the 
recall  could  cost  $250  million  in 
lost  revenues  this  quarter.  And 
patients  are  none  too  happy:  One 
liability  suit  has  already  been  filed 
in  Minnesota. 


THE  A380  HITS  THE  RUNWAY 

Finally,  a  real  live  Airbus  A380 
has  made  an  appearance.  The 
company  delivered  its  first 
megajet,  delayed  two  years  by 
snafus,  to  first  customer  Singa- 
pore Airlines.  The  carrier  showed 
off  the  plane's  snazzy  interior, 
including  private  bedrooms  with 
Givenchy  furnishings,  at  an  Oct. 
1 5  ceremony  in  Toulouse,  France. 
The  aircraft  is  set  for  its  maiden 
commercial  flight  on  Oct.  25, 
from  Singapore  to  Sydney.  The 
doubledecker  is  still  a  drag  on 
profits,  though.  Airbus  has  logged 
only  1  65  orders,  fewer  than  half 
the  420  it  says  are  needed  to 
break  even. 

□  "Airbus  A380:  In  business  at  last" 
businessweek.com/magazine 


MOVING  THE  METAL 

Led  Zeppelin  is  hunting  for  a  new 
stairway  to  sales  heaven.  Warner 
Music  said  on  Oct.  1 5  that  the 
British  superband's  entire  oeuvre 
would  be  available  commercially 
for  download  starting  in  Novem- 
ber. That  came  less  than  a  week 
after  another  Brit  band,  Radio- 
head,  put  its  latest  album  online 
and  let  fans  decide  how  much  to 
pay  for  it.  With  music  CD  sales 
down  1 4%  this  year  alone,  the  in- 
dustry continues  to  seek  a  catchier 
business-model  groove. 
□  www.telegraph.co.uk 
BW  I  PAGE  110  "Leaving  record  labels 
behind" 


SHANGHAI  SURPRISE 


AVERAGE  PRICE/EARNINGS  RATIO 


|  _ 

STOCK  PRICE 
VALUATIONS 

30       B 

III! 

Shanghai  Tokyo  S&P  500  London 

Data:  Bloomberg  Financial  Markets 


ADVERTISE?  WHAT  FOR? 

Think  about  it:  Google  is  one  of 
the  hottest  stocks  because  it 
figured  out  how  to  turn  Internet 
search  into  an  advertising  bo- 
nanza. But  can  you  recall  an  ad  for 
Google  itself?  Probably  not,  and 
that's  because  the  company  relies 
largely  on  word  of  mouth  and 
obsessive  media  attention.  Google 
laid  out  just  $1 88  million  on  ad- 
vertising and  promotion  in  2006, 
about  what  Microsoft  spends 
every  two  months.  That  very 
dearth  of  ads  helps  keep  Google 
cool— and  makes  it,  according  to 
one  consulting  firm,  the  most  valu- 
able brand  on  the  planet. 
□  Associated  Press,  Oct.  14 


BULLS  STAMPEDE  IN  CHINA 

Mainland  investors  are  taking 
irrational  exuberance  to  new 
heights.  On  Oct.  1 5  the  Shanghai 
Stock  Index  blasted  through  the 
6,000-point  mark  and  closed  at 
6337  on  Oct.  1 7,  up  a  dizzying 
1  25%  since  the  beginning  of  the 
year.  The  broader  CSI  300  index 
of  top  Shanghai  and  Shenzhen- 
listed  companies  is  up  1 85%. 
Meanwhile,  a  Beijing  official  has 
confirmed  that  state-owned  China 
Citic  Group  is  seeking  to  take 
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"No  bounds  for  China's  stock 

nzy"  businessweek.com/ 

igazine 


DU'VE  GOT...A  PINK  SLIP 

)L  continues  to  play  the 
;redible  shrinking  Internet 
irtal.  The  Time  Warner  unit 
nfirmed  on  Oct.  1 5  that 
I  ax  2,000  more  workers, 
tting  its  once-hefty  1 8,000 
jrkforce  to  8,000.  The  20% 
op  comes  as  AOL  slowly 
>rphs  into  an  ad-supported 

Revenue  is  down  32% 
2007,  as  nearly  7  million 
bscribers  have  logged  off  in 
past  year. 


'PLE,  PHONE  HOME 

wing  to  a  legion  of  eager 
eks,  CEO  Steve  Jobs  on 
;t.  1 7  said  Apple  will  open 
iPhone  to  software  devel- 
ers  in  February,  confirming 
tory  first  reported  the  day 
fare  on  BusinessWeek. 
:n.  But  popular  as  the  move 
the  iPhone  is  going  to  have 
re  competition.  Skype,  the 
ay-owned  Internet  calling 
ficern,  is  hooking  up  with 
tish  wireless  carrier  3  on  a 
idset  that  will  make  calls 
free  to  other  Skypers— and 
ch  cheaper  calls  to  over- 
iis  numbers  than  on  regular 
phones. 
I 1  PAGE  114  "Apple  politics" 
E  38  "Skype  takes  its  show 
he  road"H  "Will  Apple  open 
iPhone?"  businessweek.com/ 
Ezine 


SANSON  TO  THE  RESCUE 

Rnard  Branson,  white  knight. 
I;  a  nice  ring,  no?  The  entre- 
[Jjneur  wants  to  save  a  bank 
nistress:  British  mortgage 
eter  Northern  Rock.  On  Oct. 
to  Virgin-led  consortium 
■nancial  stalwarts  submit- 
la  proposal  to  inject  up  to 
$  billion  in  new  capital  into 


Northern  Rock  in  exchange  for 
a  controlling  stake  in  the  busi- 
ness. It'll  then  be  combined 
with  Branson's  online  financial 
services  firm,  Virgin  Money. 
Branson  wants  to  build 
Virgin  Money  into  a  consumer 
finance  powerhouse. 
I BW I  PAGE  42  "The  international 
bank  of  Branson" 


BOEING  RESHUFFLE 

A  six-month  delay  is  simply  too 
long  when  you've  bet  the  farm 
on  a  fuel-sipping  new  plane. 
So  CEO  Jim  McNerney  took 
about  six  days  after  getting  the 
bad  news  to  reassign  Mike 
Bair,  who  had  led  the  787 
Dreamliner  program  from  its 
inception  but  failed  to  deliver 
on  time.  His  replacement: 
Pat  Shanahan,  no  stranger  to 
troubled  operations.  He  fixed 
Boeing's  wobbly  rotorcraft 
division  and  fired  up  the  much- 
maligned  missile  defense 
systems. 


ERICSSON:  OUCH! 

Shares  in  the  Swedish  tele- 
com equipment  maker  took 
an  historic  drubbing  on  Oct. 
1 6,  flopping  nearly  25%  after 
it  warned  of  slow  revenue 
growth  and  a  surprise  36% 
slide  in  profits.  CEO  Carl- 


Henric  Svanberg  (photo) 
blamed  the  shortfall  on  late- 
quarter  delays  in  key  contracts 
and  a  higher  proportion  of 
less  profitable  sales  in  the 
developing  world.  Analysts  felt 
blindsided  and  downgraded 
the  stock  en  masse. 
S  "Ericsson's  surprise  nosedive" 
businessweek.com/magazine 


OCTOBER  29,  2007  I  BUSINESSWEEK 


Sprint  J>  ahead 


Rocket  fuel  for 
road  warriors. 

With  the  fastest  and  largest  national  mobile 
broadband  network,  you  can  work  farther 
and  faster  than  ever  before.  That  s  business 
at  SprintSpeed.'"  Buckle  up. 


5fe^r 


The  Sierra  Wireless  USB  AirCard "  595U 
for  your  business  account. 
Rated  for  SprintSpeed. 

Requires  new  card  activation  and 
two-year  agreement.  No  voice 
plan  required. 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download  speed  capability. 
User's  speed  experience  may  vary.  Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not 
available  everywhere.  See  sprint.com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reaches  over 
224  million  people.  Not  available  in  all  markets/retail  locations.  Card  Offer:  Offer  ends  11/3/07  or  while  supplies 
last.  Available  for  corporate-liable  accounts  (activations  using  a  business  name  and  tax  ID)  only.  May  require 
up  to  $36  activation  fee/line,  credit  approval  and  deposit.  $200  early  termination  fee/line  applies  after  30  days. 
Taxes  excluded.  Mobile  Broadband  Ca'd  data  plan  required.  ©2007  Sprint  Nextel.  All  rights  reserved. 


Another  reason  to  switch  to  T.  Rowe  Price: 


7ofthe 

mutual  funds 


—  MONEY   magazine,  2/07 


Seven  T.  Rowe  Price  funds  were  recently  included  on  MONEY  magazine's  list  of  70  "best 
mutual  funds."*  MONEY  magazine  chose  its  list  based  on  low  cost,  a  history  of  putting 
investors'  interests  first,  and  a  consistent  investment  strategy. 

At  T.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we 
manage.  And  we  keep  costs  low — offering  funds  with  no  loads,  no  commissions  or  sales 
charges,  and  expense  ratios  below  their  Lipper  averages. 

Our  investment  approach  is  just  one  of  the  things  that  make  T.  Rowe  Price  unique.  Before 
you  invest,  discover  all  the  differences  that  go  into  the  management  of  T.  Rowe  Price  funds. 
And  find  out  how  we  can  help  you  meet  your  investment  goals. 


The  more  youftSK 

the  more  we're  different!" 


'Source:  MONEY  magazine.  The  funds  on  the  MONEY  70'  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  staff  of  MONEY  magazine.  Some  of  the  c* 
included  consistent  investment  approach,  low  expenses,  and  a  history  of  integrity  on  the  part  of  the  management.  The  ending  date  for  performance  was  12/15/06.  The  publicatioi  I 
of  the  MONEY  article  was  2/07.  MONEY  and  MONEY  70  are  registered  trademarks  of  Time  Inc.  Used  with  permission.  i 


Ml: 


Average  annual  total  returns  as  of  6/30/07 


Blue  Chip  Growth  Fund  (TRBCX): 

Invests  in  medium  and  large  blue  chip  companies 

Emerging  Markets  Stock  Funda(PRMSX): 
Invests  in  companies  in  developing  countries-" 

Equity  Income  Fund  (PRFDX): 

Invests  in  large,  dividend-paying  companies 

International  Discovery  FundA(PRIDX): 
Invests  in  small  to  mid-size  global  companies"* 

New  Era  Fund  (PRNEX): 

Invests  primarily  in. the  energy  sector1 

New  Horizons  Fund  (PRNHX): 

Invests  in  smaller,  faster-growing  companies'' 

Retirement  Funds: 

Portfolios  of  up  to  1 6  T.  Rowe  Price  funds  adjusted  to  match  a  target  retirement  date." 


20.87%  10.34%  6.83% 

51.04%  31.02%  12.29% 

22.59%  11.90%  9.49% 

33.90%  27.41%  16.95% 

26.12%  23.27%  14.35% 

1 5.20%  1 5.29%  9.47% 


■  ill 
tPi 


Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  The  Emerging  Markets  Stock  Fund's  short-term  performance  is  highly  unusual  and  cannot  be 
sustained.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  your 
shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site.  '"The  performance 
information  shown  does  not  reflect  the  deduction  of  a  2%  redemption  fee  on  shares  held  for  90  days  or  less. 
if  it  did,  the  performance  would  be  lower,  international  investing  involves  special  risks,  including  currency 
fluctuations.  'Factors  such  as  natural  disasters,  market  illiquidity,  or  political  instability  in  commodity-rich 
nations  can  have  a  negative  impact  on  the  fund.  "Stocks  of  small  companies  are  subject  to  more  abrupt  or 
erratic  price  movements  than  larger-company  stocks.  wMONEY  based  its  selection  on  experience  of  the  firm, 
reasonable  fees,  and  high  percentage  of  assets  in  stocks.  The  higher  a  fund  s  allocation  to  stocks,  the  greater  the 
risk.  The  funds  invest  in  many  underlying  funds  and  are  exposed  to  the  risks  of  different  areas  of  the  market. 


Request  a  prospectus  or  a  brief er  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing.  All  mutual  funds  are  subject  to  market 
risk,  including  possible  loss  of  principal. 


troweprice.com/start     1.888.702.0651 


(years  ended  December  31, 2006  (except  for-Hm 

T.  Rowe  Price  Investment  Services,  Inc..  Distributed 


T.RoweRice 

INVEST    WITH    CONFIDENCE 


_  j  capital  gain  distributions.  "The  funds'  expense  ratios  are  as  of  Jpir  fiscal 
Jig  Markets  Stock  and  International  Discovery  Funds,  which  are  as  of  their  fiscal  years  ended  October  Jl.  2006). 
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For  African 
farmers,  a  better 
cash  harvest 
courtesy  of  the 
WTO? 


WASHINGTON  LOSES  ONE 

It's  chop  those  cotton  subsidies— 
or  else,  according  to  the  World 
Trade  Organization.  On  Oct.  1 5, 
officials  said  that  the  global  trade 
court  had  upheld  an  earlier  deci- 
sion that  the  U.S.  hasn't  gone  far 
enough  in  cutting  off  as  much  as 
$4  billion  in  aid  to  its  cotton  farm- 
ers. It's  a  triumph  for  Brazil,  which 
brought  the  case,  and  by  exten- 
sion for  African  growers  that  want 
to  export  to  the  U.S.  Washington 
can  still  appeal. 


WHAT,  NO  HAGGLING? 

Most  automobile  dealers  have 
scoffed  at  the  idea  of  selling  cars 
without  negotiating.  But  Lithia 
Automotive  Group,  a  chain  with 
more  than  100  dealerships,  is 
switching  all  its  stores  to  fixed- 
price  selling  over  three  years.  A 
few  independents  have  done  it, 
too.  Lots  of  dealers  hate  the  idea, 
but  with  65%  of  car  buyers  saying 
they  prefer  fixed  prices,  more  may 
make  the  switch. 

I BW I  PAGE  71  "Haggling  starts  to  go  the 
way  of  the  tail  fin" 


A  NEW  DRIVER  AT  UPS 

Scott  Davis,  chief  financial  officer 
of  United  Parcel  Service  for  the 
past  six  years,  will  take  the  wheel 
next  January  from  the  retiring 
Mike  Eskew.  At  tradition-bound 
UPS,  where  most  management 
trainees  must  first  pay  their  dues 
running  actual  routes,  Davis,  55, 
comes  close  to  being  an  outsider, 
having  joined  UPS  in  1  986  when 
it  acquired  II  Morrow,  a  maker 
of  tracking  technology  that  he 
headed.  Analysts  think  the  Davis 
pick  could  presage  a  big  acquisi- 
tion by  UPS,  maybe  in  Asia.  That 
region  has  delivered  most  of 
UPS's  growth  lately. 


SAYING  NO  TO  THE  DOLANS 

The  chances  of  the  controlling 
Dolan  family  taking  Cablevision 
private  seem  to  be  sinking 
faster  than  its  New  York  Knicks 
usually  pile  up  losses.  Claiming 
that  shareholders  wouldn't  be 
"adequately  compensated"  by  the 
$10.6  billion  buyout,  the  cable 
company's  largest  shareholder, 
ClearBridge  Advisors,  joined  dis- 


sident owners  T.  Rowe  Price  and 
Mario  Gabelli  in  saying  it  would 
vote  against  the  deal  on  Oct.  24. 
That  could  doom  the  Dolans'  third 
try  to  take  the  company  private.  In 
other  media  news,  Morgan  Stan- 
ley on  Oct.  1 7  dumped  its  7.9% 
stake  in  the  parent  of  The  New 
York  Times.  Morgan  hasn't  been 
shy  about  criticizing  management. 

PUBLIC  OFFERINGS  GALORE 

The  Istanbul  stock  exchange  will 
see  a  rash  of  initial  public  offer- 
ings in  2008,  reports  the 
Oct.  7-20  issue  of  Business- 
Week Turkey.  As  many  as  50 
Turkish  companies,  including  big- 
gies such  as  Turk  Telekom  and 
chocolate  maker  Ulker  Cikolata, 
plan  to  list  next  year.  Businesses 
are  eager  to  hitch  a  ride  on  the 
bull  market.  The  main  index  on 
the  Istanbul  exchange  is  up 
more  than  48%  so  far  this  year, 
powered  in  part  by  rising  foreign 
investment.  And  international 
investors  now  account  for  nearly 
three-quarters  of  trading  volume. 
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2008  growth 
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the  global 
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Data:  International 
Monetary  Fund, 
World  Economic 
Outlook,  Oct.  2007  ' 
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ET  5B/uray  HI-DEF  MOVIES  FREE 

BY  MAIL  WITH  PURCHASE  OF  QUALIFYING  BLU-RAY  PLAYER 


•ET  YOUR  5  FREE  BLU-RAY  HIGH  DEFINITION  MOVIES  BY  MAIL 


1 .  Buy :  ONE  eligible  Blu-ray  Disc*  player  (see  list  below).  Check  ONE  below,  (and  circle  model  #) 

DSonyBOP-S1/S30(VS3O1/S50(VS2000ES/HES-l/1000    □  PLAYSTAT10Ne3 

D  Panasonic  DMP-BD1  OK/1  0AK/30K    D  Philips  BOP9000/37    □  Pioneer  BDP-94HD/95FD 

□  Samsung  BO-PI  200/1 400 

2.  Choose  5  movies.  Check  ONLY  ONE  from  each  category  below. 

BVHE  will  choose  Blu-ray  Disc  titles  at  its  discretion  when  selection  submitted  is  incorrect 
incomplete  or  illegible. 


3.  Complete  this  original  certificate  and  mail  it  with  the  following: 

-The  original  UPC  code  located  on  the  outside  of  the  player  package,  (copies  not  accepted). 
-  Cash  register  receipt  from  your  eligible  Blu-ray  player  purchase  imprinted  with  store  name  and 

dated  between  10/1/07  through  1/31/08  with  purchase  price  circled.  (Photocopy  of  the  receipt 

should  be  provided). 

4.  Submission  must  be  postmarked  by  2/29/08 

5.  Mail  to:  Holiday  Blu-ray  Offer,  P.O.Box  410260,  El  Paso,  TX  88541 -0260 
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ZIP: 
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Jmit  1  redemption  per  household  Otter  valid,  and  purchases  must  be  maoe.  between  October  1 .  2007  and  January  31  2008  All  requests  must  be  postmarked  by  February  29, 2008.  Umrt  one  submission  per  envelope  Group  submissions  are  void  Store  receipts  must 
nanate  from  same  state  as  consumer  address  Blu-ray  Discs  will  not  be  mailed  to  RO  boxes.  Check  with  your  local  post  office  lor  a  street  address.  Offer  rights  may  not  be  assigned  or  transferred  Requests  not  In  compliance  with  all  the  terms  of  this  offer  will  not 
)  acknowledged  or  returned  All  submrssrons  are  subject  to  verification  and  become  the  property  of  Buena  Vista  Home  Entertainment  (BVHE)  Fraudulent  submission  including  use  of  multiple  addresses  or  PO  boxes  to  obtain  additional  Blu-ray  discs  may  result  in 
-josecutjon  Reproducbon  purchase  sale  or  trade  of  this  mail-.n  certificate  or  p,oof-of-purchase  labs  is  prohrbrted.  BVHE  reserves  the  nght  to  wrtjldraw  or  modify  any  terms  ot  this  otfer  Liability  for  defective  produc  redeemed  under  ilris  offer  will  be  limited  to 
placement  ot  the  Blu-ray  Disc  by  a  Blu-ray  ot  the  same  type  or  title  Otter  good  in  USA  and  its  territories.  APOs  and  FPOs  Void  where  prohibited,  taxed  or  restricted  by  law  Please  allow  eight  to  ten  weeks  tor  delivery  BVHE  and  the  other  companies  associated  with 
IS  offer  will  not  be  liable  tor  lost  late  misdirected  mutilated,  illegihle  rncomplete  or  postage-due  mail  or  lost,  stolen  or  destroyed  proof-of-purchase  labs  Void  where  prohlbrted  "By  participating  in  Ibis  promotlon^you  may  receive  apodal  offers  and  mtormatron 
kt>  participating  Blu-Ray  Disc  Associabon  partners  Please  provide  your  email  address  to  receive  Ihis  information  via  email  ©  SPHE.  For  complete  details  and  order  form,  please  visit  BluraySavlngs  com  or  phone  1  -800-598-9671 


For  complete  details  and  order  form,  please  visit  BluraySavings.com 
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TO  CUT  OR  NOT  TO  CUT? 


The  market's  recent  upbeat  signals  give  the  Fed  little  reason  to  slash  rates  further, 
but  the  still-unfolding  credit  turmoil  will  require  more  relief  sooner  or  later 


Will  it  be  trick  or  treat  this  Halloween?  The  Federal  Reserve  faces  a  tough  decision  on  Oct.  31:  Cut 
rates  again  and  risk  easing  policy  too  much,  or  hold  rates  steady  and  risk  doing  too  little.  Up  to  now, 
the  Fed's  words  and  actions  have  shown  a  clear  preference  to  err  on  the  easy  side.  The  big  half- point 
cut  on  Sept.  18  was  recession  insurance  against  the  unknown  fallout  from  the  credit  crisis.  Since  the 


though,  money-market  pressures  have 
diminished  considerably,  and  gener- 
ally upbeat  economic  reports  seem  to 
ask:  "What  credit  crunch?"  As  a  result 
the  Fed  may  take  a  pass  at  its  upcoming 
meeting.  The  futures  markets,  which  a 
month  ago  had  rated  the  probability  of 
an  Oct.  31  cut  at  about  90%,  now  say 
chances  are  only  about  one  in  three. 

Nevertheless,  it's  a  good  bet  the  Fed, 
at  some  point,  will  have  more  work  to 
do.  This  is  a  slow- motion  credit  crunch 
that  will  take  a  long  time  to  play  out. 
Investors  are  repricing  the  riskiness  of 
many  assets,  especially  those  related 
to  mortgages.  Credit  will  be  costlier 
and  less  readily  available  for  some  time. 
Despite  recent  improvement,  borrow- 
ing conditions  for  many  home  buyers, 
consumers,  and  businesses  are  still 
tighter  than  before  the  crisis. 

HOUSING'S  HEAVY  DRAG  ON 
THIRD-QUARTER  GROWTH 


PERCENT  CHANGE  FROM  PRIOR  QUARTER, 
ANNUAL  RATE 
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U.S.  Census  Bureau,  Global  Insight 

Barring  some  new  downdraft,  it  will 
be  easy  for  the  Fed  to  withhold  its  treat 
on  Oct.  31.  Except  for  more  dreadful 
housing  data  on  builders'  sentiment 
and  starts  (chart),  recent  economic 
reports  have  held  up  well.  September 
retail  sales  excluding  autos  and  gasoline 
rose  after  declining  in  August,  and  car 
buying  rebounded.  Manufacturing 
output  edged  up  after  an  August  dip, 
and  the  August  trade  deficit  narrowed 
for  the  third  month  in  a  row,  assuring 
foreign  trade  will  make  a  big  contribu- 
tion to  third  -  quarter  economic  growth . 

Interestingly,  the  government  will 
report  its  first  estimate  of  last  quarter's 
growth  on  the  same  day  the  Fed  meets, 
and  the  numbers  will  look  solid.  Real 
gross  domestic  product  is  currently 
expected  to  have  grown  in  the  neighbor- 
hood of  3%  to  3.5%.  However,  much 
of  the  quarter's  growth  was  front - 
loaded,  a  strong  start  but  a  weaker 
finish.  Fed  Chairman  Ben  Bernanke 
cautioned  in  a  speech  on  Oct.  15  that  "it 
remains  too  early  to  assess  the  extent  to 
which  household  and  business  spend- 
ing will  be  affected  by  the  weakness  in 
housing  and  the  tightening  in  credit 
conditions." 

The  squeeze  on  economic  activity 
will  become  more  evident  in  the  current 
quarter.  Many  economists  now  expect 
fourth  -  quarter  growth  in  the  1%  -  to  - 
2%  range.  Given  slower  job  growth,  a 
worsening  housing  slump,  and  oil  near 
$90  per  barrel  prior  to  the  heating 
season,  consumer  spending  will  be 


hard-pressed  to  match  its  strong  thin 
quarter  pace  of  about  3%  or  greater. 

Also,  businesses  are  more  cautious. 
Surveys  show  boardroom  confidence 
is  down,  and  plans  for  capital  spendin 
and  hiring  are  more  tentative.  Orders  i 
capital  goods  other  than  aircraft  have 
gone  nowhere  in  the  past  three  month 
and  they're  below  where  they  were  a 
year  ago.  Inventories  are  lean,  which 
removes  one  potential  roadblock  to  pn 
duction  gains,  but  wary  companies  seif 
little  incentive  to  build  up  their  stocks*. 

Companies  also  face  an  uncertain 
profit  outlook,  especially  those  depec 
dent  on  domestically  generated  earn-; 
ings.  Over  the  past  year,  earnings  fror 
abroad  accounted  for  almost  all  of  thei 
profit  growth  of  U.S.  companies,  whil:i 
domestic  earnings  grew  only  0.9%.  0( 
Oct.  1  analysts  expected  third -quarte 
earnings  per  share  for  the  companies 
in  the  Standard  &  Poor's  500-stock 
index  to  rise  only  3.6%,  but  they  see  & 
rebound  to  10.8%  in  the  fourth  quarte 
In  the  face  of  slower  economic  growtl' 
and  weaker  pricing  power,  that  seems 
like  a  stretch. 

Although  Bernanke  gave  no  hint  on 
Oct.  15  about  the  Fed's  next  move,  his 
comments  imply  he  believes  two  thin 
The  full  impact  of  the  credit  turmoil  c 
the  economy  has  yet  to  unfold,  and  tr. 
financial  stress  will  not  abate  quickly. 
That  suggests  policymakers  will  be 
leaning  toward  taking  out  some  more 
recession  insurance — if  not  on  Oct.  3] 
then  in  December.  1 BW 1 
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Your  financial  success  is  our  reward.  But  we  do  appreciate  the  recognition. 

At  SMBC,  we  appreciate  every  award  we  receive,  for  they  underscore  our  success  in  helping  clients  achieve  theirs.  As  a  solutions-driven  financial  institution, 
we  first  clarify  needs  and  identify  problems.  Our  exceptionally  talented  advisers  then  develop  innovative  solutions  unique  to  each  client's  requirements. 
Teams  in  Asia.  Europe  and  the  Americas  work  in  close  cooperation,  augmenting  regional  knowledge  with  global  insight.  And  as  we  continue  to  expand 
our  services  globally,  SMBC  looks  forward  to  representing  Japan  and  the  world  as  your  financial  services  company.  This  is  the  greatest  reward  of  all. 


Global  Adviser  of  the  Year.  Pro]ect  Finance  International  -  pli  awards  2006  •  The  Best  Project  Finance  Loan,  Financial  Advisor  and  Mandated  Lead  Arranger  in  PetroRabigh,  Euroweek 
Ranked  No.1  in  Financial  Adviser  of  Global  Project  Finance  Deals,  Dealogic  ■  Global  Protect  Finance  Review  2006  ■  Ranked  No.2  in  Lead  Arranger  of  2006  Syndicated  Loan  in  Asia,  Project  Finance  Intern 
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016   NUMBERS 


OIL  SUPPLIES  ARE  GETTING  TIGHTER, 

BUT  THAT'S  NOT  PROOF  OF  A  PRODUCTION  PEAK 


By  Peter  Coy/Charts  by  Ray  Vella 

Prices  near  $90  a  barrel  have  fueled  worries  that  the  world  is  running  out  of  easy- 
to-get  oil.  On  the  other  hand,  the  cost  of  production  is  still  relatively  low,  and  global 
reserves  are  far  from  exhausted.  Alternative  fuels  will  become  increasingly  important. 


$ 


24.73 


AVG.  COST  PER  BARREL  (2006) 

s43.62 

AVG.  REVENUE  PER  BARREL  (2006) 

The  average  cost  per  barrel 
covers  finding  oil  and  gas, 
developing  the  field,  and 
delivering  the  product  to 
storage.  In  2006  it  was 
consistently  less  than  the 
average  revenue  per  barrel 
of  oil  and  equivalents.  From  a 
survey  by  John  S.  Herold  Inc. 


11.9 

YEARS  OF  U.S.  OIL  RESERVES 

725 

YEARS  OF  OPEC  OIL  RESERVES 


The  figure  represents  the 
number  of  years'  worth 
of  proven  reserves  of  oil 
left  at  the  end  of  2006. 
The  calculation  assumes 
production  continues  at 
the  2006  rate  and  no  new 
reserves  are  added.  In  fact, 
it's  likely  new  reserves  will  be 
added.  The  numbers  come 
from  the  BP  Statistical  Review 
of  World  Energy. 


Reserves  Though  there's  still  plenty  of  oil  in  the 
ground,  most  of  it  is  in  OPEC  nations  and  the  former 
Soviet  Union.  Those  countries  have  been  slow  to 
increase  production  and  relieve  the  pressure  on  prices. 


Data:  BP  Statistical  Review  of  World  Energy 
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ALTERNATIVE  FUELS 

Unconventional  liquid  fuels,  such  as  oil  synthesized  from  the 
tar  sands  of  Alberta,  Canada  (black  bars  in  chart),  will  help 
compensate  for  an  expected  shortfall  in  ordinary  oil. 
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e  Northwind  Trader 


No  135 

Welcome  to  the  latest  issu«  of  The  Northwind  Trader.  In  this  Installment, 
we  will  cover  some  ol  the  newest  and  most  interesting  topki  relating 
to  our  ongoing  new  business  activities 
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The  importance  of  design  ii 
developing  innovative 
products  and  services  is 
widely  understood.  But 
in  the  workplace,  recognitio 
of  how  design  can  boost 
performance  remains  scant.  Our  BusinessWeek.com 
Special  Report  on  Office  Design  looks  at  companies  on 
the  vanguard,  like  Alcoa,  Intel,  and  EMI  Music  Publishing 
Want  to  see  an  alternative  to  the  dull,  beige  world  of 
cubicles?  Check  out  a  slide  show  of  what  some  designers 
and  furniture  makers  have  dreamed  up.  And  find  out 
why  office  and  zoo  designers  face  similar  issues.  Go  to 
businessweek.com/go/07/office  for  this  and  more,  i  bw  i 
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JOB  INSECURITY 

A  number  of  big  employers  are 
expected  to  cut  thousands  of 
jobs  in  the  months  ahead.  "Layoff 
season"  falls  between  now  and  the 
end  of  the  year.  How  bad  could  it 
get,  and  where  should  employees 
look  for  new  opportunities? 

PROPERTY  TAX  POINTERS 

While  real  estate  prices  are 
declining  in  much  of  the  country, 
property  taxes  haven't  followed 


suit.  We've  got  tips  for  homeowne 
looking  to  reduce  their  tax  burden  | 

FORTIFIED  FOODS 

Food  and  beverage  companies 
are  packing  products  with  vitamin 
and  minerals.  Are  you  getting  too 
much  of  a  good  thing?  We  ask  th 
experts. 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clips  r. 
or  find  your  local  station  and  airtime  I 
Zip  Code,  go  to  businessweektv.com.  1 
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ighting  Multiple  Sclerosis 


Providing  Hope 


Science  For  A  Better  Life 
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More  than  2.5  million  people  worldwide  have 
multiple  sclerosis  -  mainly  women.  For  those 
cied,  the  diagnosis  has  a  major  impact 
heir  lives:  they  have  to  learn  how  to  live 

ri  incurable  disease,  the  cause  of  which 
fully  known. 
In  the  fight  against  multiple  sclerosis, 
Bayer  HealthCare  Pharmaceuticals  brought 
market  the  first  therapy  with  long-term 
:acy  in  significantly  reducing  the  frequency 
of  exacerbation.  We  also  continue  to  investi- 
gate new  therapies  in  this  area  to  give 
patients  the  most  precious  gift  possible:  a  life 
full  of  hope  for  the  future,  www.bayer.com 


Would  you  stop  to  give 
someone  directions? 

If  you  were  walking  that  way, 

would  you  guide  them? 

What  if  it  was 

out  of  your  way? 

Two  miles. 

Two  thousand  miles. 

Would  you  travel  that  far 

to  teach  someone? 

To  learn  something  yourself? 

Peace  Corps. 
Life  is  calling. 
How  far  will  you  go? 


THE  NEXT  BUSINESSWEEK 


THE  CALENDAR 


MERCK 

Mon.  Oct.  22,  9  a.m.  EDT 
The  pharmaceutical  giant 
announces  its  third-quarter 
earnings.  The  U.S. 
government  approved  its 
Isentress  AIDS  treatment 
on  Oct.  1  2. 

APPLE 

Mon.  Oct.  22,  5  p.m.  EDT 
The  computer  and  iPod 
maker  presents  third- 
quarter  results.  On  Oct.  1 6, 
Apple  cut  the  price  of  songs 
without  digital  rights 
management  at  its  iTunes 
Store  to  99$,  from  $1.29. 

VOLKSWAGEN 

Tues.  Oct.  23 
The  European  Court  will 
rule  on  the  legality  of  a 
stockholder  voting-rights 
provision  that  has  protected 
the  German  automaker  from 
takeover  and  kept  it  under 
state  control.  If  the  rule  is 
overturned,  Porsche,  which 
currently  owns  31  %  of  VW, 
could  take  full  control. 


GREENSPAN  SPEAKS 

Tues.  Oct.  23,  10  a.m.  EDT 
The  former  Federal  Reserve 
chairman  and  author  of 
The  Age  of  Turbulence  is 
the  keynote  speaker  at  the 
2007  Midwest  ACG 
Capital  Connection 
conference  in  Chicago. 

AEROSPACE  &  DEFENSE 

Tues.  Oct.  23,  1 1  a.m.  EDT 
Lockheed  Martin  starts  a 
week  of  earnings  news  for 
the  sector,  which  is  up  by  a 
market-beating  22%  this 
year.  Next  up  are  Boeing 
and  General  Dynamics  on 
Oct.  24,  followed  by  L-3 
Communications,  Northrop 
Grumman,  and  Raytheon* 
on  Oct.  25. 

JAPAN'S  ECONOMY 

Tues.  Oct.  23  7:50  p.m.  EDT 
The  government  issues 
September  foreign  trade 
data.  On  Oct.  25,  Septem- 
ber industrial  output  and 
October  inflation  data 
come  out. 


U.S.  HOUSING 

Wed.  Oct.  24,  10  a.m.  ED 
An  update  on  housing 
begins  with  September 
existing-home  sales  and 
third-quarter  results  from 
Pulte  Homes.  New-home 
sales  data  are  due  on 
Oct.  25.  Mortgage  lender 
Countrywide  presents  its 
earnings  on  Oct.  26. 

GERMAN  BUSINESS 
CONDITIONS 

Thurs.  Oct.  25,  4  a.m.  EDI 
The  Ifo  Institute  for 
Economic  Research 
releases  its  October 
German  business- 
conditions  report.  A  rising 
euro  and  fallout  from  the 
U.S.  credit-market  turmoil 
are  dampening  business 
sentiment. 

U.S.  DURABLE  GOODS 

Thurs.  Oct.  25, 8:30  am.  ED 
Economists  expect  a 
modest  1 .4%  rebound  in 
September  orders,  after  a 
4.9%  drop  in  August. 

SONY 

Thurs.  Oct.  25, 4:20  am.  EC 
The  electronics  maker  lays 
out  its  second-quarter 
results.  The  company  plan 
to  offer  a  stripped-down 
version  of  its  PlayStation 
and  cut  the  price  of  its 
current  game  console  in 
Japan. 


MOTOROLA 

Thurs.  Oct.  25, 1 2  p.m.  ED 
The  phone  maker  reports 
third-quarter  results. 
Investor  Carl  Icahn  restati 
his  belief  that  it  should  be 
split  up. 
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BAKER  HUGHES 

Fri.  Oct.  25,  8:30  a.m.  EDI 
The  oilfield-services 
company,  whose  shares 
have  climbed  over  30%  th 
year,  lays  out  its  third- 
quarter  results,  ibwi 


800.424.8580   |   peacecorps.gov 
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INDESIT 


TURKEY 


INDESIT 


Indesit  Company 


"We  trust  in  Turkey's 

motivated  and  qualified  labor  and 

her  strategic  location." 

Marco  Milani,  INDESIT  COMPANY  CEO 


t  population  of  70  million  people. 
5%  below  34  years  old.  Average  age  29. 
kpprox.  400,000  university  graduates  per  year. 
oung,  well  educated  and  motivated,  professionals, 
lighly  competitive  investment  conditions. 
1  xports  increased  240%  in  4  years,  up  to  85  billion 
ISD  as  of  2006. 
xcess  to  the  EU,  Central  Asia  and  the  Middle  East. 


INVEST  IN  TURKEY 

•  GDP  increased  122%  in  the  past  4  years, 
reaching  400  billion  USD. 

•  Ranked  as  the  17th  largest  economy  in  the  world  and 
the  6th  largest  economy  in  the  EU. 

•  Ranked  13th  among  the  most  attractive  countries  in 
the  world,  with  its  FDI  worth  20.2  billion  USD.  (oecd.2oo6) 

•  Annual  Average  GDP  growth  of  7.4%  per  year, 
since  2002. 


REPUBLIC  OF  TURKEY  PRWE  MINISTRY 

INVESTMENT  SUPPORT  AND 

PROMOTION  AGENCY 


YOUR  ONE-STOP-SHOP 
IN  TURKEY 


invest.gov.tr 
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DOWN  AND  ODT  IN  A  TOP  BRACKET 


What  do  you  have  when  your  income  puts  you  in 
the  top  third  of  U.  S.  households  ?  Not  much,  say 
some  of  those  making  an  annual  salary  of  at  least 
$75,000.  A  recent  survey  conducted  by  the  Pew 
Research  Center  asked  more  than  1,500  people  to 
describe  themselves  as  either  "haves"  or  "have- 
nots"  in  American  society.  Of  those  in  the  upper 
third,  19%,  almost  one  in  five,  said  they  were 
have-nots.  That's  up  substantially  from  what  their 
counterparts  said  about  20  years  ago,  when  just  7% 
categorized  themselves  as  have  -  nots  in  a  Gallup 
Poll.  One  explanation:  Cornell  University  econo- 
mist Robert  Frank  says  that  since  then  most  income 
gains  have  gone  to  households  at  the  very  top  of  the 
income  pyramid,  so  even  people  in  the  highest  third 
feel  poor  by  comparison.  No  word  from  Pew  on  the 
number  of  have-not  millionaires.  -Peter  Coy 
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RICKY  TREAT 


lloween  aside,  it's  a  scary  time  for 
idy.  Concern  about  childhood  obesity  is 
awing  at  demand,  says  Chicago  re- 
Lrcher  Mintel  International.  From  2005 
1006,  sales  at  Halloween  grew  21%  but 
»ped  at  Christmas  (by  24%),  Valentine's 
y  (6%),  and  Easter  (3%).  And  from  2001 

to  2006,  candy 


IE  BITTER 
ND  THE  SWEET 


la:  Mintel  International 
>up  Ltd. 


revenues  fell  14%. 
An  exception: 
dark  chocolate, 
thought  to  have 
antioxidant  prop- 
erties. It's  "the 
new  red  wine," 
says  Tom  Vierhile 
ofProductscan 

Online. 
-Pallavi  Gogoi 


TRAINSPOTTING 


Interested  in  owning  a  piece  of  Stalinist  history?  For  $350,000, 
you  can  take  delivery  of  the  65-ton  armored  train  car  once  used  by 
Lavrenty  Beria,  head  of  Stalin's  notorious  secret  police,  the  NKVD. 
The  rail  carriage,  whose  interior  appears  worn  but  serviceable  in 
photos,  was  recently  put  up  for  sale  on  Iz  Ruk  v  Ruki  (From  Hand  to 
Hand),  a  Russian  Web  site  (www.irr.ru)  commonly  used  to  sell  real 
estate  and  secondhand  automobiles. 

The  seller,  who  will  provide  only  his  screen  name,  Kirill,  says 
he  represents  the  railcar's  current  owner,  "a  private  individual"  in 
Georgia  (where  Beria  was  born)  who  somehow  acquired  the  item  in 
the  early  1990s,  when  Soviet  state  property  was  up  for  grabs. 

Kirill  says  he  has  received  numerous  offers  from  the  listing, 
including  one  from  Poland.  The  German-built  wagon  was  con- 
structed to  protect  Beria  from  the  bombs  and  bullets  of  would-be 
assassins  as  he  traveled  the  Soviet  Union  in  the  1930s  to  supervise 
Stalin's  reign  of  terror.  -Jason  Bush 
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HOW  TO  THINK  LIKE 
A  CONSULTANT 


The  World's  Easiest  Problem- Solving  Class,  a  book  for  middle-  and  high-schoolers, 
has  become  an  adult  best -seller  in  Japan,  rising  as  high  as  No.  2  on  Amazon  Japan.  Au- 
thor Kensuke  Watanabe,  until  recently  a  McKinsey  consultant,  says  he  wanted  to  teach 
Japanese  kids  to  "use  critical  thinking  skills  more."  His  117-page  paperback  offers  two 
case  studies:  a  kids'  band  looking  to  increase  concert  attendance  and  a  teenager  saving 
to  buy  a  computer.  Both  use  "business"  graphics  like  logic  trees,  along  with  cute  draw- 
ings. Daisuke  Tanaka,  who  runs  the  business  section  at  a  flagship  Maruzen  book  chain 
outlet  in  Tokyo,  says  adults  like  the  "simple  terms"  used  to  explain  concepts.  McKin- 
sey has  not  officially  endorsed  the  book,  noting  that  Watanabe —who  is  looking  for  an 
American  publisher— wrote  it  "in  a  private  capacity."  -Elizabeth  Woyke  and  Kenji  Hall 


A  PAST  REVEALED 


A  TV  documentary  about  Nazi -era 
misdeeds  of  the  Quandt  family,  BMW's 
controlling  shareholder,  has  stunned  Ger- 
many, triggering  press  coverage  about  "a 
fortune  stained  in  blood."  In  response,  the 
long -reclusive  family,  worth  $34  billion, 
says  it  will  fund  research  on  the  role  of 
patriarch  Giinther  Quandt  and  son  Her- 
bert (both  deceased),  who  used  slave  labor  at  their  company,  Accumulatorenfabrik,  to 
make  batteries  for  Nazi  rockets.  Neither  was  prosecuted  at  Nuremberg  because  of  lack 
of  available  evidence.  On  Oct.  5,  five  days  after  German  public  TV  aired  The  Silence  of  the 
Quandts,  in  which  concentration  camp  survivors  testified  to  atrocities  and  deaths  at  the 
factory,  the  family  said  it  was  "moved"  by  the  film  and  recognized  that  their  history  from 
1933  to  1945  has  "not  been  sufficiently  cleared  up."  After  the  war,  the  battery  company 
flourished,  creating  a  fortune  tapped  by  Herbert  to  buy  BMW  in  1959.  Like  many  other 
German  companies,  BMW,  which  the  film  does  not  implicate,  long  ago  opened  its  war- 
time archives  and  contributed  to  funds  for  forced -labor  survivors.  -GailEdmondson 


Giinther  Quand 
(far  left)  with 
Hitler,  as  seen 
in  the  new 
documentary 


EXERCISE  MORE  THAN  JUST  YOUR  OPTIONS 


Forget  the  gym  break.  The  Walkstation 
(left),  which  Steelcase  will  launch  in 
November,  is  designed  to  keep  you  on  the 
corporate  treadmill,  literally.  The  Grand 
Rapids  (Mich.)  office -furniture  maker 
says  the  $6,500  adjustable  module,  which 
includes  room  for  a  chair  in  some  models, 
is  the  first  in  a  line  of  office  gear  aimed  at 
helping  desk  jockeys  get  healthier.  Cre- 
ated with  Dr.  James  Levine,  a  professor  of 
medicine  at  the  Mayo  Clinic,  it  has  a  roller 


belt  that  moseys  along  at  a  no -sweat  l  to  1 
2  mph,  "about  the  same  pace  that  people  j 
walk  between  their  cars  and  the  front 
door,"  says  Levine.  In  a  small  study  pub- 
lished last  month  in  the  British  Journal  o\ 
Sports  <&  Medicine,  Levine  and  colleague 
found  that  14  obese  workers  using  a  proti 
type  of  the  machine  burned  an  average  l( 
calories  an  hour.  Steelcase  says  Wal-Mai 
is  trying  out  three  Walkstations  at  its  Bei 
tonville  (Ark.)  offices.  -Reenajana 
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The  Real 
World  Wide  Web 


Meet  MOL's  shipping  network.  A  real  "world  wide  web" of  containerships, 

car  carriers,  bulkers,  tankers  and  LNG  carriers  - 

over  750  vessels  strong,  and  growing. 

Give  your  business  global  access  with  the  shipping  industry  leader,  MOL. 


www.mol.co.jp 
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Mitsui  O.S.K.  Lines 
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Healthier  employees.  Higher  productivity. 
A  plan  you  can  afford.  No,  you're  not  dreaming. 

Lumenos  consumer-directed  health  plans  are  specially  designed  to  help 
improve  the  health  of  small  business  employees. 

By  combining  preventative  care  with  traditional  coverage  and  health 
savings  accounts  that  members  oversee  themselves,  Lumenos  plans 
offer  employees  a  better  way  to  manage  their  health.  With  features  like 
personal  health  coaches  and  online  tools  that  help  members  save  on 
prescriptions  and  better  understand  treatment.  And  financial  rewards 
for  employees  who  make  an  effort  to  improve  their  health.  Plus,  all 
preventative  care  services  are  covered  100%,  so  employees  are  more 
likely  to  see  their  doctors.  By  encouraging  employees  to  take  a  proactive 
role  in  their  health,  Lumenos  provides  a  higher  quality  of  care,  at  a 
cost  small  business  can  afford. 

Find  out  more  at  bluecrossca.com  or  call  your  Blue  Cross  agent, 


HEALTH        DENTAL 


Medical  and  Dental  coverage  from  Blue  Cross  i  -v,: ,  ■',  ■  ■• , ,  (BCC)  and/or  BC  Life  &  Health  Insurance  Company  (BCL&H).  Life  insurance  from  BCL&H.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross 
Association.  ®  Registered  Marks  of  the  Blue  Cn  ©2007  BCC. 


A  LOT  OF  BUSINESS  IS  DONE  ON  THE  GOLF  COURSE 

"MY  BUSINESS  IS  THE  GOLF  COURSE. 
AND  SOUTHWEST  AIRLINES  IS  GOOD  FOR  BUSINESS.'. 

President  and  Consulting  Agronomist 
C,oLf Agronomy  international 


"MY  COMPANY  is  responsible  for  helping  keep  golf  courses  around  the  country  green  and 
in  tournament  condition,  which  means  I  travel  a  lot.  And  ever  since  I  first  flew  on  Southwest 
in  1979  working  for  the  PGA  TOUR,  I've  been  impressed  by  how  efficient,  easy,  and  fun  it 
is  to  fly  with  them. 

"With  Southwest  I  know  I  can  always  fly  on  short  notice  with  affordable  fares  that  my  clients 
really  appreciate.  I  know  I'll  arrive  and  depart  on  time.  And  I  definitely  know  I'll  always 
enjoy  my  flights,  thanks  to  the  Southwest  team." 

Giving  businessmen  like  Terry  plenty  of  reasons  to  say  such  nice  things  about  us  is  how 
we've  become  The  Official  Airline  of  Business. 


SOUTHWEST.COM 

A  SYMBOL  OF  FREEDOM 


SANF/E 
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ID      MARKET 


h 


\ 

\ 

i  V 

Dick  Mount 
Executive  Vice  President 
Associated  Produce  Dealers 


"VALUE  SOLD  US." 

"Associated  Produce  Dealers  represents  80  companies  with  over  1,000  union  and  non-union 
associates.  By  working  with  Health  Net  and  their  broad  range  of  plans,  we've  worked  out  an 
excellent  balance  of  costs  and  benefits.  They're  a  true  strategic  partner.  They  help  us  run 
our  business  more  effectively."  To  learn  about  the  full  range  of  health  care  plans,  call  your 
Health  Net  Broker,  or  Health  Net  at  1-800-447-8812,  option  1.  Or  visit  www.healthnet.com. 
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Health  Net 


A    BETTER    DECISION 


HMO,  EOA,  POS  and  Salud  con  Health  Net  HMO  plans  are  offered  by  Health  Net  of  California,  Inc.  PPO,  Flex  Net  and  Salud  con  Health  Net  PPO  and  EPO  insurance  plans  are  undemritten  by 
Health  Net  Life  Insurance  Company  Health  Net  of  California,  Inc.  and  Health  Net  <Je  Insurance  Company  are  subsidiaries  of  Health  Net,  Inc.  ©  2007  Health  Net  of  California,  Inc.  Health  Net " 
is  a  registered  service  mark  of  Health  Net,  Inc.  All  rights  reserved. 


1  Wclllt  to  keep  in  touch 
with  my  friends  and  family 
without  getting  a  call 
from  the  CFO. 


FREE 

HIGH-SPEED 

INTERNET 

& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?®  Do  you  want  to  chat  up  old 
friends  and  current  business  associates  or  leisurely  surf  the  web? 
Join  the  Wyndham  ByRequest®  program  and  enjoy  extras  like  free 
long  distance  and  high-speed  Internet. 

1.800.WYNDHAM   wyndham.com 


WYNDHAM 
HOTELS  Af 
RESORTS 


Wyndham  ByRequest*  benefits  are  available  at  participating  Wyndham  properties  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham.com. 
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VtULSON 

[£  TREASURY 

SECRETARY 


Treasury  Secretary  Henry 
"Hank"  Paulson  Jr.  seems  to  be 
everywhere  these  days.  He  was 
front  and  center  when  the  third 
week  in  October  began  with  a 
financial  bang  as  a  consortium 
of  banks,  led  by  Citigroup  and 
fcorted  by  Treasury,  cobbled  together  a  plan  to  address 
n.bled  mortgage -related  assets  in  so-called  structured 
Istment  vehicles  (SIVs)  and  inject  more  liquidity  into  the 
Kit  markets  (page  32).  Then  on  Oct.  16  the  former 
Bman  Sachs  chief  delivered  a  tough  address  at  George- 
p  University  in  which  he  said  the  housing  slump  has 
ed  out  to  be  worse  than  anticipated  and  called  for  re- 
s  across  the  mortgage  industry.  And  on  Oct.  19,  Paulson 
cheduled  to  host  a  meeting  of  the  G-  7  finance  ministers 
entral  bank  governors.  I  talked  with  Paulson  shortly 
his  Georgetown  speech. 


MARIA  BARTIROMO: 

What  do  you  hope  to  accomplish  with  the  SIV  superfund? 

HANK  PAULSON: 

I'd  like  to  begin  by  saying  we're  proceeding  on  parallel  tracks. 
In  the  short  term,  we're  looking  to  minimize  the  impact  of 
the  housing  downturn  on  the  economy  and  to  work  through 
the  broader  issues  that  we  see  in  the  capital  markets.  In  the 
medium  term,  we're  going  to  need  to  address  policy  issues  to 
prevent  some  of  these  excesses  from  happening  again. 

Let  me  go  to  the  short  term  and  start  with  the  SIVs.  As  I've 
said  repeatedly,  it's  going  to  take  a  while  to  work  through  some 
of  the  liquidity  issues  as  certain  assets  are  being  repriced. 
One  market  where  there  continue  to  be  significant  liquid- 
ity issues  is  in  asset  -backed  paper.  The  vast  majority  of  the 
asset-backed  paper  in  the  structured  investment  vehicles  are 
high  quality.  But  as  credit  issues  emerged  on  a  portion  of  those 
securities,  a  cloud  spread  over  the  larger  market.  Now,  it's 


OCTOBER  29,2007  I  BUSINESSWEEK 


THE  BUSINESS  WEI 


026 


gomgtotaketimeforliquiditytoreturn      "THIS  CORRECTION  IS  HAPPENING  AGAINST  THE 

to  that  market  because  the  complexity  of     . 


these  securities  makes  it  more  difficult 
for  investors  to  gain  an  understanding  of 
and  have  confidence  in  even  the  highest - 
quality  asset -backed  paper. 

But  the  [superfund]  will  purchase 
only  the  highest -quality  securities  from 
the  SIVs  to  facilitate  this  return  of  liquidity.  The  banks  and 
investors  will  be  on  the  board  [of  the  fund].  And— this  is  criti- 
cal—the proposed  structure  is  not  designed  to  address  assets 
that  have  deteriorated  in  value  because  of  credit  impairment. 
It  is  designed  to  help  accelerate  a  necessary  market  transition 
and  to  speed  up  the  return  of  liquidity. 


One  fixed -income  investor  I  spoke  with  says  the  problem 
for  investors  is  that  off- balance -sheet  vehicles,  like  the 
SIVs,  still  find  their  way  in  a  crisis  onto  balance  sheets,  im- 
pairing the  banks .  Are  there  sufficient  barriers — regulato  - 
ry,  accounting,  and  otherwise— to  prevent  the  movement 
of  off- balance -sheet  items  onto  the  banks'  books? 
The  issue  that  you  just  raised  is  one  of  the  broader  issues  that 
we  at  the  President's  Working  Group— the  Fed,  the  Com- 
modity Futures  Trading  Commission,  and  the  Securities  & 
Exchange  Commission— are  looking  at,  which  is  to  say,  what 
went  wrong  here  and  how  can  we  make  policy  changes  to 
reduce  the  likelihood  that  we  '11  have  some  of  these  prob  - 
lems  in  the  future?  So  there  will  be  a  focus  on  transparency 
in  accounting  as  it  relates  to  SIVs  and  the  off-balance -sheet 
liabilities  of  regulated  financial  institutions.  There  will  be 
a  focus  on  risk -management  practices,  particularly  as  they 
relate  to  liquidity  of  some  of  these  instruments.  And  there  will 
be  work  related  to  the  rating  agencies. .  .and  the  transparency 
of  the  processes  and  potential  conflicts  of  interest. 

Last  night  at  the  New  York  Economic  Club,  Fed  Chair- 
man Ben  Bernanke  said  this:  "We  have  a  situation  today 
where...  subprime  mortgages  or  even  prime,  jumbo  mort- 
gages are  not  trading  actively  in  a  secondary  market,  and 
therefore  it's  very  difficult  to  know  what  the  appropriate 
price  is  when  evaluating  the  assets  of  a  special  structured 
investment  vehicle  or  even  of  a  bank  or  an  investment 
bank."  What  are  possible  solutions  to  the  problem  of  how 
to  value  risk? 

I  can't  say  this  strongly  enough— with  this  AAA- rated  paper, 
the  highest -rated  paper,  most  of  the  issues  we're  dealing  with 
here  are  not  credit  issues,  O.K.  ?  Most  of  them  are  liquidity 
issues  and. .  .the  mortgages  that  are  backing  up  that  paper  are 
high-quality  mortgages. 

But  who's  going  to  ultimately  buy  this  paper?  Maybe 
putting  those  assets  into  this  superfund  gets  us  a  clearer 
value,  but  where  do  they  go  next  ? 

Just  remember,  Maria,  a  key  to  this  is  that  sitting  on  the  board 
and  working  with  the  banks  are  the  ultimate  investors.  High- 
quality  investors.  So  they're  going  to  be  there.  They're  going 
to  see  the  assets  that  are  going  in.  And  so  again,  the  idea  is 
that,  as  part  of  speeding  up  the  transition  to  liquidity,  there 


RACKDROP  OF  A  STRONG  GLOBAL  EC0N0MY...I  BELIEVl 
WE  WILL  C0NTIN0E  TO  SEE  GROWTH  IN  THE  U.S." 


will  be  an  agreement  on  the  part  of  not  only  the  banks  but  al 
the  investors  on  the  quality  of  the  assets.  This  will  hopefully 
give  confidence  to  the  investors. 

You  said  today  that  housing  was  the  biggest  threat  to  th« 
economy.  And  you  just  came  out  with  this  SIV  plan.  Son 
people  might  say:  "Look,  now  it's  evident  that  Treasury 
more  worried  about  what  has  happened  than  we  initial! 
thought."  Is  this  plan  a  sign  that  there  are  more  problem 
ahead  in  the  credit  markets  ? 
We've  been  very  consistent  in  saying  it's  going  to  take  a  while 
to  work  through  these  issues,  that  certain  of  the  asset  classes 
and  certain  of  the  markets — are  going  to  return  to  normal  be- 
fore others.  In  my  speech  today,  I  said,  yes,  the  housing  mark 
and  some  of  the  issues  in  the  mortgage  market  are  the  bigges ; 
risk  to  our  economy.  But  I  also  put  it  in  context  and  said  that 
this  correction  is  happening  against  the  backdrop  of  a  strong, 
global  economy  and  a  healthy  U.S.  economy,  and  I  believe  we 
will  continue  to  see  growth  in  the  U.S.  And  so  it  was  very  mu 
by  coincidence  that  this  SIV  [plan],  which  we've  been  workii 
on  for  some  time  with  the  private  sector,  happened  to  be  an- 
nounced around  the  time  I  made  a  speech  on  what  was  going 
on  in  the  mortgage  market  and  emphasized  that  we  also  have; 
a  short-term  focus— that  is,  to  help  struggling  homeowners 
maintain  their  homes  and  minimize,  where  appropriate,  thee 
impact  of  this  housing  downturn  on  the  economy. 


You  say  you've  been  working  with  the  private  sector  for 
some  time  on  this  SIV  plan.  But  some  critics  suggest  thii 
this  plan  was  rushed  out  by  the  Administration  without 
completely  thinking  through  the  consequences. 

All  I  can  say  is  we  started  this  around  Labor  Day,  but  it  camei 
out  of  discussions  that  had  been  taking  place  for  some  time  < 
in  the  private  sector.  It  sure  is  not  my  impression  that  it  has 
been  rushed.  I  don't  want  to  make  more  of  this  than  it  is.  I'n 
not  saying  that  this  is  going  to  make  all  the  problems  go  awa.' 
This  is  nothing  more  or  less  than  a  constructive  initiative.  V 
helped  bring  people  together  because  investors  and  banks  h  I 
expressed  an  interest  in  working  together  to  speed  up  what 
going  to  be  a  lengthy  transition. 

i 
Yesterday  Alan  Greenspan  told  me  he  thinks  we're  goinji 
to  see  continued  fallout  in  the  financial  markets  and  thd 
economy  from  the  housing  slowdown  into  the  fourth 
quarter  and  the  first  quarter.  Do  you  agree? 
I  think  I've  said  very  clearly  that  not  only  is  [the  housing 
slump]  the  biggest  risk,  but  it's  lasting  longer  than  a  numbe 
of  economists  thought  [who  were]  looking  at  the  data  late  ls 
year,  and  it's  going  to  extract  a  penalty  from  our  growth.  I BV 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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You're  navigating  something. 

Even  if  it's  not  a  boat. 
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Look  for  the  right  lighthouse:  VanKampen.  For  experienced 
fund  managers,  a  long-term  track  record  or  a  disciplined 
home  for  your  investments,  ask  your  financial  advisor,    VAN 
call  1  800  421  9098  or  visit  us  at  vankampen.com 


™   KAMREVl 

INVESTMENTS 


t  performance  is  no  guarantee  of  future  results.  Consider  funds'  investment  objectives,  risks,  charges  and 
enses  carefully  before  investing.  The  prospectus  contains  this  and  other  information  about  the  fund.  To  obtain  a 

ijspectus,  contact  your  financial  advisor  or  download  one  atvankampen.com.  Read  it  carefully  before  investing. 

S007  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (F) 
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Giraffes  get  dropped  6  feet  to  the  ground  at  birth, 


They  can't  avoid  rude  awakenings. 

But  you  can.  With  proven  performance  management  software  from  SAS. 

www.sas.com/giraffes 
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t  VOLATILE 

By  Peter  Coy 

For  the  U.S.  economy,  already  stagger- 
ing from  the  housing  bust,  oil  at  nearly 
$90  a  barrel  comes  like  the  second  half 
of  a  one -two  punch.  On  Oct.  17  oil  for 
November  delivery  closed  at  $87.50  on 
the  New  York  Mercantile  Exchange  after 
peaking  during  the  day  at  an  astonish- 
ing $89.  The  impetus,  on  top  of  soaring 
global  demand  and  paltry  supply 
growth ,  was  a  fresh  threat  of  conflict  in 
the  oil-rich  Middle  East,  where  Turkish 
lawmakers  voted  to  allow  the  use  of 
military  force  against  Kurdish  rebels  in 
northern  Iraq. 

Economists  say  the  potential  for  harm 
to  U.  S.  growth  from  high  oil  prices  isn't 

COMBINATION 

ow  much  damage  from  steep  oil 
ices  and  the  housing  bust? 
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as  great  as  that  caused  by  the  severe 
recession  in  housing  construction.  But 
it  works  in  the  same  direction,  reinforc- 
ing the  likelihood  that  subpar  economic 
growth  will  continue  through  2008.  "I 
don't  think  it's  decisive  in  tipping  the 
economy  into  recession.  It's  not  that 
bad,"  says  Nigel  Gault,  chief  U.S.  econo- 
mist at  Global  Insight  in  Lexington, 
Mass.  "But  it's  adding  insult  to  injury 
for  the  consumer." 

It's  hard  to  shrug  off  costly  oil  when 
it's  only  a  few  bucks  below  its  1981 
all-time  high,  in  inflation- adjusted 
terms.  Back  in  2004,  when  oil  was  a 
little  over  $40  a  barrel,  economists 
at  Standard  &  Poor's  estimated  that 
every  $10  increase  in  the  cost  of  a  barrel 
of  oil  subtracted  about  a  quarter  of  a 
percentage  point  from  the  economy's 
growth  rate.  Trouble  is,  the  higher 
prices  get,  the  more  harmful  each  $10 
increment  becomes,  according  to  Beth 
Ann  Bovino,  an  S&P  economist.  If 


"I  don't  think  it's  decisive  in  tipping 
the  economy  into  recession ....  But  it's 
adding  insult  to  injury  for  the  consumer" 


prices  stay  in  the  mid-$8os  per  barrel 
through  2008,  Bovino  estimates,  oil 
and  housing  combined  could  squeeze 
growth  in  the  Presidential  election  year 
to  as  low  as  1.5%,  vs.  3.8%  in  this  year's 
second  quarter. 

Worse  yet,  pricey  oil  doesn't  just 
suppress  growth;  it  also  raises  inflation. 
On  Oct.  17  the  Labor  Dept.  announced 
that  consumer  prices  rose  0.3%  in 
September  onthebackof  higher  en- 
ergy and  food  prices.  The  worst -case 
scenario  is  a  return  of  lojos-style 
stagflation. 

Strangely  enough,  the  housing  crash 
might  even  be  contributing  a  bit  to 
the  jump  in  oil  prices.  Energy  econo  - 
mist  Philip  K.  Verleger  Jr.  of  Aspen, 
Colo.,  points  out  in  his  monthly  report, 
released  on  Oct.  16,  that  the  wipeout 
in  subprime  mortgages  has  frightened 
lenders  and  contributed  to  a  global 
credit  crunch  that  has  hit  asset  -backed 
borrowing.  That  is  making  it  costlier 
for  speculators  to  buy  fuel  and  stockpile 
it,  and  it's  indirectly  contributing  to 


LIKE  A  ROCKET 

Inflation-adjusted  oil  prices  have 
soared 
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Data:  Bloomberg  Financial  Markets,  Bureau  of  Labor 
Statistics 


the  tightness  of  global  oil  inventories, 
Verleger  argues. 

Whether  oil  and  housing  are  linked 
or  not,  they  make  a  mean  combo.  The 
falloff  in  homebuilding  is  extreme  and 
shows  no  sign  of  letting  up.  On  Oct.  17 
the  Commerce  Dept.  said  starts  on 
construction  fell  10%  from  August  to 
September,  to  an  an- 
nual rate  of  just  under 
1.2  million,  down  from 
2  million  in  2005.  Cut- 
backs in  homebuilding 
alone  will  subtract 
roughly  one  percent  - 
age  point  from  gross 
domestic  product  in  2007,  knocking  it 
from  3%  to  2%,  estimate  Global  Insight 
and  S&P. 


A  SHARP  LEFT  JAB 

So  far,  luckily  for  the  economy,  hous- 
ing's big  decline  has  had  a  surprisingly 
small  impact  on  consumer  spending, 
which  is  headed  for  a  decent  3%  in- 
crease this  year.  That,  however,  is  where 
expensive  oil  comes  in  like  a  sharp  left 
jab.  The  latest  $10  jump  in  oil  prices 
is  likely  to  push  the  national  average 
retail  gasoline  price  back  up  to  $3  or 
more  in  coming  weeks,  assuming  that 
refiners  and  retailers  pass  through  their 
higher  costs  to  maintain  profit  margins. 
That  will  slice  0.3  percentage  points 
off  consumers'  spendable  income  at 
a  time  when  they're  struggling  with  a 
decline  in  housing  values  and,  in  many 
cases,  upward  resets  on  adjustable -rate 
mortgages.  Says  Gault:  "It  just  makes 
matters  worse." 

Analysts  who  think  oil's  impact  will 
be  minimal  argue  that  prices  will  fall 


because  they  have  been  raised  by  spec- 
ulation, not  fundamentals.  Joel  Finger- 
man,  president  of  OilAnalytics.net, 
estimates  that  oil  prices  are  $30  to  $40 
higher  than  they  ordinarily  would  be, 
given  the  current  level  of  U.S.  invento- 
ries. According  to  one  research  house, 
John  S.  Herold  Inc.  in  Norwalk,  Conn., 
the  average  cost  last  year  to  find  oil, 
develop  the  field,  pump  the  product, 
and  deliver  it  to  storage  was  only  about 
$25  a  barrel.  That  leaves  lots  of  room  fc 
prices  to  fall  without  wiping  out  profit: 
(page  16).  "Industry  fundamentals  do  .1 
not  support  prices  above  $60,  let  alont 
$80,"  says  oil  analyst  Fadel  Gheit  of 
Oppenheimer. 

But  other  analysts  worry  that  busi- 
ness and  consumers  will  soon  have  to  1 
cope  with  even  higher  oil  prices.  Even- 
if  finding  and  producing  it  still  isn't  alt 
that  expensive,  not  enough  fields  are 
being  developed.  John  Kingston,  glob? 
director  of  oil  for  Platts,  a  unit  of  The 
McGraw-Hill  Companies,  says  it's  noo 
surprise  prices  are  high  when  world- 
wide oil  production  is  falling  short  of  f 
consumption.  More  than  1  million  ban 
rels  of  oil  per  day  are  being  sucked  outi 
of  inventories  in  the  current  quarter. ,. 
That's  more  bad  news  for  an  economy 
that  already  had  plenty  of  trouble  to 
begin  with.  1 BW 1 
-With  Moira  Herbst  in  New  York 
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Federal  Reserve  Chairman  Ben  Bernanl 
is  trying  to  keep  the  economy  growing 
despite  the  housing  bust,  high  oil  prices* 
and  an  abrupt  retreat  from  risk  in  the 
credit  markets.  In  a  speech  at  the  New 
York  Economic  Club  on  Oct  15,  his  fin 
on  the  U.S.  economy  since  credit  mark 
seized  up  in  mid-August,  Bernanke 
warned  that  the  decline  in  housing  woi 
probably  hold  down  U.S.  economic 
growth'in  the  fourth  quarter  of  2007  and 
early  2008.  He  said  it  was  too  soon  to  Si 
whether  the  weakness  in  housing  woulc 
spill  over  into  consumer  spending,  whic 
has  held  up  relatively  well  so  far.  He 
noted  that  the  price  of  oil  has  been  risin 
while  the  value  of  the  dollar  has  been 
falling,  making  inflation  a  continuing 
concern.  But  he  gave  no  clear  signal 
whether  he  was  leaning  toward  anothei 
cut  in  short-term  rates  at  the  Fed's  next 
rate-setting  meeting,  on  Oct.  30-31 
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DANGEROUS  WATERS 
FOR  A  BAILOUT 

Why  the  big  banks'  plan  to  help  rescue  the  credit 
markets  is  not  a  sure  thing 


By  David  Henry 

The  megafund  that  the  nation's  three 
biggest  banks  are  hoping  will  resusci- 
tate a  chunk  of  the  credit  markets  was 
initially  greeted  with  enthusiasm.  But  it 
isn't  clear  how  the  plan,  hashed  out  in 
six  weeks,  will  work— a  weakness  that 
could  undercut  its  original  intent. 

When  the  credit  markets  seized  up 
this  summer,  it  became  clear  that  so- 
called  structured  investment  vehicles 
(SIVs)  simply  wouldn't  survive.  Those 
entities,  which  the  banks  can  keep  off 


their  balance 
sheets  if  they 
follow  certain  ac  - 
counting  rules,  are 
investment  pools 
that  use  short- 
term  commercial 
paper  to  buy 
higher-yielding 
securities,  includ- 
ing collateralized 
debt  obligations 
(CDOs)  backed 
by  risky  sub- 
prime  mortgages. 
Now  those  SIVs 
can't  refinance 
their  short-term 
commercial 
paper.  With  $325 
billion  in  assets, 
SIVs  could  cause 
widespread  damage  across  the  credit 
markets.  "The  last  thing  anyone  needs 
is  the  assets  being  sold  at  fire -sale 
prices,"  says  Sylvie  A.  Durham,  a  struc- 
tured finance  lawyer  in  New  York  with 
Greenberg  Traurig. 

But  there's  plenty  of  uncertainty  sur- 
rounding the  $80  billion  rescue  plan. 
The  proposal,  which  is  being  aggres- 
sively pushed  by  the  Treasury,  hasn't 
been  fully  developed,  in  part  by  design 
to  test  the  degree  of  interest  from 
potential  investors  who  might  want 


to  weigh  in  on  the  specifics.  And  some 
elements  of  the  plan  that  have  been 
worked  out  seem  to  be  at  cross  purpos 
with  what  Citigroup,  JPMorgan  Chase 
and  Bank  of  America,  the  main  spon- 
sors of  the  megafund,  are  hoping  to 
achieve.  With  so  much  still  unresolvec 
there's  no  way  of  knowing  how  effecti' 
it  might  be. 

Part  of  the  problem  is  the  inherent 
contradictions  in  the  proposal.  For  one 
thing,  the  superfund  plans  to  buy  only 
the  best -rated  securities  from  the  SIV 
mainly  those  that  haven't  been  tainted 
by  subprime.  So  the  SIVs  still  won't 
be  able  to  unload  the  most  troubled 
investments  in  their  portfolio.  It's  a  bill 
like  trying  to  keep  a  mortally  wounded 
patient  alive  while  harvesting  the  gooc 
organs  for  transplant.  Although  selling 
securities  to  the  superfund  would  alio1 
the  SIVs  to  scrounge  up  cash  to  pay  off 
their  debts,  a  growing  percentage  of 
their  portfolios  would  be  toxic.  And  if 
the  credit  ratings  on  their  remaining 
investments  sink  too  low,  some  of  the 
entities  may  have  to  liquidate  their  as^ 
sets  as  required  by  their  charters.  That 
could  potentially  trigger  the  fire  sales 
the  rescue  plan  was  designed  to  prever: 
"SIVs  will  be  even  more  exposed  to 
erosion  of  credit  quality  in  the  remain 
ing  assets,"  says  Christian  Stracke,  an 
analyst  at  CreditSights. 

There's  also  a  real  likelihood  that 
those  already  bruised  assets  will 
continue  to  rot  on  the  vine.  Some  are 
CDOs  contaminated  with  securities 
backed  by  subprime  mortgages.  On 
Oct.  11  rating  agency  Moody's  Inves- 
tors Service  cut  the  grades  on  a  raft  of  tj 
mortgage  securities  worth  some  $33.4 
billion.  Downgrades  on  CDOs  that  owv 
those  investments  will  follow.  Standat 
&  Poor's  downgraded  $4.6  billion  of 
mortgage -related  investments  on  Oct 
15.  "The  banks  are  hoping  the  more 
questionable  stuff  becomes  more  at 


HOW 

A  SUBPRIME 

LOAN 

INFECTS 

ANSIV 


s* 


A  borrower  with 


^fc  a  risky  credit 
^W    profile  takes 
out  a  subprime 
mortgage,  which  along 
with  others  is  sold  and 
repackaged  into  an 
investment  pool  that 
issues  mortgage- 
backed  securities. 


^         A  collection  of 
^j~yS  those 

^"^    securities  is 
grouped  together, 
creating  what's  known 
as  a  collateralized 
debt  obligation  (CDO). 


X  A  bank  forms 
an  offshore 
entity  that 
sells  stakes  to 
investors.  With  that 
"structured  invest- 
ment vehicle"  the 
banks  can  keep  the 
risk  off  their  books 
and  collect  fees. 


.^  The  SIV 
issues  short- 
term  debt, 
which  it  uses  to  buy 
higher-yielding  CDOs  f 
and  other  securities- 
making  a  profit  on  the  j 
difference  between 
the  yields  on  the  two. 
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tractive  to  the  market  in 
time,"  says  Stracke. 

It's  also  not  clear  how 
the  superfund  will  value 
the  assets  it  does  pick 
up  from  the  structured 
vehicles.  It  will  certainly 
buy  them  at  a  discount  to 
their  original  prices.  But 
there  are  no  reliable  mar- 
ket prices  now.  Paying  too 
much  will  threaten  the 
superfund's  returns  and 
its  ability  to  raise  money 
from  investors.  On  the 
flip  side,  if  prices  are  too 
low,  that  could  further 
damage  the  SIVs  that  the 
rescue  fund  was  sup- 
posed to  help. 


WHO'S  OP  &  DOWN  ON  WALL  STREET 


The  subprime  mess  has  hit  some 
banks  harder  than  others. 


STANDING  TALL 


GOLDMAN 
SACHS 

The  investment 
bank  led  by  CEO 
Lloyd  Blankfein 
made  lemonade 
out  of  lemons:  It  scored  big 
by  betting  that  the  value  of 
subprime  mortgages  would 
fall.  That  trade  more  than  offset 
Goldman's  losses  from  other 
mortgage-related  investments. 

FEELING  SMALL 


JPMORGAN 
CHASE 

Whether  it  was 
dumb  luck  or  de- 
sign, CEO  Jamie 
Dimon's  decision 
to  get  out  of  the  structured 
investment  vehicle  business 
looks  awfully  smart— especially 
given  the  huge  exposure  of 
JPMorgan's  archrival  Citigroup 
to  those  SIVs. 


WELLS  FARGO 

Headed  up 
by  CEO  John 
Stumpf,  Wells 
is  flat  for  the 
year,  vs.  an 
average  drop  of  11%  for  other 
bank  stocks.  While  earnings 
have  been  weak,  Wells  hasn't 
taken  a  big  writedown  for  the 
mortgage-related  debt  on  its 
books. 


BEAR 
STEARNS 

Despite  periodic 
speculation  that 
a  white  knight 
might  buy  a  stake 
in  the  troubled  investment  firm, 
shares  of  Bear  Stearns,  headed 
by  CEO  James  Cayne,  remain 
the  most  beat  up  on  Wall  Street. 


HIGHER  YIELDS? 
Of  course,  the  banks  have 
their  own  set  of  interests. 
There's  concern  that  the 
banks  that  sponsored 
the  SIVs  and  collected 
the  fees  from  them  will 
use  the  superfund  to 
avoid  having  to  take  a  hit  on  earnings. 
Then  there's  the  worry  that  Citi,  which 
created  about  a  third  of  the  SIVs  now  in 
trouble,  may  use  its  influence  to  push 
the  fund  to  pay  higher  prices  for  the 
securities  from  its  own  SIVs,  says  a  per- 
son looking  at  the  deal.  Meanwhile,  the 
Citi-led  consortium  will  get  fees  from 
the  megafund  as  well. 

Those  sort  of  potential  conflicts, 
which  bankers  close  to  the  fund  say 
they'll  guard  against  in  the  final  struc  - 
ture,  will  only  make  it  more  difficult 
to  attract  investors.  The  banks  are 
currently  talking  to  investors  to  find  out 
how  much  they  might  pony  up  and  on 
what  terms.  Foreign  banks,  which  have 
been  especially  big  buyers  of  stakes  in 
SIVs,  would  seem  a  natural  group  to 
woo.  But  they  might  be  hard  to  con- 
vince. They've  already  been  burned  by 
SIVs,  and  the  rescue  initiative  doesn't 


Questions  abound:  Can  the  megafund 
find  investors?  How  will  it  avoid 
conflicts?  Will  it  be  too  little  too  late? 


MERRILL 
LYNCH 

CEO  Stan  O'Neal 
had  a  good  run 
until  the  big 
brokerage  house 
stumbled  in  the  third  quarter, 
taking  a  $4.7  billion  writedown. 
Merrill's  problem:  It  led  the  way 
in  underwriting  risky  CDOs. 


CITIGROUP 

Can  things  get 
any  worse  for 
CEO  Chuck 
Prince?  His 
job  has  been 
on  the  line  for  much  of  the 
year,  but  the  clock  is  ticking 
for  Prince  since  Citigroup 
reported  a  57%  decline  in 
third-quarter  earnings. 


do  much  to  save  their  stakes  in  those  ve- 
hicles. To  win  them  over,  the  superfund 
will  likely  have  to  offer  higher  yields. 

It's  not  even  clear  how  many  SIVs  will 
want  to  sell  their  assets  to  the  fund,  says 
a  person  studying  the  idea  for  a  rating 
agency.  SIV  managers,  who  don't  work 
for  the  banks,  have  been  quietly  explor- 
ing alternative  ways  to  restructure  for 
weeks.  "It  might  be  that  there's  not 
much  interest,"  he  says. 

Then  there's  the  matter  of  timing.  It 
will  take  as  long  as  90  days  for  the  su- 
perfund to  be  up  and  running;  the  banks 
haven't  even  hired  a  manager  for  the  op- 
eration. Given  the  lag,  the  fund  may  be 
too  late  to  help  the  SIVs  with  short-term 
debt  coming  due  in  the  interim.  Roughly 
$30  billion  of  debt  is  set  to  mature  in  the 
next  three  months,  the  start  of  a  wave 
that  goes  out  to  mid-2008,  according  to 
JPMorgan  Securities. 

The  SIV  debacle 
blindsided  the  credit 
markets,  to  say  nothing 
of  the  casual  observ- 
ers who'd  never  before 
heard  of  them.  In  the 
wake  of  the  fraud 


at  Enron,  regulators  rewrote  rules  to 
prevent  companies  from  offloading  big i 
risks  from  their  books.  Now  there's  a 
new  push  to  beef  up  the  requirements, 
with  Treasury  Secretary  Henry  "Hank" 
Paulson  Jr.  calling  for  a  review  of  such 
vehicles. 

All  that  adds  up  to  a  big  headache 
for  banks,  which  across  the  board  have 
been  reporting  dismal  earnings.  On  Oct 
15,  Citigroup  announced  a  57%  drop  in  1 
third-quarter  profits.  Merrill  Lynch, 
is  taking  a  $4.7  billion  writedown.  The 
pain  may  not  be  over,  either.  Federal 
Reserve  Chairman  Ben  S.  Bernanke,  in  1 
an  Oct.  15  speech,  said  the  trouble  in  thi 
housing  market  would  be  a  "significant 
drag"  on  the  economy  through  2008. 

But  the  banks  may  be  hoping  the  me) 
existence  of  the  superfund  will  give 
players,  particularly  those  in  commer- 
cial paper,  confidence  in  the  market  so 
the  SIVs  won't  have  to  sell  their  assets  i 
the  fund  at  all.  Says  Peter  J.  Wallison,  a 
senior  fellow  at  the  American  Enterpri.' 
Institute:  "[The  superfund]  might  not 
work,  but  it's  worth  a  try."  1 BW 1 
-With  Matthew  Goldstein  in  New  York 
<&  Dawn  Kopecki  in  Washington 
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PRESTIGE  AND  PERFORMANCE.  Each  inspired  by  its  own  "winged  B" 
;ymbol,  Breitling  and  Bentley  share  the  same  concern  for  perfection, 
["he  same  extreme  standards  of  reliability,  precision  and  authenticity.  The 
ame  unique  blend  of  prestige  and  performance.  Whether  in  the  Breitling 
vorkshops  or  in  the  Bentley  factory  in  Crewe,  cutting-edge  technology  is 
ilaced  in  the  service  of  noble  traditions.  Symbolising  this  communion  of 
deals,  Breitling  participated  in  styling  the  instrumentation  of  the  Bentley 
Continental  models,  the  most  powerful  ever  built  by  Bentley. 
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XCLUSIVITY  AND  TECHNICAL  EXCELLENCE.   For  devotees  of 

ne  mechanisms,  Breitling  has  created  a  line  of  exceptional  timepieces 
amed  "Breitling  for  Bentley".  Representing  the  culmination  of  sophisticated 
esthetic  research,  these  wrist  instruments  mirror  the  signature  features 
f  the  famous  British  car  manufacturer.  Dedicated  to  the  automobile 
'orld,  they  incorporate  several  exclusive  technical  characteristics  and 
e  propelled  by  high-performance  "motors"  patiently  assembled  by 
\nchmakers  at  the  peak  of  their  art. Time  is  the  ultimate  luxury. 
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TECH  GETS  THE 
ICAHN  TREATMENT 

The  activist  investor  is  shaking  up  the  landscape  in 
Silicon  Valley  as  companies'  revenue  growth  slows 


By  Steve  Hamm  and  Ronald  Grover 

On  Oct.  12,  just  hours  after  software 
giant  Oracle  announced  a  $6.7  billion 
hostile  bid  for  rival  BEA  Systems,  Carl 
C .  Icahn  took  a  bow  on  CNBC .  As  an  in  - 
vestor  in  BEA,  he  had  been  pressing  for  a 
sale.  But  when  an  anchorman  asked  why 
the  company  was  so  valuable,  he  muffed 
his  answer:  "It's  got  the  best  midware 
technology  in  the  world."  Anybody  in 
tech  knows  that  BEA's  software  is  called 
middleware,  not  midware.  No  matter. 
"He  may  not  know  the  market  tech- 
nically, but  hey,  he  doesn't  have  to," 
says  analyst  Mike  Gilpin  of  Forrester 


Research.  "For  him,  it's  a  financial  deal. 
And  that  he  knows." 

A  legend  on  Wall  Street,  Icahn  is 
prompting  the  same  shake-  'em-up 
investment  strategies  to  Silicon  Valley 
that  have  struck  terror  in  the  hearts 
of  executives  in  airlines,  media,  and 
pharmaceuticals.  He  put  Biogen  Idee,  a 
biotechnology  outfit,  in  play  on  Oct.  12, 
as  well.  Icahn  first  dabbled  in  technol- 
ogy in  2003,  when  he  took  control  of 
money -losing  XO  Holdings,  a  little - 
known  telecom  company  that  owns  a 
vast  fiber-optic  network.  But  he  shook 
up  the  landscape  this  spring  when  he 


forced  an  unsuccessful  proxy  battle  at 
Motorola  in  an  ongoing  effort  to  break  i 
up.  BEA,  whose  middleware  connects  a 
computer's  operating  system  with  the 
applications  that  users  actually  see,  hai< 
been  a  promising  takeover  target  for 
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ars.  Icahn  broke  the  logjam.  If  the  deal 
es  through  at  the  current  offer,  he  will 
;cket  $250  million, 
fcahn  insists  he  has  no  technology 
jategy  per  se  and  is  just  being  op- 
rtunistic.  Icahn  Enterprises  doesn't 


even  have  a  tech  specialist  among  its 
half-dozen  industry  analysts.  "We  like 
to  find  undervalued  companies,  and 
we're  finding  a  few  in  the  high-tech 
sector  right  now  that  we  don't  think  can 
compete,  especially  if  there  is  a  down- 
turn," Icahn  says. 

Still,  Icahn  is  already  having  a  major 
impact  on  the  industry.  Until  his  arrival, 
Silicon  Valley  wasn't  a  target  for  his  type 
of  investing.  But  as  various  sectors— es- 
pecially software  and  telecom  equip- 
ment—have matured,  revenue  growth 
has  slowed,  and  companies  are  consoli- 
dating. Oracle  has  paid  more  than 
$25  billion  to  buy  34  companies  in 
three  years;  IBM  has  spent  $16  bil- 
lion on  60  companies  in  five  years. 
Investors  like  Icahn  can  push 
smaller  outfits  into  their  arms. 

Several  other  activist  inves- 
tors are  now  buzzing  around  the 
Valley.  Just  hours  after  Oracle's 
bombshell,  New  York  investment 
outfit  Sandell  Asset  Management 
revealed  that  it  had  taken  a  stake 
in  software  maker  Sybase.  It's 
calling  for  a  sale  or  other  actions 
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to  boost  the  stagnant  stock  price.  "Ac- 
tivism allows  M&A  investors  to  make 
their  own  luck,"  says  William  Frerichs, 
chief  investment  adviser  for  Radnor- 
wood  Capital,  another  fund  that  plans 
to  target  smaller  tech  companies.  "Icahn 
has  a  25  -year  lead  on  the  rest  of  us  in 
understanding  how  to  do  this." 

There  are  still  plenty  of  targets,  say 
analysts.  Among  them:  Compuware, 
a  supplier  of  mainframe  software; 
Cognos,  a  seller  of  business  intelligence 
software;  and  Tibco  Software,  another 
middleware  company  like  BEA.  1  bw  i 
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VALLEY  VISTA 

Icahn  has  begun  throwing  his  weight 
around  in  the  tech  industry.  Here  are  his 
holdings  so  far: 

COMPANY  BUSINESS  STAKE 

XO  Holdings        Telecom  services       50.5% 
BEA  Systems       Software  13.2% 

Motorola  Mobile  phones  2.4% 

Data:  Bloomberg  Financial  Markets 
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SKYPE  TAKES  ITS 
SHOW  ON  THE  ROAD 

Its  popular  and  supercheap  global  Net  phone  service  is 
about  to  go  mobile,  with  the  help  of  a  branded  handset 
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By  Bruce  Meyerson 

Bit  by  bit,  big  names  from  the  computer 
world  are  forcing  their  way  into  the 
cell-phone  business.  First  came  Apple's 
game -changing  iPhone.  Next  came 
word  that  Google  is  creating  its  own 
software  platform  for  a  new  breed  of 
cell  phone.  Now  Skype,  which  popular- 
ized free  or  cheap  phone  calls  over  the 
Internet,  is  set  to  launch  a  customized 
cell  phone  developed  jointly  with  a 
company  called  3,  a  wireless  carrier  in 
Europe,  Asia,  and  Australia. 

Code-named  the  white  phone,  the 
Skype  Technologies  handset  will  be 
introduced  by  late  October  in  Britain, 
Italy,  Hong  Kong,  and  Australia,  and  will 
spread  to  3's  other  five  markets  later, 
BusinessWeek  has  learned.  There  are  no 
immediate  plans  to  bring  the  device  to 
North  America,  though  the  two  compa- 
nies may  try  to  license  it  to  other  carriers 
or  sell  "unlocked"  versions  directly  to 
consumers  to  use  on  other  networks. 

The  phone,  developed  along  with  a 
software  outfit  called  iSkoot ,  will  be 


equipped  with  multimedia  capabilities 
and  speedy  Web  browsing.  But  its  most 
prominent  feature  is  a  big  button  right 
above  the  regular  keypad  to  activate 
Skype's  hugely  popular  service  for 
long-distance  and  international  calls. 
Press  the  button  and  up  comes  a  list  of 
the  user's  Skype  "buddies"  and  regular 
phone  contacts;  click  on  an  entry  and 
the  call  goes  through. 

Skype  calls  on  the  cell  phone  will  cost 
the  same  as  on  a  computer  or  Skype 
cordless  phone:  free  when  speaking  to 
other  Skype  users,  pennies  per  minute 
when  users  dial  regular  phone  numbers 
in  most  countries.  3,  owned  by  Hong 
Kong's  Hutchison  Whampoa,  won't 
charge  extra  for  use  of  the  Skype  fea- 
ture. But  customers  will  need  to  spend 
a  certain  amount  per  month  for  other 
services,  such  as  regular  mobile  calls, 
ringtones,  or  text  messaging. 

It's  striking  that  a  mobile  carrier  is 
pushing  Skype  to  its  subscribers.  Most 
of  the  wireless  industry  is  anxiously 
fighting  to  preserve  its  business  model 


against  a  siege  of  new  technologies  and 
players.  The  major  wireless  carriers  ha^ 
made  it  impossible  to  use  Internet  phoi 
services  on  most  of  their  phones,  fearfi 
of  how  that  technology  has  slashed  aw; 
at  once -robust  revenue  streams  from 
traditional  home  and  office  telephones 
Using  voice  over  Internet  protocol 
(VoIP)  technology,  Vonage  and  a  grow- 
ing number  of  cable -TV  companies  wi 
have  snared  more  than  15  million  U.S. 
phone  customers  by  yearend,  generat- 
ing nearly  $5  billion  in  revenue,  says 
research  firm  TeleGeography. 

Skype  is  betting  that  easy  mobile 
access  to  its  service  could  spur  more 
overseas  call  traffic,  a  revenue  stream 
whose  growth  has  sharply  slowed.  A 
cheap  international  connection  could 
prove  a  potent  draw  for  wireless  users, 
who  often  pay  dollars  per  minute  wher 
calling  across  borders.  Though  Skype 
boasts  246  million  accounts,  only  aboi 
a  quarter  to  a  third  of  those  customers  1 
are  regular  users  and  the  vast  major- 
ity of  their  calls  are  free.  Skype  has 
struggled  to  turn  its  popularity  into 
profits  since  it  was  bought  two  years 
ago  by  eBay,  which  recently  acknowl- 
edged it  overpaid  by  $1.4  billion  in  the 
$2.6  billion  deal.  That  write-down  gaw 
eBay  a  $936  million  net  loss  for  the  thiii 
quarter,  its  first  red  ink  in  eight  years. 

Another  intriguing  twist:  Because 
eBay  also  owns  online  payment  service 
PayPal,  a  Skype  phone  could  become  a 
springboard  to  using  a  mobile  device  td< 
pay  for  products  and  services.  That  hasi 
been  an  elusive  goal  for  U.S.  wireless 
carriers,  though  places  like  Japan  and 
Korea  have  been  doing  it  for  years.  1 BW* 


INTERNATIONAL 
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Skype  is  hoping  its  cell  phones  will 
boost  long-distance  traffic 
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Data:  TeleGeography 
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YOUR    LEGACY 


]  desire  to  leave  life's  work  to  your  family 
]  desire  to  leave  life's  work  to  the  IRS 


He's  got  your  laugh.  And  your  love  of  ice  cream.  So  why  not  make  sure  he  gets  everything  else  you  want  him  to  have? 
With  more  than  100  years  of  experience  in  the  personal  trust  business,  Northern  Trust  offers  a  breadth  and  depth  of 
knowledge  few  can  match.  You'll  find  our  expertise  second  to  none  when  it  comes  to  philanthropy,  asset  management 
and  sophisticated  wealth  transfer  strategies.  It's  your  legacy,  and  whether  it  lives  on  through  your  family,  community  or  favorite 
cause,  Northern  Trust  will  work  as  hard  to  preserve  it  as  you  did  to  create  it.  For  more  information,  call  866-803-5857 
or  visit  northerntrust.com. 
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Faced  with  low 
margins  and 
rising  costs,  Geely 
Automotive  cut  its 
production  target 


CHINA:  SLOWDOWN 
ON  THE  CAR  LOT 

Autos  are  selling,  all  right,  but  not  at  hoped-for  rates- 
slowing  assembly  lines  and  shrinking  margins 


By  Dexter  Roberts  and  Ian  Rowley 

With  China's  car  market  up  24%  so  far 
this  year,  you'd  think  these  would  be  fat 
times  for  auto  manufacturers.  But  many 
of  the  mainland's  carmakers  are  hurt  - 
ing.  Sales  are  falling  far  short  of  lofty 
targets  they  had  set  for  the  year,  driving 
prices  down  by  as  much  as  15%  and 
squeezing  margins.  The  price  wars  "ex- 
ert a  lot  of  pressure  on  car  companies," 
says  Lawrence  Ang,  executive  director 
of  Geely  Automotive,  which  has  cut 
its  production  target  for  the  year  from 
240,000  cars  to  190,000.  "Margins 
were  not  very  high,  and  raw  materi- 
als prices  are  up.  So  it's  very  difficult  to 
make  that  all  up  by  just  cutting  costs." 

It's  not  only  domestic  brands  that 
are  feeling  the  pain.  General  Motors' 
Shanghai  operation  that  turns  out 
Buicks  and  Chevrolets  is  set  to  finish 
the  year  5%  below  its  production  tar- 
gets, while  Guangzhou  Honda  (which 
makes  Accord  sedans  and  Fit  compacts) 
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is  headed  for  an  18%  shortfall,  Citi- 
group analyst  Charles  Cheung  esti- 
mates. A  Peugeot  joint  venture  is  21% 
below  target;  South  Korea's  Hyundai 
Motor  is  down  29%.  "The  2007  car 
market  has  disappointed  the  majority 
of  car  assemblers  in  China,"  Cheung 
wrote  in  an  Oct.  5  report. 

The  biggest  problems  are  in  small 
cars.  A  year  ago,  that  segment  seemed 
to  offer  the  best  prospects  for  growth  as 
lower-income  buyers  started  flock- 
ing to  showrooms.  But  as  it  turns  out, 
there  are  fewer  customers  at  the  bottom 
end  of  the  market  than  automakers  had 
anticipated.  So  sales  of  microcars— with 
engines  smaller  than  1  liter— increased 
just  7%  through  August.  Subcompacts 
(a  bit  bigger  than  micros)  are  up  by  only 
4%,  says  market  researcher  J.D.  Power 
&  Associates.  And  as  more  manufactur- 
ers cut  prices,  customers  are  holding 
off  buying.  "I  want  to  wait  and  see  how 
low  the  price  goes,"  says  Wang  Jin,  a 


25-year-old  Beijing  native  eyeballing 
a  1.6  liter  Peugeot  307.  It's  now  selling 
for  $16,000,  but  he  hopes  to  bag  one  fo 
just  over  $14,000. 

BIGGER  IS  BETTER 

Competition  is  getting  fierce,  too.  Neai 
ly  every  automaker  on  earth  has  set  up 
shop  in  China,  and  some  80  brands  are 
now  available  in  the  country.  That  has 
helped  push  gross  margins  across  the 
industry  down  from  15. 1%  last  year  to 
8.8%  in  the  first  half  of  2007,  estimates 
Citigroup.  "It  is  a  confusing  picture— 
there  is  very  strong  growth,  and  yet 
people  are  cutting  prices  and  margins 
are  falling,"  says  Michael  J.  Dunne, 
Shanghai-based  managing  director  for 
China  at  J.D.  Power.  "Everyone  is  claw- 
ing for  what  they  can  get." 

Even  as  the  market  for  the  small- 
est cars  has  been  a  disappointment, 
bigger  models  are  still  moving.  Sales  of 
compacts  are  up  by  46%,  and  midsize 
sedans  have  jumped  35%,  J.D.  Power 
reports.  That  has  helped  manufacturer! 
of  larger  cars  such  as  Volkswagen,  whic, 
saw  its  sales  in  China  and  Hong  Kong 
jump  30%  in  the  first  nine  months.  VW 
has  boosted  its  share  from  15%  to  18%, , 
widening  its  lead  over  No.  2  GM,  with 
9.8%.  Toyota  Motor  is  another  big  win 
ner.  Sales  of  its  $43,ooo-plus  Crown 
luxury  sedan,  its  midsize  Camry  (price; 
from  $26,373  to  $35,973),  and  smaller 
autos  were  up  40%  through  August. 
With  about  8%  of  the  market,  the  comi- 
pany  is  in  a  dead  heat  with  Chery  and 
Honda  for  China's  No.  3  spot.  "High- 
end  cars  are  much  cheaper  than  before  • 
says  Hua  Xue,  CEO  of  auto  industry 
Web  site  Cheshi.com.cn.  "So  buyers  ar 
more  willing  to  buy  better  cars ."  1 BW 1 
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Five  Chinese  carmakers  will 
exhibit' at  Detroit  auto  show 


Safe  Enough? 
More  Chinese  companies  than 
ever  will  attend  the  January 
event  7ir»e  Detroit  News  wrote  on 
Oct.  5.  But  their  cars  aren't 
destined  for  the  U.S.  yet,  and  the 
paper  questions  whether  their 
safety  standards  are  up  to  snuff. 
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Creating  and  migrating  CDS 
to  the  world's  most  advanced  settlement 
system  with  zero  error. That's 


certainty 


TATA 


Nowhere  is  the  pace  of  change  better  understood  than  in  global  capital  markets.  Canada's  CDS 
Clearing  and  Depository  Services  Inc.  (CDS)  aimed  to  build  a  trade  settlement  system  that  would 
be  capable  of  meeting  future  standards.  As  one  of  the  world's  fastest  growing  technology  and 
business  solutions  providers, Tata  Consultancy  Services  (TCS)  helped  CDS  to  meet  this  challenge. 
TCS  developed  a  highly  automated  system  that  not  only  slashed  the  trade  settlement  time  but 
also  dramatically  reduced  the  overall  cost  of  processing  securities.  Drawing  on  its  global 
expertise,  TCS  helped  CDS  respond  faster  to  markets,  setting  standards  for  one  of  the  most 
sophisticated  industries  in  the  world.  And  of  course,  enabling  CDS  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 
To  learn  how  your  business  can  experience  cei  .ainty,  visit  www.tcs.com 
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THE  INTERNATIONAL 
BANK  OF  BRANSON 

Virgin's  rescue  bid  for  Northern  Rock  could  position  it 
as  a  global  player 


By  Kerry  Capell 

Where  most  see  turmoil,  some  see 
opportunity.  And  few  are  more  oppor- 
tunistic than  Sir  Richard  Branson,  the 
swashbuckling  founder  of  everything 
from  airlines  to  health  clubs  and— 
soon— an  outfit  offering  space  travel,  all 
under  the  Virgin  Group  brand.  So  when 
a  liquidity  crisis  sent  British  mortgage 
lender  Northern  Rock's  share  price 
plummeting,  Branson  was  ready  to  come 
to  the  rescue — and  add  the  bank  to  his 
growing  roster  of  Virgin  companies. 

There's  no  deal  yet,  but  Branson  aims 
to  fold  Northern  Rock's  76  branches 


Branson  has  overreached  in  the  past, 
with  relatively  unsuccessful  forays  into 
soft  drinks,  cosmetics,  clothing,  and  more 
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and  $200  billion  in 
assets  into  an  existing 
operation  called  Virgin 
Money.  He  has  assem- 
bled a  team  of  financial 
heavyweights  such 
as  insurer  American 
International  Group  and 
investor  Wilbur  Ross, 
who  together  would  in- 
ject up  to  $2  billion  into 
the  bank  in  exchange  for 
a  controlling  interest. 
"The  Northern  Rock 
brand  is  broken... and 
it  needs  funding  and 
liquidity,  which  Virgin 
and  its  partners  can 
provide,"  says  Jayne- 
Anne  Gadhia,  CEO  of 
Virgin  Money  UK.  Still, 
Gadhia  concedes  that 
Northern's  mortgage - 
generating  machine  is  efficient,  and  that 
the  company's  loan  portfolio  is  better 
than  the  British  average. 

Can  Branson's  magic  revive  Northern 
Rock?  So  far,  Virgin  is  far  from  a  major 
player  in  finance,  with  just  $6  billion  in 
assets  and  an  online -only  operation. 
And  Branson  has  overreached  in  the 
past,  with  relatively  unsuccessful  forays 
into  soft  drinks,  cosmetics,  clothing,  and 
more.  But  Virgin  Money  is  growing.  Its 
British  arm  serves  2  million  customers, 
offering  savings  accounts,  loans,  credit 
cards,  and  insurance,  and  it's  getting 
high  marks  for  its  service.  In  recent 

years  it  has  moved  into 
Australia  and  South 
Africa.  Says  Ross: 
"Virgin  Money  is  a  very 
respected  name." 

Virgin  is  now  com- 
ing to  the  U.S.  In  May, 


THE  WORLD  OF  VIRGIN  MONEY 


BRITAIN    Has  $6  billion  in  assets,  and 
provides  savings  accounts,  credit  cards, 
and  insurance  to  2  million  customers. 

U.S.    Manages  $200  million  in  loans 
between  friends;  plans  to  offer 
mortgages  and  more. 

AUSTRALIA  Began  in  2003  with  a  Virgin 
credit  card;  now  manages  pension  plans 
and  $620  million  in  mortgages. 

SOUTH  AFRICA    Entered  the  market  in 
June,  2006,  with  the  country's  first  no- 
fee  credit  card. 


Virgin  paid  $50  million  for  a  controlling 
interest  in  CircleLending,  and  on  Oct.  15, , 
changed  its  name  to  Virgin  Money  USA. 
The  outfit  administers  $200  million  in 
loans  between  family  and  friends,  charg- 
ing fees  of  $100  to  $2,000  to  collect  and  I 
ensure  repayment.  Soon,  Virgin  hopes 
to  offer  mortgages ,  mutual  funds ,  and 
other  services  requiring  a  partner  with  a  J 
banking  license,  and  it's  talking  with  U.S. ! 
banks  about  that. 

The  real  action,  though,  could  be  in 
Britain.  If  Virgin  snares  Northern  Rock, 
it  will  need  to  keep  funding  its  $200 
billion  loan  portfolio  and  pay  off  the  $26 
billion  bailout  Northern  got  from  the 
Bank  of  England.  Virgin  says  it  can  do 
that  by  wooing  more  online  accounts  to 
bolster  Northern's  deposit  base  and  tap- 
ping its  partners'  deep  pockets.  Analysts 
are  skeptical.  "The  proposal  Virgin  sub- 
mitted fails  to  address  the  more  pressing 
liquidity  issues"  Northern  faces,  says  j 
Keefe,  Bruyette  &  Woods  banking  ana- 
lyst James  Hutson. 

Once  Virgin  gets  the  operation 
back  on  its  feet,  it  intends  to  ramp 
up  offerings  quickly.  Gadhia  plans  to 
shift  Northern's  focus  away  from  less 
profitable  lending  and  to  use  Northern's 
branch  network  to  promote  Virgin  credit 
cards,  insurance,  and  mutual  funds.  And 
by  continuing  to  expand  international- 
ly—Canada may  be  next— Virgin  Money 
will  be  able  to  take  smart  ideas  from  one 
market  and  introduce  them  elsewhere. 
"What  we  do  well,"  says  Gordon  McCal- 
lum,  CEO  of  Virgin  Management,  which 
oversees  the  group's  companies,  "is 
design  simple  products  and  deliver  them 
with  great  service."  1 BW 1 
-With  Stanley  Reed  in  London 


YOU  ARE  MORE  THAN  A  DRIVER.  So,  we  went  beyond  the  road.  People,  rather 
than  drivers,  were  studied.  Life,  rather  than  cars,  was  considered.  Introducing  the 
new  Accord.  Its  anatomy  is  much  like  your  own.  Feature  after  feature,  it's  designed 
with  the  utmost  consideration  for  your  needs  today.  It's  more  spacious  and  more 
lumbar-supportive  than  ever  before.  And  it's  the  most  powerful  Accord  ever,  while 
delivering  a  conscientious  ultra  low-emission  rating.  Keeping  one  goal 
in  mind.  To  deliver  more  than  an  automobile.  For  more  than  the  road. 
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THE  ALL-NEW  ACCORD  FROM  HONDA      BEYOND  THE  ROAD 


honda.COm    1-800-33-Honda    EX-L  V  6  6MT  model  shown    o2007  American  Honda  Motor  Co  .  Inc. 
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Auden  Schendler 
has  raised  Aspen 
Skiing  Co.'s  green 
credibility,  but 
he  questions  his 
actual  impact 


045 


ien  Elgin 

>graphy 

chael  Todd 


The  sweet  notion  that  making  a  company  environmentally 
friendly  can  be  not  just  cost-effective  but  profitable 
is  going  up  in  smoke.  Meet  the  man  wielding  the  torch 
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UJ6    "I'VE  SUCCEEDED  IN  DOING  A  UTCOF  SEXY  PROJECTS 

D....  HOW  DO  YOU  REMY  GREEN~ 


YOUR  COMPANY?  IT'S  ALMOSfc.  IMPOSSIBLE" 


Auden  Schendler  learned  about  corporate  environmen- 
talism  directly  from  the  prophet  of  the  movement.  In  the 
late  1990s,  Schendler  was  working  as  a  junior  researcher 
at  the  Rocky  Mountain  Institute,  a  think  tank  in  Aspen 
led  by  Amory  Lovins,  legendary  author  of  the  idea  that  by 
"going  green,"  companies  can  increase  profits  while  saving 
the  planet.  As  Lovins  often  told  Schendler  and  others  at  the 
institute,  boosting  energy  efficiency  and  reducing  harm- 
ful emissions  constitute  not  just  a  free  lunch  but  "a  lunch 
you're  paid  to  eat." 

Inspired  by  this  marvelous  promise,  Schendler  took  a  job 
in  1999  at  Aspen  Skiing  Co. ,  becoming  one  of  the  first  of  a 
new  breed:  the  in-house  "corporate  sustainability"  advo- 
cate. Eight  years  later,  it  takes  him  six  hours  crisscrossing 
the  Aspen  region  by  car  and  foot  to  show  a  visitor  some  of 
the  ways  he  has  helped  the  posh,  800-employee  resort  blunt 
its  contribution  to  global  warming.  Schendler,  37,  a  tanned 
and  muscular  mountain  climber,  clambers  atop  a  storage 
shed  to  point  out  sleek  solar  panels  on  an  employee  -  hous  - 
ing  rooftop.  He  hikes  down  a  stony  slope  for  a  view  of  the 
resort 's  miniature  power  plant ,  fueled  by  the  rushing  waters 
of  a  mountain  creek.  The  company  features  its  environmen- 
tal credentials  in  its  marketing  and  has  decorated  its  head- 
quarters with  green  trophies  and  plaques.  Last  year  Time 
honored  Schendler  as  a  "Climate  Crusader"  in  an  article 
accompanied  by  a  half-page  photo  of  the  jut -jawed  execu- 
tive standing  amid  snow- covered  evergreens. 

But  at  the  end  of  this  arid  late-summer  afternoon, 
Schendler  is  feeling  anything  but  triumphant.  He  pulls  a 
company  sedan  to  the  side  of  a  dirt  road  and  turns  off  the 
motor.  "Who  are  we  kidding?"  he  says,  finally.  Despite  all  his 
exertions,  the  resort's  greenhouse -gas  emissions  continue 
to  creep  up  year  after  year.  More  vacationers  mean  larger 
lodgings  burning  more  power.  Warmer  winters  require  tons 
of  additional  artificial  snow,  another  energy  drain.  "I've 
succeeded  in  doing  a  lot  of  sexy  projects  yet  utterly  failed 
in  what  I  set  out  to  do,"  Schendler  says.  "How  do  you  really 
green  your  company?  It's  almost  f impossible." 

Barely  a  day  goes  by  without  a  prominent  corporation 
loudly  announcing  its  latest  green  accomplishments:  retail- 
ers retrofitting  stores  to  cut  energy  consumption,  utilities 
developing  pristine  wind  power,  major  banks  investing  bil- 
lions in  clean  energy.  No  matter  what  Al  Gore's  critics  might 
say,  there's  no  denying  that  the  Nobel  Prize  winner's  mes- 
sage has  hit  home .  With  rising  consumer  anxiety  over  global 
warming,  businesses  want  to  show  that  they're  part  of  the 
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solution,  says  Chris  Hunter,  a  former  energy  manager  a 
Johnson  &  Johnson  who  works  for  the  environmental  con- 
sulting firm  GreenOrder.  "Ten  years  ago,  companies  woulc 
call  up  and  say  'I  need  a  digital  strategy.'  Now,  it's  'I  need  i 
green  strategy.' " 

Environmental  stewardship  has  become  a  centerpiece  0: 
corporate  image -crafting.  General  Electric  says  it  is  spend 
ing  nearly  all  of  its  multimillion  -  dollar  corporate  advertising 
budget  on  "Ecomagination,"  its  collection  of  environmen- 
tally friendly  products,  even  though  they  make  up  only  8 
of  the  conglomerate's  sales.  Yahoo!  and  Google  have  pro-> 
claimed  that  by  2008  their  offices  and  computer  centers  wi 
become  "carbon  neutral."  Fueling  the  public  relations  frenzj 
is  the  notion  that  preserving  the  climate  is  better  than  cost 
effective.  But  Schendler,  who  only  a  few  years  ago  consid 
ered  himself  a  leading  proponent  of  this  theory,  now  offer!' 
a  searing  refutation  of  the  belief  that  green  corporate  prac- 
tices beget  green  of  the  pecuniary  variety. 


- 


EMPTY  BOASTING 

Charismatic  and  well-connected  among  environmental  ex- 
ecutives, he  has  begun  saying  out  loud  what  some  whisper  ir 
private:  Companies  continue  to  assess  most  green  initiatives 
with  the  same  return -on -investment  analysis  they  would, 
use  with  any  other  capital  project.  And  while  some  environ 
mental  advances  pay  for  themselves  in  time,  returns  ofte: 
aren't  as  swift  or  large  as  competing  uses  of  corporate  cas 
That  leads  to  green  projects  quietly  withering  on  the  vine.' 
More  important,  and  contrary  to  the  alluring  Lovins  thesis 
many  major  initiatives  simply  aren't  money-savers.  The> 
come  with  daunting  price  tags  that  undercut  the  conviction 
that  environmental  salvation  can  be  had  on  the  cheap. 

Schendler  explains  his  confessional  mood  as  the  result  ol  . 
cumulative  frustration:  with  foot-dragging  colleagues,  with 
himself  for  compromising,  and  with  the  entire  green  move- 
ment frothily  sweeping  through  corporations  in  America  and 
Europe.  So  far  his  candor  hasn't  cost  him  his  job,  though  rival 
resorts  have  groused  about  Schendler  to  his  bosses.  His  col-  . 
leagues  tolerate  him  with  a  combination  of  personal  affection 
and  periodic  annoyance.  "We  have  a  very  self- critical  cul- 
ture," says  Mike  Kaplan,  Aspen  Skiing's  chief  executive.  "We  . 
wouldn't  have  Auden  any  other  way."  The  company,  Kaplan 
adds,  has  led  its  industry  on  the  environmental  front. 

Schendler  grits  his  teeth  over  the  failure  of  modest  pro-   : 
posals,  such  as  his  plan  last  year  to  refurbish  one  of  the 
resort's  oldest  lodges  to  use  less  energy.  He  estimated  the 
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30,000  project  would  have  paid  for  itself  in  seven  years 
rough  lower  utility  bills.  But  the  money  went  for  new  ski 
:s,  snowmobiles,  and  other  conventional  purchases.  "The 
lilability  of  capital  is  not  infinite,"  says  Donald  Schuster, 
:e-president  for  real  estate. 

Beaten  back  frequently,  the  environmental  executive  con- 
ies that  he  made  a  mistake  last  year  when  he  pushed  the 
ort  to  make  audacious  green  claims  based  on  the  purchase 
''renewable  energy  credits."  RECs  are  a  type  of  financial  ar- 
\  igement  that  companies  increasingly  use  to  justify  assertions 
it  they  have  reduced  their  net  contribution  to  global  warm- 

S\.  But  the  most  commonly  used  RECs,  which  are  supposed  to 
lilt  in  a  third  party's  developing  pollution-free  power,  turn 
:  to  be  highly  dubious  (BW—  Mar.  26) .  Aspen  Skiing  relied  on 
|Cs  in  declaring  it  had  "offset  100%  of  our  electricity  use." 
nendler  now  concedes  the  boast  was  empty. 
i\spen  Skiing  is  far  from  alone  in  making  suspect  claims  of 
\en  virtue.  Setting  aside  questionable  renewable  energy 
dits  would  wipe  out  the  climate -saving  assertions  of  doz- 
of  major  corporations  celebrated  for  their  environmental 
dership.  Office  products  retailer  Staples  has  used  RECs  to 
n  a  19%  spike  in  emissions  since  2001  into  what  it  claims  to 
a  15%  decline,  the  company's  sustainability  reports  show. 
)siCo  and  Whole  Foods  Market  have  employed  the  credits 
nake  declarations  that  every  bit  of  pollution  from  electric  - 
they  use  is  negated.  Johnson  &  Johnson  has  proclaimed  a 
b  reduction  in  carbon  emissions  since  1990,  based  largely 
RECs.  Without  the  credits,  the  pharmaceutical  giant  has 
n  a  24%  increase,  J&J  executives  acknowledge.  "Recent 
porate  moves  by  J&J  and  others  are  pushing  in  the  right  di- 
tion,  but  it  is  still  window  dressing  compared  to  the  prob- 
at  hand,"  says  Hunter,  the  former  J&J  manager, 
anid  the  overheated  claims,  some  corporations  have  made 
timate  environmental  gains.  Wal-Mart  Stores  helped 
rk  the  market  for  energy- saving  fluorescent  bulbs  by 
ng  them  top  billing,  even  though  incandescent  bulbs  are 
e  profitable  .Office  Depot  overhauled  lighting  and  energy 
lore  than  600  stores,  contributing  to  the  company's  real 
decline  in  releases  of  heat -trapping  gases.  Dow  Chemi- 
md  DuPont  have  significantly  trimmed  their  actual  emis- 
levels.  But  there  is  still  reason  to  worry  about  long-term 
imitment.  Dow  says  it  invested  $1  billion  to  help  achieve 
ictions  of  19%  between  1994  and  2005.  Because  of  tech- 
nical challenges  and  costs,  however,  Dow  predicts  that 
itional  cuts  won't  occur  until  2025, 18  years  from  now. 
luch  corporate  environmentalism  boils  down  to  mislead  - 
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ing  statistics  and  hype.  To  make  real  progress,  genuine  ac- 
complishments will  have  to  be  sorted  out  from  feel -good 
gestures.  Schendler  no  longer  views  business  as  capable  of 
the  dramatic  change  he  thought  possible  eight  years  ago,  the 
sort  of  change  that  corporations  have  grown  accustomed  to 
boasting  about.  His  own  employer  is  "a  perfect  example 
of  why  this  won't  work,"  he  says.  "We've  had  a  chance  to 
cherry-pick  50  projects  and  get  them  done.  But  even  if  every 
ski  company  could  do  what  we  did,  we'd  still  be  nowhere." 

'TRENCH  WARFARE' 

Auden  Schendler  felt  nature's  pull  at  the  age  of  14,  when  his 
uncle  took  him  on  a  backpacking  trip  through  the  rugged 
Bob  Marshall  Wilderness  in  northwest  Montana.  Growing 
up  in  the  scruffy  New  Jersey  city  of  Hackensack,  he  always 
felt  cramped  and  out  of  place.  He  escaped  up  the  Atlantic 
coast  to  Maine,  where  he  majored  in  environmental  studies 
at  Bowdoin  College.  "I  became  the  person  I  wanted  to  be:  a 
mountaineer,  an  outdoorsman."  During  this  period  he  scaled 
Alaska's  20,300-foot  Mount  McKinley  and  made  several 
trips  up  treacherous  Mount  Rainier  in  central  Washington. 
On  another  adventure,  he  trekked  alone  on  skis  for  nine  days 
across  a  wintry  Yosemite,  sleeping  in  hand-carved  snow 
caves.  "I  am  at  my  happiest  on  a  fall  morning,  in  a  high- 
mountain  campsite,  maybe  12,000  feet,"  he  says.  "The  air  is 
crisp  and  chilly,  and  some  coffee  is  brewing  on  the  campfire. 
What  is  better  than  that  ? " 

After  college  he  moved  to  Aspen  and  taught  skiing  and 
high  school  math.  The  state  of  Colorado  provided  his  first 
paid  environmental  job,  weatherizing  the  trailers  of  poor 
families  to  help  them  save  energy.  This  involved  crawling 
beneath  flimsy  homes,  where  he  sometimes  encountered  the 
decomposing  carcasses  of  raccoons.  "It  was  gritty  work,"  he 
says,  "the  trench  warfare  of  climate  change." 

In  1997,  he  took  a  job  at  the  Rocky  Mountain  Institute 
(RMI)  just  outside  Aspen,  which  Lovins  had  co-founded  15 
years  earlier.  Lovins,  a  physicist  by  training,  was  collaborat- 
ing with  his  then-wife,  L.  Hunter  Lovins,  and  businessman 
Paul  Hawken  on  a  book  called  Natural  Capitalism,  which 
became  a  best -seller.  By  rethinking  their  operations  and 
choosing  materials  wisely,  the  book  argued,  companies 
could  produce  far  less  pollution  and  earn  more.  "Auden  is 
terrific,"  Lovins  recalls  of  his  "vigorous,  smart,  and  dedicat- 
ed" former  employee,  who  did  research  for  Natural  Capi- 
talism. An  obsession  with  efficiency  pervaded  the  institute: 
Schendler  recalls  being  chastised  for  boiling  water  in  the 
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kitchen  without  a  lid  on  the  kettle.  He  idolized  Lovins  and  went 
jogging  with  Hawken.  "Instead  of  going  to  graduate  school,  I 
went  to  RMI,"  he  says. 

He  heard  in  1999  that  Aspen  Skiing,  a  complex  of  hotels  and 
ski  runs  popular  with  wealthy  vacationers,  was  looking  for  an 
environmental  director.  The  job  seemed  a  perfect  fit.  "When  I 
left  RMI,  I  felt  that  government  was  powerful  but  businesses 
were  nimble  enough  and  motivated  enough  by  profit  to  make 
changes  that  we  need,"  he  says.  "I  was  indoctrinated."  The  ski 
industry,  which  gorges  on  energy  to  create  a  fantasy  of  always - 
plentiful  powdered  snow  and  cozy  alpine  hideaways,  offered  an 
ideal  place  to  put  these  abstractions  into  practice. 

RESISTANCE  FROM  WITHIN 

Aspen  Skiing,  privately  ownedby  the  Crown  family  of  Chicago, 
which  made  billions  on  its  stake  in  military  contractor  General 
Dynamics  and  other  enterprises,  exudes  an  earnest  concern 
about  nature— not  least  because  its  business  would  melt  away 
if  temperatures  rose  just  a  few  degrees.  "My  kids  say:  'God, 
Dad,  are  we  going  to  ski  when  we're  your  age?' "  says  Kaplan, 
the  CEO.  "I  have  to  tell  them:  'I  don't  know.' " 

Then  29,  Schendler  received  a  genial  welcome  at  Aspen 
Skiing's  wood-paneled  headquarters  near  the  county  airport. 
"Auden  came  with  some  great  athletic  credentials,"  recalls  John 
Norton,  then  the  chief  operating  officer.  "He's  a  terrific  kayaker 
and  skier,  and  that's  a  guaranteed  ice  -breaker  in  a  ski  company." 
But  when  it  came  to  spending  the  company's  money,  things  be  - 
came  complicated. 

He  first  took  aim  at  the  90  -room  Little  Nell  Hotel.  The  luxu- 
rious lodge  nestled  at  the  base  of  Aspen  Mountain  devours  so 
much  electricity  that  Schendler  assumed  it  would  be  simple  to 
find  efficiencies.  He  told  its  then-manager,  Eric  Calderon,  he 
wanted  to  put  fluorescent  lightbulbs  in  all  guest  rooms.  The 
new  bulbs  would  last  10  times  as  long,  use  75%  less  power, 
and  pay  for  themselves  in  only  two  years.  The  answer  was  no. 
Calderon,  who  favors  dapper  blue  blazers  and  chinos,  worried 
that  fluorescent  light  would  suggest  a  waiting-room  ambience, 


SPENDING  ON  GREEN  UPGRADES  MAY  PAY  OFF 
OVER  YEARS.  BUT  THAT'S  NOT  THE  SORT  OF 
OUTLAY  THAT  FIRES  UP  CHIEF  EXECUTIVES 


jeopardizing  the  establishment's  five-star  rating.  "There's  al- 
ways a  question  of  balance  between  environmental  concerns 
and  satisfying  expectations  of  the  clientele,"  he  says. 

Thwarted  on  guest  rooms,  Schendler  switched  to  Little  Nell's 
underground  garage.  Guests  never  saw  it  because  valets  park 
all  cars.  For  $20,000,  Schendler  said  he  could  replace  energy- 
gobbling  175 -watt  incandescent  light  fixtures  with  fluorescent 
bulbs  and  save  $10,000  a  year.  Unimpressed,  Calderon  again 
balked.  If  he  had  $20,000  extra,  he  would  rather  spend  it  on 
items  guests  would  notice:  fine  Corinthian  leather  furniture  or 
shiny  new  bathroom  fixtures. 

At  the  company's  next  senior  management  meeting, 


Schendler  brought  an  unusual  display  to  make  his  case  for  i « 
garage  lights.  He  had  wired  a  stationary  bicycle  to  show  1 1 
much  less  energy  fluorescent  bulbs  consume.  Thirty  manaj  1 
watched  as  Schendler  challenged  a  burly  executive  to  hop  on  ■ 
bike.  Sure  enough,  it  took  much  more  sweat  to  make  several  1 
candescent  bulbs  glow.  But  Schuster,  the  real  estate  chief,  di<  1 
believe  the  new  lights  would  save  money. "  I  was  skeptical  on  1 
ROI  [return  on  investment]  calculations  Auden  had  preser  1 
for  the  retrofit,"  Schuster  recalls.  "One  of  my  concerns  was !  I 
we  were  committing  capital  based  on  theoretical  returns  wi  I 
out  any  real  opportunity  for  a  look  back  on  the  actual  return  I 
It  took  Schendler  two  years  to  overcome  resistance  to  the  I 
rage  -  light  replacement ,  and  then  only  after  he  secured  a  $5,  ( I 
grant  from  a  local  nonprofit.  He  acknowledges  the  stranger 
of  a  corporation  with  annual  revenue  of  about  $200  million, 
cording  to  industry  veterans  (the  company  declines  to  provi 
figure ) ,  seeking  charity  to  reduce  its  electricity  use .  With  a  1 
of  sarcasm,  he  notes:  "This  is  the  sort  of  radical  action  th 
needed  to  get  people  over  ROI  thresholds." 

WHEN  BREAK-EVEN  WON'T  DO 

Larger -scale  versions  of  his  lightbulb  struggle  are  playing 
at  numerous  other  companies.  Hailed  as  an  environmental  p 
neer,  FedEx  says  on  its  Web  site  that  it  is  "committed  to  the 
of  innovations  and  technologies  to  minimize  greenhouse  gas  j 
With  70,000  ground  vehicles  and  670  planes  burning  fuel, 
world's  largest  shipper  is  a  huge  producer  of  heat-trappt 
gases.  Back  in  2003,  FedEx  announced  that  it  would  soon  bed 
deploying  clean  -  burning  hybrid  trucks  at  a  rate  of  3 , 0  0  0  a  y 
eventually  sparing  the  atmosphere  250,000  tons  of  greenhoi 
gases  annually  from  diesel-engine  vehicles.  "This  program 
the  potential  to  replace  the  company's  30,000  medium-d: 
trucks  over  the  next  10  years,"  FedEx  announced  at  the  tin 
The  U.S.  Environmental  Protection  Agency  awarded  the  efir 
a  Clean  Air  Excellence  prize  in  2004. 

Four  years  later,  FedEx  has  purchased  fewer  than  100  hyt  1 
trucks,  or  less  than  one -third  of  one  percent  of  its  fleet. 
$70,000  and  up,  the  hybrids  cost  at  hi 
75%  more  than  conventional  trucks, 
though  fuel  savings  should  pay  for 
difference  over  the  10-year  lifespan 
the  vehicles.  FedEx,  which  reported] 
cord  profits  of  $2  billion  for  the  fiscal)* 
that  ended  May  3 1 ,  decided  that  break  ■ 
even  over  a  decade  wasn't  the  best  ush 
company  capital.  "We  do  have  a  fiduci 
responsibility  to  our  shareholders,"  says  environmental  din 
tor  Mitch  Jackson.  "We  can't^ubsidize  the  development  oft 
technology  for  our  competitors." 

Schendler  faces  the  return -on -investment  challenge  on 
most  every  proposal  he  makes.  Earlier  this  year,  he  pushed 
employer  to  bankroll  a  $  l  million  solar-  energy  farm  on  the  0' 
skirts  of  Aspen.  Like  most  electricity  consumers  in  the  Rock: 
Aspen  Skiing's  power  comes  primarily  from  coal-fired  plai  1 
which  emit  large  amounts  of  carbon  dioxide.  With  federal 
breaks  aimed  at  encouraging  clean  energy,  the  football -fie 
size  solar  array  might  generate  a  paltry  6.5%  return,  mean: 
it  would  pay  for  itself  in  15  years.  It  barely  got  approved,  s; 
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THE  FUZZY  MATH 
OF  ECO-ACCOLADES 


Plaudits  for  lower  emissions  don't  mean  they've  been  cut 


By  Ben  Elgin 

On  Feb.  2  a  panel  of  climate  experts 
convened  in  a  modern  U.N.  building 
in  Paris  to  deliver  the  latest  dire  news 
about  greenhouse  gases.  Across  town 
the  World  Wildlife  Fund  held  a  press 
conference  to  praise  three  large  cor- 
porations as  "climate  savers."  Sony, 
Nike,  and  French  cement  maker 
Lafarge  had  demonstrated  that 
business  can  make  "reasonable  and 
meaningful"  changes  to  stem  global 
warming,  the  WWF  announced. 

Strangely,  though,  the  companies' 
own  environmental  reports  undercut 
the  more  hopeful  Paris  event.  Carbon 
emissions  from  all  three  companies 
have  been  rising:  Lafarge's  by  11%  over 
two  years,  Sony's  by  17%  in  a  one-year 
span.  While  Nike  trimmed  emissions 
I  from  a  small  piece  of  its  business, 
bverall  releases  from  operations  have 
increased  by  50%  since  1998. 

The  WWF  is  one  of  several  ma- 
or  environmental  groups  that  have 
befriended  corporations  claiming 
:o  have  reduced  their  role  in  global 
warming.  The  groups  argue  that  by 
ending  expertise,  they  can  change 
orporate  behavior.  But  in  some  cases 
companies  are  gaining  green  cred 
while  making  only  dubious  progress. 

Some  companies  provide  the 
nvironmental  groups  with  contri- 
putions  or  payments  for  services, 
afarge  is  paying  the  WWF  about  $6 
nillion  over  three  years  to  help  fund 
mvironmental  programs — not  win  the 
:nvironmental  group's  support,  the 
:ompany  says.  The  WWF  stresses  that 
he  money  hasn't  influenced  its  view 
)f  the  cement  maker,  which  generates 
H-4  million  tons  of  greenhouse  gases 
innually— more  than  Portugal.  Lafarge 
ays  it  has  a  "proactive  and  radical 
policy  to  reduce  C02  emissions." 


Sony— one  of  the  few  companies 
to  factor  in  the  use  of  its  products  in 
calculating  greenhouse  gas  emissions— 
says  its  steep  rise  over  the  past  year  is 
due  mostly  to  robust  sales  of  products 
like  LCD  TVs.  A  spokesman  says  Sony  is 
committed  to  reducing  C02  emissions 
from  its  offices  by  7%  by  2010. 

Nike  announced  in  2001  that  it 
would  cut  by  13%  its  carbon  emissions 
from  a  small  subset  of  its  operations: 
Nike -owned  facilities  and  employee 
travel.  Last  year  the  company  declared 
that  it  had  beaten  its  goal,  registering 
an  18%  decline.  The  WWF,  which  has 
advised  Nike,  gave  the  company  its  top 
2007  climate  prize  at  the  Paris  press 
event.  (Nike  says  it  hasn't  contributed 
to  the  WWF  in  recent  years. ) 

Nike's  climate  claims  deserve  closer 


scrutiny,  however.  In  making 
the  18%  reduction  claim,  it 
excluded  extensive  outside 
manufacturing  activities  as 
well  as  the  shipment  of  prod- 
ucts around  the  globe.  Emis- 
sions from  company-owned 
buildings  and  employee 
travel  actually  rose,  too. 

Nike,  based  in  Beaverton, 
Ore.,  says  it  offset  some  of  its 
pollution  by  means  of  an  Or- 
egon Energy  Dept.  tax -credit 
program  in  which  companies 
can  pay  schools  and  other 
public  institutions  to  take 
energy-saving  steps.  Compa- 
nies get  this  money  back,  plus 
about  30%  extra,  in  tax  breaks 
spread  over  five  years. 

Nike  subtracted  from  its 
emissions  the  pollution  the 
schools  cut,  a  total  of  89,933 
tons  over  four  years.  The 
company  says  it  deserves  the 
offsets  because  the  earnings 
from  the  program  of  a  little 
more  than  5%  a  year  were  less 
than  what  it  could  have  made 
from  other  investments. 

Nike,  it's  worth  noting, 
does  more  than  the  major- 
ity of  its  competitors  on  the 
environmental  front.  Most 
companies  don't  even  dis- 
close emissions.  Nike  has  also 
eliminated  greenhouse  gases  it  used 
in  the  cushions  of  its  sneakers.  But  the 
WWF's  accolades  present  a  confusing 
picture  of  a  green  leader  that  in  fact  is 
generating  more  and  more  pollution. 

Nike  says  its  carbon  cuts  are  real. 
"When  we  first  started  off,  this  was  all 
very  experimental,"  says  Sarah  Severn, 
director  of  sustainable  development. 
"As  a  company,  you  experiment,  you 
make  mistakes,  but  you  continue  to  try 
to  find  that  spirit  of  innovation." 
Defending  its  support  for  Nike, 
the  WWF  cites  the  lack  of  federal 
regulation  of  C02  or  official  standards 
on  how  to  offset  emissions.  "In  the 
absence  of  better  rules,  the  solutions 
our  companies  have  taken  on  do  make 
sense,"  says  Matthew  Banks,  senior 
program  manager  at  the  WWF.  1  bw  1 
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050  THE  CLOSER  SCHENDLER  LOOKED  AT  RENEWABLE 


ENERGY  CREDITS,  THE  LESS  LEGITIMATE  THESE 
PAPER  TRANSACTIONS  BEGAN  TO  APPEAR 


Chief  Financial  Officer  Matt  Jones.  "We  put  this  together 
with  duct  tape  and  chewing  gum." 

Schendler's  persistence  eventually  won  him  admirers 
even  among  executives  who  didn't  agree  with  his  entire 
agenda.  "We  were  trying  to  run  a  very  complex  set  of  busi- 
nesses—four  ski  areas,  three  hotels,  two  athletic  complexes, 
and  a  golf  course— but  Auden  never  let  us  forget  that  he  be- 
longed in  the  family  portrait,"  says  Norton,  the  former  COO 
and  the  man  Schendler  recruited  for  the  bike-powered 
lightbulb  demonstration.  "Usually  he  elbowed  in  with  good 
humor,  but  also  sometimes  with  the  grim  single-minded- 
ness  that's  the  mantle  of  a  true  believer." 

'I  WAS  GETTING  KILLED' 

Schendler,  who  is  married  and  has  two  young  children, 
ranks  below  top  managers  at  Aspen  Skiing  but  attends  most 
of  their  important  meetings.  The  company  zealously  guards 
salary  amounts,  and  he  won't  reveal  his ,  but  a  person  familiar 
with  Aspen  Skiing  estimates  that  he  earns  about  $100,000  a 
year.  Perpetually  on  the  move,  Schendler  gets  his  hands  into 
everything,  fiddling  with  a  boiler  knob  and  inquiring  why  a 
building's  lights  were  on  the  previous  night.  He  sometimes 
seems  self-conscious  about  his  East  Coast,  elite-college 
pedigree,  compensating  with  gestures  like  helping  rewire  a 
lodge's  electrical  circuits.  Teasing  follows  him  everywhere, 
he  says.  "I  can't  tell  you  how  many  times  I've  heard,  'Hey, 
Auden,  I  recycled  a  can  today' " 

One  of  his  proudest  victories  is  the  small  hydro -power 
plant  the  company  spent  $150,000  in  2003  to  install  on  one 
of  its  ski  slopes.  It's  fed  two  months  of  the  year  by  a  stream 
that  turns  into  a  roaring  creek  when  the  snow  melts.  The 
other  10  months  it's  dormant .  Inside  the  small  hut  containing 
the  plant's  steel  turbine,  he  animatedly  describes  the  hurdles 
overcome  during  construction:  "We  hit  an  underground  gas 
line.  I  was  over  budget.  I  was  getting  killed."  But  it  got  done. 

For  all  his  hard  work,  however,  Schendler  began  to  feel  a 
creeping  disappointment.  Combined,  the  hydro  and  solar 
projects  eventually  will  generate  less  than  1%  of  the  compa- 
ny's power  needs.  His  colleagues  felt  they  were  stretching 
to  accommodate  him,  but  Schendler  knew  he  was  coming 
up  short.  Seeking  to  make  an  industry-leading  gesture,  he 
decided  in  2005  to  explore  renewable  energy  credits. 

Introduced  at  the  beginning  of  the  decade,  RECs  are  sup- 
posed to  marshal  market  forces  behind  wind  and  solar  power. 
Developers  of  clean  energy  sell  RECs,  usually  measured  in 
megawatt  hours  of  electricity,  to  buyers  that  want  to  coun- 


terbalance their  pollution  by  funding  environmentally  f rien 
power.  But  often  the  REC  trade  seems  like  little  more  than  1 
buying  and  selling  of  bragging  rights,  rather  than  incenti 
that  lead  to  the  construction  of  wind  turbines  or  solar  panel: 

Schendler  knew  that  RECs  and  similar  financial  trans; 
tions  were  swiftly  growing  in  popularity,  as  more  compan 
sought  green  credibility  and  REC  brokers  proliferated, 
persuaded  his  superiors  in  2006  to  spend  $42,000  a  yea 
2%  premium  on  the  company's  energy  costs,  to  buy  REC: 
roughly  $2  a  megawatt  hour.  According  to  commonly  accep 
REC  principles,  this  investment,  less  than  a  third  of  wha; 
took  to  build  the  hydro  plant,  permitted  Aspen  Skiing  to  cla 
that  it  had  offset  all  of  its  use  of  coal-burning  energy. 

Colleagues  heaped  praise  on  Schendler.  In  a  press  releaj 
Pat  O'Donnell,  then  the  company's  CEO,  said:  "This  purchi 
represents  our  guiding  principles  in  action."  Accolades  arriv 
from  the  EPA;  local  newspapers  reported  the  feat.  "It  was  stt 
as  one  of  my  biggest  wins  ever,"  Schendler  says. 

He  spent  hours  thinking  about  how  to  describe  the  purchi 
of  RECs  for  marketing  purposes.  The  formulation  he  earned 
with  was  that  Aspen  Skiing  had  offset "  100%  of  our  electrki 
use  with  wind  energy  credits ,  keeping  a  million  pounds  of  po 
lution  out  of  the  air."  This  wording  was  plastered  on  ski  li]i 
advertising  brochures,  and  countless  company  e-mails.      1 

But  even  as  he  helped  launch  this  campaign,  Schend 
had  a  queasy  feeling.  At  some  level,  he  suspected  the  credi 
weren't  causing  any  new  windmills  to  be  built.  They  were; 
literally  offsetting  anything.  He  felt  torn.  "I'm  well  aware* 
what  is  right  and  what  works  and  what  matters,"  he  says.  "I' 
also  aware  of  brand  positioning.  Part  of  my  job  is  to  maintil 
[Aspen  Skiing 's]  leadership."  His  industry  "was  going  to 
this  in  a  big  way.  One  small  resort  in  California  already  hi' 
and  we  needed  to  move.  My  solace  was  the  educational  val 
of  the  move .  The  discussions  it  would  cause  would  be  valuati. 
even  if  the  RECs  were  not." 

His  prediction  proved  accurate.  In  the  year  and  a  half  sir 
his  RECs  purchase,  more  than  50  other  ski  resorts  have  ma 
similar  buys.  No  fewer  than  28  claim  to  be  "100%  wind  pc 
ered."  Enticed  by  inexpensive  green  claims,  companies 
other  industries  have  been  equally  enthusiastic.  The  top 
REC  purchasers  have  bought  the  equivalent  of  6  million  meg 
watt  hours  this  year,  nearly  quadruple  the  volume  from  20( 
the  EPA  says. 

Rather  than  enjoying  his  role  as  an  REC  pioneer,  Schend 
felt  increasingly  anxious.  In  private,  he  pushed  REC  brok< 
for  hard  evidence  that  new  wind  capacity  was  being  bui 
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leir  evasiveness  gnawed  at  him.  He  asked  veterans  in  the 
lewable  energy  field  whether  his  marketing  message  was 
;itimate.  "They  laughed  at  me,"  he  says. 
The  trouble  stems  from  the  basic  economics  of  RECs. 
edits  purchased  at  $2  a  megawatt  hour,  the  price  Aspen 
iing  and  many  other  corporations  pay,  logically  can't 
ve  much  effect.  Wind  developers  receive  about  $51  per 
jgawatt  hour  for  the  electricity  they  sell  to  utilities.  They 
t  another  $20  in  federal  tax  breaks,  and  the  equivalent  of 
to  $20  more  in  accelerated  depreciation  of  their  capital 
aipment.  Even  many  wind-power  developers  that  stand 
profit  from  RECs  concede  that  producers  making  $91  a 
;gawatt  hour  aren't  going  to  expand  production  for  an- 
ler  $2.  "At  this  price,  they're  not  very  meaningful  for  the 
i/eloper,"  says  John  Calaway,  chief  development  officer  for 
B.  wind  power  at  Babcock  &  Brown,  an  investment  bank 
'it  funds  new  wind  projects.  "It  doesn't  support  building 
nething  that  wouldn't  otherwise  be  built." 


FFLEMENT  AND  IRRITATION 

lendler  isn't  the  only  environmental  executive  aware  of 
problem.  In  2006,  Johnson  &  Johnson  spent  $1  million 
icredits  it  says  are  equivalent  to  400,000  tons  of  emis- 
ins.  Based  on  this  purchase ,  the  company  claimed  to  have 
unk  its  contribution  to  global  warming  by  17%  since 
)0.  The  World  Wildlife  Fund  and  other  environmental 
ups  have  praised  J&J,  and  the  EPA  gave  the  company  a 
ben  Power  award  in  2006.  Asked  about  the  doubts  sur- 
nding  RECs,  Dennis  Canavan,  the  company's  senior 
Sctor  of  global  energy,  concedes  that  the  credits  "aren't 
ial."  They  don't  really  reduce  J&J's  pollution,  he  says,  and 
lopes  the  company  eventually  abandons  them.  Still,  he 
sts  that  "somewhere  along  the  line,  RECs  do  encourage 
if  projects."  He  adds:  "For  the  time  being,  this  is  the  sys- 
i  available  to  us  to  offset  C02." 

[owever,  some  companies  employ  more  direct  methods, 
building  substantial  clean  energy  capacity  themselves, 
.ugust ,  Jiminy  Peak  Mountain  Resort  in  Hancock ,  Mass. , 
led  on  a  new  wind  turbine  standing  386  feet  tall  and  ca- 
le  of  providing  half  of  the  resort's  electricity.  The  project 
c  three  years  to  complete  and  cost  $4  million, 
lany  larger  corporations,  however,  defend  their  lower - 
l  approach.  Mark  Buckley,  vice-president  of  environ- 
iital  affairs  at  Staples,  defends  RECs,  saying  they  "have 
irly  sent  the  right  signal  to  the  market."  His  counterpart 
lepsiCo,  Rob  Schasel,  agrees,  adding,  "Absolutely,  we're 
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changing  what's  going  into  the  atmosphere."  Whole  Foods 
Market  declined  to  comment. 

This  spring  Schendler  concluded  that  he  had  to  reverse 
course,  persuade  his  employer  to  back  away  from  the  renewable 
energy  credits  he  had  endorsed  just  months  earlier,  and  favor 
more  meaningful  green  projects.  His  colleagues  reacted  with 
bafflement  and  irritation.  "Auden,  you  are  the  most  confusing 
human  being  I  have  ever  encountered,"  senior  marketing  man- 
ager Steve  Metcalf  wrote  in  an  e  -  mail  in  April.  "You  have  placed 
on  us  the  responsibility  of  getting  the  environment  message 
out— your  message— as  a  company-wide  endeavor.  We  have 
responded  to  your  bidding  and  environmental  passion  with  a 
gusto  on  the  verge  of  maniacal.  As  mentioned,  you  are  confus- 
ing to  the  point  of  complete  exhaustion." 

Schendler  replied:  "Relax,  brah.  I  enormously  appreciate  all 

the  support We're  on  the  edge  of  this  thing,  figuring  it  out .  If 

it  were  simple  and  easy,  someone  would  have  done  it  already." 

THE  CONFLICTED  CRITIC 

The  company  will  continue  to  buy  RECs  through  at  least  2008, 
when  its  current  contract  expires.  Executives  say  they're  reluc- 
tant to  stop  any  sooner,  because  they  don't  want  to  appear  to  be 
backsliding  on  the  environment  when  competitors  claim  to  be 
entirely  wind  powered.  The  company  still  touts  its  RECs  pur- 
chases in  some  marketing  material. 

Schendler,  meanwhile,  has  become  a  prominent  critic  of 
RECs,  a  potentially  confusing  role,  since  his  employer  buys 
them.  In  an  April  letter  to  the  Center  for  Resource  Solutions, 
a  nonprofit  group  in  San  Francisco  that  certifies  credits,  he 
said  that  RECs  have  as  much  effect  on  the  development  of  new 


renewable -energy  projects  as  would  trading  "rocks,  IOUY 
pinecones."  That  statement,  which  inevitably  whizzed  aroc 
the  Internet,  stung  some  in  the  ski  industry  who  interpnr 
it  as  an  attack.  Schendler's  immediate  boss,  General  Couj 
Dave  Bellack,  has  heard  from  competitors  asking  that  he  s 
Schendler.  Bellack  has  declined. 

Now  simultaneously  an  insider  and  an  outsider  in  corpo 
environmental  circles,  Schendler  relishes  the  notoriety.  "Id 
think  I'm  seen  as  a  team  player  in  this  industry,"  he  says,  "r 
don't  care.  This  issue  is  so  much  bigger  than  just  the  ski  ine< 
try."  In  March  he  told  the  U.S.  House  Subcommittee  on  Enn 
and  Mineral  Resources  that  companies  won't  make  serir 
progress  without  regulation  of  carbon  emissions— a  depar  > 
from  his  earlier  faith  that  abundant,  profitable  green  proj> 
will  transform  the  way  business  operate. 

His  former  mentor  Lovins  says  Schendler  could  find  furt: 
cost -saving  energy  efficiencies  with  more  support  from" 
superiors.  But  this  mind-set,  Schendler  warns,  could  in> 
ence  companies  to  pursue  exclusively  projects  with  quick  j 
offs:  "The  idea  that  green  is/un,  it's  easy,  and  it's  profitabl 
dangerous.  This  is  hard  work.  It's  messy.  It's  not  always  pre  J 
able .  And  companies  have  to  get  off  the  mark  and  start  actu  j 
doing  stuff."  ibwi 

BUSINESSWEEK.COM   I    To  dig  further  into  this  story,  go  to 

I    businessweek.com/magazine. 
SLIDE  SHOW:  How  corporate  environmental  initiatives  stack  up. 
BIG  BANKS:  They  talk  a  greener  game  than  they  play. 
PODCAST:  Executive  Editor  John  A.  Byrne  interviews  correspondent 
Ben  Elgin  on  the  reality  behind  all  the  environmental  hype. 
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jiost  every  crime 
»/  has  some  type  of 
Knology  related  to  it.' 

i  Chip  Johnson 

Carolina  Law  Enforcement  Division 
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SOUTH     CAROLINA     LAW 
ENFOftCCMENl     DIVISION 


Even  the  cleverest  online  criminals  leave  clues  behind  on  their  computers, 
•but  it  takes  a  powerful  storage  solution  to  allow  for  the  deep-evidence 
searches  required  to  find  them.  Investigators  at  the  South  Carolina 
Computer  Crime  Center  have  found  that  solution  with  a  Hitachi  high-end 
modular  storage  system  that  helps  slash  search  times  from  days  to  mere 
hours.  See  for  yourself  how  Hitachi's  new  computer  bloodhound  is  helping 
track  down  cyber  criminals  nationwide. 


Watch  the  documentary  film  series  at  hitachi.com/truestories 
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TROUBLE 


By  Arlene  Weintraub 


The  tiny  stent  sparked  a  lucrative  industry— and  made 
Dr.  Samin  Sharma  a  star.  Then  questions  arose  about 
the  device's  safety  and  efficacy. 


On  a  sweltering  summer  morning,  Dr.  Samin  K.  Sharma  march  - 
es  into  the  cardiology  wing  of  Mount  Sinai  Hospital  in  New 
York,  prepared  for  a  16-hour  day  in  which  he  will  clear  and  re- 
pair the  arteries  of  18  patients.  Sharma  specializes  in  installing 
stents,  tiny  metal  devices  that  hold  open  blocked  blood  vessels. 
As  he'll  be  the  first  to  note,  he  does  more  stent  procedures  than 
anyone  else  in  doctor -rich  New  York  and  possibly  in  the  entire 
country.  An  immigrant  from  India  who  had  to  plead  for  his  first 
cardiology  job  here,  he  has  played  a  critical  role  in  popularizing 
the  stent  as  an  alternative  to  drugs.  In  the  process,  he  has  helped 
fuel  a  booming  stent  market  and  revive  the  fortunes  of  Mount 
Sinai,  a  prestigious  old  institution  that  just  a  few  years  ago  was 
stumbling  financially. 

But  this  morning  a  slight  shadow  of  doubt  hangs  over  the 
court  of  the  King  of  Stents.  On  the  table,  patient  David  Viggiano 
is  asking  questions.  (Although  sedated,  stent  patients  remain 
awake.)  Viggiano,  a  42-year-old  security  guard  with  color- 
ful tattoos  on  his  arms,  suffered  a  heart  attack  three  years  ago 
near  his  home  in  suburban  New  York.  He  was  riding  his  bicycle 
through  a  cemetery,  a  setting  that  still  haunts  him.  As  he  awaits 
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his  procedure,  Viggiano  is  aware  that  qualms  have  arisen  01 
certain  kinds  of  stents.  "I  heard  they  had  problems,"  he  says1 
an  X-ray  machine  whirs  back  and  forth  over  his  chest. 

Sharma  considers  the  patient's  hazy  anxiety.  Since  Viggui 
is  relatively  young,  and  potent  drugs  may  interfere  with  his  t 
tive  lifestyle,  the  doctor  sticks  with  his  preferred  treatment  i 
installs  a  stent.  "Everything  looks  good,"  Sharma  tells  Viggn 
in  a  booming  voice,  as  he  implants  the  device.  "In  about  1 
hours,  you'll  go  home  with  an  open  artery." 

NATIONWIDE  DEBATE 

Before  the  next  patient  is  wheeled  in,  another  signal  of  unc; 
tainty  arrives.  A  nurse  calls  out  to  Sharma  about  a  cardiolof 
who's  on  the  phone.  The  other  doctor  wonders  whether  a] 
tient  whom  Sharma  is  scheduled  to  see  needs  to  be  treated  wi 
stents  at  all.  Later,  Sharma  says  that  he  now  fields  calls  liket 
all  the  time.  "Every  day,"  he  says,  "every  day." 

Sharma,  a  spiritual  man  who  fasts  once  a  week  in  a  Hindu { 
rifying  ritual,  explains  his  devotion  to  stents  in  terms  of  relit 
ing  patient  suffering.  But  recently  the  50 -year-old  physic 
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finds  himself  enmeshed  in  a  nationwide 
debate  over  whether  his  specialty,  inter- 
ventional cardiology,  has  been  driven  by 
economic  motives  to  overuse  the  device. 
Galvanizing  the  controversy  is  a  series 
of  scientific  studies  released  since  last 
year  that  raise  a  pair  of  vexing  questions: 
Do  stents  coated  with  drugs  intended  to 
prevent  arteries  from  closing  up  again 
sometimes  cause  potentially  fatal  blood 
clots?  And  apart  from  the  question  of 
dangerous  side  effects,  are  stents  really 
more  effective  than  medicine,  improved 
diet,  and  exercise  in  treating  coronary 
artery  disease? 

The  stir  over  stents  has  jolted  a  whole 
industry  that  took  shape  in  the  1990s  to 
cash  in  on  the  device's  popularity.  Bos- 
ton Scientific  and  Johnson  &  Johnson, 
both  of  which  make  drug -coated  stents 
and  for  which  Sharma  has  performed 
many  clinical  trials,  have  slipped  badly. 
With  stent  procedures  down  13%  na- 
tionally this  year,  Boston  Scientific's 
stock  is  off  17%,  and  the  company  is  ex- 
pected to  announce  layoffs;  J&J  has  said 
it  will  lay  off  more  than  3,400  people, 
including  many  in  its  stent  business. 
JPMorgan  Chase  estimates  that  sales 
of  drug-coated  stents  will  drop  23%  in 
2007,  to  $4.1  billion. 

At  Mount  Sinai,  a  highly  regarded 
teaching  hospital  on  Manhattan's  Upper 
East  Side,  the  spreading  angst  shows  up 
in  hallways  and  classrooms.  Traditional 
cardiologists  are  openly  challenging 
Sharma,  sending  him  fewer  referrals. 
"It's  a  lot  easier  for  doctors  in  general  to 
send  someone  to  angioplasty"— during 
which  stents  are  implanted— "than  it  is 
to  take  the  time  to  explain  to  them  why 
they  don't  need  it,"  says  Dr.  Ira  S.  Nash, 
an  associate  professor  of  cardiology  at 
Sinai  who  favors  the  use  of  drugs.  "He 
is  incredibly  enthusiastic  about  angio- 
plasty," says  Nash,  referring  to  Sharma, 
"but  in  my  heart  of  hearts,  I  believe  he's 
overselling  it ."  After  double  -  digit  growth 
in  angioplasties  by  Sharma's  team  since 
2002,  volume  in  his  cath  (short  for  cath- 
eterization) lab  has  fallen  3%  this  year. 

If  top  management  at  the  hospital  is  worried  about  these  de- 
velopments, there's  little  outward  evidence  of  it.  Sinai  execu- 
tives repeatedly  have  fended  off  rivals  attempting  to  hire  away 
Sharma  and  grab  his  lucrative  practice.  The  star  doctor's  salary 
has  risen  steadily  over  the  years  and  now  stands  at  $3  million. 

Sharma  admits  to  passing  moments  of  doubt,  even  at  one 
point  comparing  stents  to  atomic  energy.  "From  the  genius  of 


SHARMA  IS  OWE  OF  THE  MOST  PROLIFIC  USERS 
OF  STENTS.  BUT  CRITICS  SAY  ECONOMIC  MOTIVES 
ARE  DRIVING  SALES  OF  THE  DEVICES 


Einstein  came  Hiroshima,"  he  muses.  But  in  the  cath  lab,  I 
exudes  only  confidence.  From  among  the  confusing  welter  1 
research,  he  cites  studies  showing  that  arteries  propped  op 
with  drug -coated  stents  are  less  likely  to  clog  up  again  th 
those  repaired  with  an  older  bare-metal  variety.  "Do  you  ha 
a  choice  of  stent?"  he  asks  one  patient  as  she's  wheeled : 
"The  one  where  I  don't  have  to  come  back,"  she  jokes.  "Rig 
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•     y  Sharmaati4  answer,"  declares  the  doctor, 

is.     *,  (third  from  the  who  proceeds  to  insert  amed- 

||7-  left)  with  his  icated  stent. 

1   %«/•  family  in  Jaipur,  TT                               .             , 

^ — .  |ndjg  He  reassures  patients  that 

they  can  prevent  clots  by  tak- 
ing blood -thinning  drugs  for  several  years.  And 
he  insists  that  people  with  severe  chest  pain,  fa- 
tigue, and  other  symptoms  of  angina  feel  better 
when  they  get  stents  than  when  they're  treated 
with  medicine  alone.  "In  my  opinion,  we  are  doing 
the  right  thing  for  society  and  for  the  patients," 
Sharma  says. 

He  first  arrived  at  Mount  Sinai  unannounced 
and  unwelcome  in  1988,  after  completing  his  U.S. 
training  at  another  New  York  hospital.  He  showed 
up  in  the  office  of  Valentin  Fuster,  Sinai's  chief  of 
cardiology,  and  begged  for  an  angioplasty  fellow- 
ship. When  Fuster  politely  informed  him  that  all 
fellowships  were  taken  by  Sinai  graduates,  Sharma 
offered  to  work  for  free.  "We  just  don't  do  that," 
Fuster  recalls  saying.  "But  I  saw  passion  and  depth. 
I  thought  he  might  be  an  exception."  Sharma  re- 
fused to  go  away.  He  volunteered  for  scut  work  and 
toiled  in  the  emergency  room  to  earn  cash.  A  year 
later,  Fuster  hired  him. 

Sharma,  by  all  accounts,  developed  a  virtuoso 

touch  for  threading  catheters  into  blood  vessels  and 

clearing  arteries  others  wouldn't  touch.  Back  then, 

angioplasty  was  performed  with  a  small  balloon 

inflated  inside  the  artery.  Sharma  relishes  memo- 

ies  of  patients  half-  asleep  on  the  table ,  thanking  him  for  letting 

lem  breathe  freely  without  the  stunning  chest  pain  caused  by 

ngina.  "Instant  gratification,"  he  calls  it.  "You  open  the  artery, 

lit  in  the  balloon,  and  the  pain  goes  away." 

The  advent  of  the  bare-metal  stent  in  1994,  and  the  drug- 

oated  variety  nine  years  later,  greatly  lessened  the  risk  that 

ewly  opened  arteries  would  close  up.  The  drug  -  eluting  stent  is 

$2,000  woven  stainless -steel  tube  no  more  than  an  inch  long. 

ach  incremental  stent  improvement  has  intensified  Sharma's 

ithusiasm  for  angioplasty  as  a  primary  weapon  against  heart 

sease.  He's  not  alone:  As  angioplasty  rose  over  the  past  de- 

ide,  it  partly  displaced  bypass  surgery,  which  fell  by  25%.  By 

St  year,  more  than  80%  of  patients  getting  stents  received  the 

fug-coated  variety. 

A  diminutive  figure  who  wears  dapper  business  suits  when 


not  in  his  blue  operating  scrubs,  Sharma  recites  his  stats  like  a 
baseball  player  boasting  about  home  runs.  "In  1999, 1  did  1,000 
cases,"  he  says.  "Last  year  I  did  about  1,400.  I'm  the  only  one 
in  New  York  State  who  has  been  doing  more  than  1,000  since 
199  9 ."  (No  one  keeps  national  figures . )  Counting  procedures  by 
the  11  other  members  of  his  staff,  the  Sharma  cath  lab  did  5,174 
angioplasties  in  2006,  nearly  double  the  number  performed 
three  years  earlier.  The  lab  also  boasts  one  of  the  best  safety  re  - 
cords  in  the  state.  Every  other  month,  Sharma  travels  to  India 
for  the  weekend  to  perform  angioplasties,  free  of  charge,  at  a 
heart  hospital  he  built  in  his  hometown  of  Jaipur.  In  September 
he  made  an  extra  trip  home  to  install  two  stents  in  his  72-year- 
old  mother  after  she  complained  of  shortness  of  breath  during 
her  daily  two-mile  walk.  She  is  recovering  well,  he  says. 

HIGH-MARGIN  SPECIALTY 

Sharma  played  a  central  role  in  another  sort  of  recovery  at 
Mount  Sinai.  The  2,000 -doctor  hospital  was  struggling  in 
March,  2003,  when  Dr.  Kenneth  L.  Davis  took  over  as  chief 
executive.  During  the  previous  six  months,  Sinai  had  lost  $50 
million,  partly  as  the  result  of  tougher  caps  on  Medicare  reim- 
bursement rates.  A  merger  with  neighboring  New  York  Uni- 
versity Medical  School  turned  out  to  be  such  an  administrative 
disaster  that  Davis  dissolved  the  union.  While  trimming  costs, 
Davis  also  decided  to  build  up  practices  in  high  -margin  special  - 
ties.  "Interventional  cardiology  was  one  of  myriad  areas  where 
we  were  eager  to  facilitate  growth,"  he  says.  Sharma's  cath  lab 
was  central  to  this  campaign,  performing  procedures  that  typi- 
cally brought  in  as  much  as  $20,000  apiece  for  the  hospital. 

Sharma  convinced  his  bosses  that  to  capitalize  fully  on  the 
stent  boom,  Mount  Sinai  should  turn  his  cath  lab  into  a  24/7 
operation.  At  a  cost  of  $400,000  a  year,  he  figured,  the  hospital 
could  put  enough  doctors  and  nurses  on  call  to  do  emergency 
angioplasties  late  at  night  and  on  weekends.  Soon  the  lab  was 
averaging  15  off-hours  patients  a  month.  Interventional  car- 
diology became  a  key  revenue  source  for  Sinai.  By  the  end  of 
2006  the  hospital's  total  patient  revenues  had  grown  41%,  to 
$1.2  billion.  Cardiology  services,  excluding  surgeries  such  as 
heart  bypass,  contribute  15%  of  that,  most  of  which  comes  from 
Sharma's  cath  lab. 

After  years  of  giddy  growth,  the  stent  business  hit  its  first 
bump  in  March,  2006.  A  Swiss  study  concluded  that  a  poten- 
tially deadly  clot  called  late  stent  thrombosis  is  twice  as  likely 
to  occur  in  patients  who  receive  drug  -  coated  stents  as  in  those 
who  get  bare-metal  stents.  Several  studies  presented  at  a  con- 
ference in  Barcelona  six  months  later  reiterated  the  risk.  Al- 
though late  stent  thrombosis  is  rare,  occurring  in  fewer  than 
1%  of  patients  by  some  estimates,  it  happens  without  warning 
a  year  or  more  after  the  device  is  implanted,  and  "most  cases 
are  catastrophic,"  Sharma  says.  He  has  seen  patients  die  of  late 
stent  thrombosis.  "They  felt  so  good  for  one  year,  and  then 
they  disappeared." 

In  March  of  this  year,  a  trial  conducted  by  scientists  with  the 
Veterans  Affairs  Dept.  delivered  a  bigger  blow.  The  VA  study, 
known  by  its  acronym,  Courage ,  found  that  using  stents  to  treat 
patients  with  minor  blockages  and  mild  symptoms  was  no  more 
effective  in  preventing  heart  attacks  or  death  than  a  cocktail  of 
medicines,  including  cholesterol -fighting  statins  and  blood 
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A  medicated  stent 
inside  the  end 
of  a  catheter 


pressure  drugs.  Sharma  and  other  critics  have  complained  that 
Courage  didn't  give  stents  due  credit  for  relieving  pain.  They 
blasted  the  trial  investigators  for  using  bare-metal  stents  in- 
stead of  drug-coated  ones.  Nevertheless,  Sharma  concedes  the 
research  has  prompted  introspection  unlike  any  in  his  20 -year 
career.  "What  Courage  really  told  us,"  he  says,  "is  that  maybe  we 
were  doing  more  angioplasties  than  we  needed  to  be  doing." 

AMMUNITION  FOR  CRITICS 

At  Sinai,  the  double  impact  of  safety  and  efficacy  worries  is 
apparent  every  day.  Sharma  and  his  colleagues  have  adopted 
the  term  "Courage  type"  to  describe  patients  who  come  in 
with  minor  blockages  and  few  symptoms .  More  often  than  be  - 
fore,  those  people  are  being  sent  home  with  prescriptions,  not 
stents.  For  those  who  do  get  drug -coated  stents,  Sharma  now 
recommends  they  stay  on  the  blood-thinning  medications 
Plavix  and  aspirin  for  three  years,  which  is  triple  the  recom- 
mendation of  the  Food  &  Drug  Administration  and  the  Ameri- 
can College  of  Cardiology.  The  risk  of  late  stent  thrombosis, 
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he  says,  increases  after  patients  stop  taking  blood  thinners. 

The  recent  research  has  provided  ammunition  to  stent  crit- 
ics. During  a  "grand  rounds,"  or  teaching  session  for  medica 
residents  and  fellows,  Sharma  invites  one  advocate  of  dru{ 
therapy,  the  cardiologist  Nash,  to  discuss  the  latest  studiei- 
and  treatment  options.  First,  Sharma  whips  through  Power- 
Point displays  on  patients  who  in  years  past,  he  says,  woulc 
have  been  treated  with  stents  but  no  longer  will  be  becaus< 
of  the  Courage  trial.  "What  hate  we  learned  from  this  much- 
hyped  trial?"  he  asks  the  young  doctors  filling  a  large  confer- 
ence room,  a  tinge  of  annoyance  in  his  voice.  He  describes  ow 
patient  with  a  minor  blockage,  who  was  sent  home  with  drugs 
"I'm  confident  we  didn't  do  a  disservice  to  him,"  Sharma  says 
"but  chances  are  this  patient  will  come  back  to  the  cath  lal 
within  a  year"  to  receive  a  stent. 

Nash  counters  with  a  slide  listing  all  the  drawbacks  of  stents 
They're  pricey,  they  have  to  be  given  in  the  hospital,  they  don' 
decrease  the  mortality  risk,  and  they  can  cause  heart  attacks 
If  angioplasty  were  a  drug,  he  suggests,  doctors  would  hesitati 
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WHEN  GOOD  BOZZ 

GOES  BAD 

How  Xtent  is  weathering  safety  worries  about  medicated  stents 


By  Artene  Weintraub 

In  September,  2006,  Gregory  D. 
Casciaro,  chief  executive  of  Xtent, 
was  feeling  optimistic  as  he  roamed 
the  halls  at  the  European  Society  of 
Cardiology  meeting  in  Barcelona. 
Just  weeks  before,  Xtent  had  filed  to 
go  public  to  raise  capital  for  con- 
tinued testing  of  its  experimental 
drug-coated  stent.  Doctors  had  used 
Xtent's  device  in  live  procedures 
at  other  conferences,  generating 
goodbuzz  on  Wall  Street.  But  then, 
in  Barcelona,  a  group  of  scientists 
presented  evidence  that  cast  a  pall 
over  all  drug-coated  stents.  It  showed 
that  such  products  put  patients  at 
higher  risk  of  heart  attack  and  death, 
compared  with  old-fashioned  bare  - 
metal  stents.  "Oh,  my  God,"  Casciaro 
thought.  He  was  about  to  learn  the 
perils  of  stewarding  a  promising 
medical  innovation  under  a  spread- 
ing cloud  of  safety  concerns. 

Casciaro  and  his  colleagues  at  the 
Menlo  Park  (Calif.)  company  quickly 
regrouped,  devising  a  plan  to  use  the 
new  studies  as  a  way  to  differentiate 
their  product.  During  their  pre-IPO 
road  show  for  investors,  they  stressed 
that  their  stent  potentially  is  safer 
because  it  is  coated  with  a  new  drug, 
and  cardiologists  can  adjust  its  length 
to  fit  the  size  of  the  clot.  In  the  months 
that  followed,  as  a  confusing  collec- 
tion of  new  studies  cast  further  doubt 
on  drug-coated  stents,  Casciaro  stuck 
to  his  script.  Xtent,  he  told  anyone 
listening,  "is  not  another  me -too." 

At  first,  the  message  seemed  to  res- 
onate. Xtent  went  public  at  16  a  share 
on  Feb.  1,  raising  $75  million -squarely 
in  the  middle  of  the  range  executives 
hoped  for.  But  the  stock  began  falling 
on  the  day  of  the  offering,  sank  to  8, 
and  is  still  struggling  to  bounce  back 


To  get  the  device  approved  in  the  U.S., 
Xtent  will  need  additional  capital 
next  year  for  two  more  trials.  If  the 
stock  doesn't  rebound,  it  might  have 
to  look  at  less  attractive  alternatives, 
such  as  borrowing,  says  Jose  Heresco, 
an  analyst  for  Merriman,  Curhan, 
Ford.  "That  [share]  price  is  about  the 
overall  sentiment  toward  drug-eluting 
stents,"  Heresco  says.  "It's  hard  to  find 
a  silver  lining." 

Unexpected  glitches  added  to  inves- 
tors' jitters.  During  European  trials, 
some  doctors  commented  that  the 
handle  used  to  deliver  the  stent  was 
clumsy  to  use.  Back  in  Menlo  Park, 


'NOT  ANOTHER  ME-TQO' 

Xtent  is  trying  to  differentiate  its  stent  from  other  drug-coated  versions. 

Unlike  today's  stents,  which  come  in  predetermined  sizes,  the  length  of  Xtent's  device 

can  be  adjusted  on  the  fly.  The  stent,  made  of  interlocking  segments,  is  threaded  into  the 

coronary  artery. 

Separation  Stent 


Casciaro  rang  a  ship's  bell 
that  hangs  in  Xtent's  offices, 
summoning  150  employees  to 
explain  the  problem.  And  he 
halted  the  studies  while  the 
handle  was  redesigned. 

In  May,  Xtent  announced 
that  there  was  a  9%  rate  of 
adverse  events  such  as  heart 
attacks  in  one  of  its  overseas 
trials.  That's  half  the  rate  in  some  tests 
of  Boston  Scientific's  Taxus  stent.  Still, 
the  mere  mention  of  "adverse  events" 
caused  Xtent's  stock  to  drop  10%.  "That 
was  our  fault,"  says  Casciaro.  "We  didn't 
set  the  tone  properly." 

Analysts  predict  Xtent  will  lose 
more  than  $60  million  this  year  and 
won't  turn  a  profit  until  2010.  If  its 
device  gets  any  positive  pickup  in 
Europe,  where  it's  likely  to  hit  the 
market  next  year,  the  startup  could  get 
acquired.  But  Casciaro  refuses  to  dwell 
on  takeover  scenarios.  "We  plan  on 
carrying  this  banner  as  far  as  we  can 
ourselves,"  he  says. 


Using  a  special  handle,  the  cardiologist  releases  just  enough  stent  to  fit  the  patient's 
blockage.  The  remainder  of  the  stent  stays  behind,  or  it  can  be  used  to  clear  a  second 
blockage. 
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SALES  IN  THE  U.S.  OF  DRUG-COATED  STENTS 
ARE  EXPECTED  TO  DECREASE  23%  THIS  YEAR, 
IN  PART  BECAUSE  OF  SAFETY  CONCERNS 


to  prescribe  it.  Boisterous  debate  erupts  about  the  design  and 
real-world  value  of  the  Courage  trial.  "[It]  was  not  helpful  for 
the  physician,"  shouts  a  doctor.  Fuster,  the  head  of  cardiology, 
shouts  back:  "I  think  this  trial  has  made  us  think  twice." 

From  angioplasty's  earliest  days,  Sharma  has  pushed  the 
boundaries  of  what  more  conservative  physicians  believe  is 
the  proper  use  of  the  procedure.  "He  was  anxious  to  take  every 
case  he  could,"  says  Dr.  Jonathan  D.  Marmur,  who  worked  with 
Sharma  at  Mount  Sinai  from  1988  to  2003.  Marmur  recalls  one 
night  when  Sharma  learned  of  a  patient  who  had  arrived  in  the 
emergency  room  suffering  from  a  heart  attack.  Even  then,  before 
the  advent  of  the  stent,  cardiologists  debated  whether  balloon 
angioplasty  was  as  safe  and  effective  as  clot  -  busting  drugs — the 
standard  treatment  at  the  time.  "It  was  close  to  midnight;  we 
had  done  a  lot  of  angioplasties  that  day,"  says  Marmur,  now  a 
professor  of  medicine  and  director  of  the  cath  lab  at  the  State 
University  of  New  York  Health  Science  Center  in  Brooklyn.  "But 
he  got  wind  of  that  patient,  called  the  ER,  and  said:  'Get  that  pa- 
tient up  here.' "  The  ER  complied.  Sharma  confirms  the  account. 
"Push  the  envelope,"  he  says. "  'Be  a  leader'  is  my  motto." 

'A  GOOD  DOCTOR  IN  THE  FAMILY' 

Proud  of  the  institution  he  has  built,  Sharma  displays  medical 
association  awards  in  a  giant  case  in  his  office.  Articles  about 
him  from  the  Indian  press  are  taped  to  the  walls  of  the  cath  lab, 
along  with  graphs  showing  how  many  procedures  each  doctor 
in  his  group  has  performed  annually  and  their  safety  records. 
Married,  with  two  children,  he  notes  that  his  college -age  son 
has  decided  to  be  a  doctor.  Sharma  wouldn't  be  mistaken  for 
a  modest  man,  but  by  the  standards  of  high-end  medicine, 
"he's  not  an  egomaniac,"  says  his  boss,  Fuster.  "An  egomaniac 


Viggiano,  a  patient  criticizes  everyone 

of  Sharma,  at  the  around  him .  Ne vei 

cemetery  where  ,  T ,         , ,  . 

he  suffered  have  I  heard  him  say 

a  heart  attack  a  bad  word  about  3 

colleague.  He's  just 

thankful  for  what  he's  achieved." 

Sharma  grew  up  in  a  middle-class 
family,  one  of  four  children.  His  father, 
Anandi  Lai  Sharma,  who  worked  in 
the  forestry  department,  woke  his  son 
every  day  at  5  to  study.  The  elder  Shar- 
ma's  brother  and  grandfather  had  died 
of  heart  failure,  losses  that  gave  him  "a 
thought  of  having  a  good  doctor  in  the 
family,"  he  says  in  an  e-mail.  After  Samiri 
earned  his  medical  degree  at  Sawai  Man 
Singh  Medical  College  in  Jaipur  in  1982, 
his  father  encouraged  him  to  move  to  the 
U.S. ,  where  he  would  have  more  oppor- 
tunity to  advance  quickly. 

Sharma  has  many  friends  in  New- 
York's  community  of  Indian  immi- 
grants, one  of  whom  inadvertently  gave 
him  a  preview  of  the  stent  controversy.. 
In  2004,  Sharma  treated  SantoshDugar,t 

a  diamond  dealer  who  is  a  longtimei 

neighbor  in  tony  Scarsdale,  N.Y.,  withl 
four  drug -coated  stents.  He  kept  him  on  blood  thinners  for  a 
year,  then  took  him  off  medications.  But  one  Sunday,  the  mer- 
chant suddenly  broke  out  in  a  cold  sweat  while  gardening, 
was  so  tired,"  he  recalls.  "I  was  scared."  Dugar  paged  Sharma, 
who  rushed  to  his  house.  The  next  day,  at  Mount  Sinai,  Shar- 
ma discovered  late  stent  thrombosis,  the  dangerous  clot.  He 
cleared  it  and  placed  a  new  stent  to  prop  open  the  damaged  ar- 
tery. Only  strong  bloodflow  on  the  other  side  of  Dugar's  heart 
had  kept  him  alive. 

Now,  with  the  fall  cardiology  conference  season  in  full  swings 
the  latest  research  is  adding  to  the  confusion  over  stents.  Ini 
September  one  study  suggested  that  the  blood  clot  risk  might' 
be  lower  than  originally  reported.  Other  studies  conclude  that! 
the  specific  brand  of  stent  dictates  the  risk.  Yet  another  reported 
that  patients  given  drug -coated  stents  to  treat  heart  attacks -a 
popular  use,  but  one  for  which  the  stents  were  never  approved- 
faced  four  times  greater  odds  of  dying  within  two  years,  com- 
pared with  patients  treated  with  nonmedicated  stents.  There 
may  never  be  a  definitive  resolution  of  these  concerns.  Large, 
long-term  trials  comparing  drug-coated  stents  with  other 
treatments  are  difficult  to  design1  and  even  harder  to  finance. 

Sharma  has  no  intention  of  slowing  down.  On  a  Friday  in 
mid- September,  he  rushes  to  catch  a  plane  to  India.  A  friend's 
87-year-old  father  requires  an  angioplasty,  so  Sharma  flies  in 
for  the  weekend  to  lend  a  hand.  After  two  15-hour  flights  sand- 
wiching one  quick  stent  installation,  he  lands  back  in  New  York 
at  4  a.m.  on  Monday.  He  heads  straight  to  Mount  Sinai.  1 BW 1 

BUSINESSWEEK.COM    I    For  more  on  the  stent  controversy,  and  a  look 

I    at  new  stents  coming  from  Medtronic  and 
Abbott  Laboratories,  go  to  businessweek.com/magazine. 
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RetirementRedZone.com 


Prudential  has  created  RetirementRedZone.com — the  website 

for  people  in  the  5  years  before  to  5  years  after 

retirement.  That's  when  decisions  about  your  retirement 
matter  more.  Decisions  like  how  an  annuity  can  help  provide 
guaranteed  income  in  retirement.  At  RetirementRedZone.com 
you'll  find  new  ideas  for  retirement.  From  a  Rock  Solid®  company. 
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Neil  Cole"s 
Iconix  has  at  last 
allowed  him  to 
emerge  from  his 
brother's  shadow 


■P 


i 


BUSINESSWEEK  I  OCTOBER  29,  2007 


/Anthony  Bianco 

Long  known  as  Kenneth's  unlucky  kid 
brother,  Neil  is  vindicated  as  his  Iconix 
soars  amid  industrywide  stagnation 


r  two  decades,  it  was  Neil  Cole's  distinctive  burden  to  be 
own  as  the  loser  brother  of  fashion  icon  Kenneth  Cole .  While 
nneth  parlayed  one  triumph  into  another  as  designer,  social 
tivist,  and  CEO  of  apparel  maker  Kenneth  Cole  Productions, 
unger  brother  Neil  struggled  to  build  a  fashion  company  of 

own.  Neil  had  his  successes,  too,  but  they  were  followed  by 
ashing  reversals.  In  launching  Iconix  Brand  Group  in  2004, 
il  restarted  his  career  for  the  fourth  time. 
Kenneth,  53,  is  still  the  celebrity  in  the  family,  but  now  it  is 
il  upon  whom  fortune-and  Wall  Street-is  smiling.  Neil, 

finally  got  it  right  by  building  Iconix  on  a  novel,  licensing- 
ly  business  model  that  positioned  the  company  to  profit 
m  the  woes  afflicting  traditional  apparel  companies  like  his 
)ther's.  "There  seems  to  be  common  acknowledgment  that 
!  path  Neil  has  chosen  is  a  growth  vehicle  at  a  time  when  not 


_ 
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Neil  Cole's  Iconix       much  else  is  growing,"  Kenneth  says. 

is  now  valued  in  2007's  first  half,  Iconix  posted  a  75% 

at  $1.3  billion,  jump  in  net  income,  to  $27.5  million,  as  rev- 

triple  that  of  his  '        F  .,         ,  '      ,     ,  ': '      .  '.,.. 

brother's  company  enues  more  than  doubled,  to  $69.9  million. 
Meanwhile,  Kenneth's  company  reported  a 
29%  decline  in  earnings,  to  $6.7  million,  on  a  4%  dip  in  reve- 
nues, to  $248  million.  Kenneth  Cole  Productions  remains  much 
larger  than  Iconix  by  the  measure  that  counts  most  to  share- 
holders: stock  market  value.  At  $390  million,  its  market  cap  is 
less  than  one  -third  of  Iconix's  $1.3  billion. 

Iconix,  a  kind  of  virtual  fashion  company,  operates  out  of  a 
nondescript  office  building  in  New  York's  garment  district.  It 
owns  brands  that  will  generate  a  robust  $5  billion  in  retail  sales 
this  year  and  yet  it  has  just  65  employees.  Neil's  forte  is  acquir- 
ing trademarks  of  long-lived  brands  that  have  fallen  on  hard 
times  and  reviving  them  through  new  licensing  arrangements 
and  marketing  campaigns.  The  beauty  of  his  business  model  is 
that  it  shifts  all  the  risks  of  producing  and  distributing  goods  to 
licensees,  which  pay  Iconix  a  guaranteed  royalty  of  4%  to  10%. 

The  Kenneth  Coles  of  the  world,  meanwhile,  face  far  more 
uncertainty.  In  recent  years,  apparel  companies  have  had  to 
cede  control  over  pricing  to  increasingly  large  and  powerful 
retail  chains.  That  means  they  must  bear  the  risks  of  mov- 
ing inventory  through  far-flung  global  supply  chains  without 
knowing  whether  the  likes  of  Macy's  or  Target  will  set  a  high 
enough  retail  price  at  home  to  provide  them  a  decent  return. 
Many  apparel  makers  are  trying  to  reignite  sales  by  opening 
their  own  stores  and  selling  off  marginal  brands. 

Capitalizing  on  a  robust  buyer's  market  in  fashion  properties, 
Neil  Cole  has  shelled  out  $730  million  over  the  last  three  years 


ICONIX  BUYS  THE  TRADEMARKS  OF  STRUGGLING 
NAME  BRANDS  AND  REPOSITIONS  THEM,  BUT  LETS 
LICENSEES  DO  THE  OPERATIONAL  HEAVY  LIFTING 


to  buy  nine  apparel  brands,  including  such  familiar  names  a 
Danskin  and  London  Fog  and  such  hot  ones  as  Badgley  Mischk!* 
and  Rocawear,  co-founded  by  Shawn  "Jay-Z"  Carter.  In  Sep 
tember,  he  made  his  biggest  acquisition  yet,  paying  $231  millio 
to  acquire  houseware  brands  Cannon,  Royal  Velvet,  and  FieldJ 
crest.  "This  is  transformational  for  Iconix  because  it  shows  ths  < 
we're  not  only  about  fashion,"  he  says.  "This  is  the  beginning  c| 
our  diversification." 

The  suggestion  that  Kenneth  Cole  Productions  might  makij 
a  nice  next  acquisition  for  Iconix  neither  amuses  nor  appeals  1 1 
Neil  in  the  slightest.  By  all  accounts,  the  Cole  brothers  remaiii 
staunch  fraternal  allies  despite  the  divergence  in  the  perform 
mance  of  their  companies.  "I  never  had  an  issue  with  my  brothn 
er  my  whole  life,  to  this  day,"  Neil  says.  "Besides,  if  you  look  a 
our  personal  market  caps,  he's  still  far  ahead."  Kenneth's  46. 89' 
interest  in  Kenneth  Cole  Productions  is  worth  about  $170  mil 
lion,  while  Neil's  5.8%  of  Iconix  is  valued  at  $70  million. 

A  DIFFERENT  CLOTH 

In  some  ways,  Kenneth  and  Neil  are  a  study  in  contrasts.  Kerr 
neth  cuts  a  far  more  aggressively  stylish  figure  than  Neil,  whi 
is  corporate  in  his  tastes  and  who  can  look  a  bit  disheveled  eve 
in  the  Prada  and  Armani  suits  that  he  favors.  While  Kenneth i 
beloved  for  his  quirky  intelligence  and  social  consciousness - 
"a  mensch  of  the  first  order,"  one  admirer  calls  him— Neil  is 
lawyer  by  training  with  a  vaguely  diffident  manner  and  roug 
edges  that  he  took  a  long  time  smoothing.  "Some  people  wi: 
arguments  by  shouting  louder  arid  longer,"  says  one  former  Ico 
nix  director.  "Neil  used  to  be  that  kind  of  executive."  Says  Cole 
"In  my  25-year  career,  I  don't  remember  raising  my  voice  mor 
than  five  times." 

Far  more  significant  are  the  aptitude 
that  the  brothers  have  in  common,  notabl 
an  intuitive  feel  for  marketing  and  a  pen 
chant  for  provocative  advertising.  Thes 
shared  traits  were  forged  in  apparent  op 
position  to  the  former  Marine  who  gav 
them  both  their  start  in  business:  thei 
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father,  Charles  J.  Cole,  a  shoe  manufacturer,  who  died  in  1993. 
"He  believed  that  advertising  was  a  weakness,"  Kenneth  said  in 
an  interview  elsewhere.  "It  was  a  sign  that  you  needed  business ." 
Even  so,  Kenneth  says,  "I  know  for  sure  that  my  father  would 
have  been  very  proud  of  Neil  and  what  he 's  accomplished." 

The  brothers  grew  up  in  affluent  Great  Neck,  N.Y.,  the  mid- 
dle pair  of  four  siblings  in  a  close-knit  family.  Charles  was  the 
owner  and  founder  of  a  ladies  shoe  company  called  El  Greco  that 
operated  a  factory  in  Brooklyn.  He  put  allfour  kids  to  work  there 
during  the  summers  of  their  teenage  years.  Neil  also  learned 
the  business  from  the  retail  side ,  as  a  stock  boy  and  salesman  at 
shoe  stores  owned  by  El  Greco  customers. 

Neil  was  off  at  the  University  of  Florida  in  1978  when  Charles 
and  Kenneth  made  a  buying  trip  to  Italy  and  came  across  a 
shoe— the  Candie  slide— that  transformed  the  Coles'  fortunes. 
The  wood-bottomed  slip-on  with  the  tapered  high  heel  in- 
stantly became  a  signature  shoe  of  the  late  disco  era,  sending  El 
Greco's  sales  soaring  from  $3  million  to  $190  million  by  1984. 

As  El  Greco  boomed,  Neilbecame  so  infatuated  withCandie's 
licensing  potential  that  he  went  on  to  law  school  after  graduat  - 
ing  from  Florida  to  study  trademarks.  "I  loved  the  idea  that  you 
could  license  your  brand  to  someone  and  you  didn't  have  to  do 
anything  except  cash  the  checks  you  got  in  the  mail,"  recalls 
Neil,  who  earned  a  degree  from  Hofstra  University  School  of 
Law  in  1982  and  then  joined  the  family  business  full-time. 


EVEN  TRUE  BELIEVERS  IN  ICONIX  ADMIT  WORRYING 
THAT  NEIL  COLE'S  ENTREPRENEURIAL  REACH  MAY 
AGAIN  EXCEED  HIS  MANAGERIAL  GRASP 


Working  for  Charles  proved  as  exhilarating  as  it  was  exhaust  - 
ing.  "We  used  to  go  in  at  6  in  the  morning  and  leave  at  8  at  night ," 
Neil  says.  "It  was  a  war  room.  Everyone  just  loved  it." 

But  not  for  long.  Both  brothers  increasingly  chafed  under 
their  domineering,  old-school  father.  Kenneth  was  the  first 
to  quit,  resigning  in  1982  to  found  Kenneth  Cole  Productions. 
Charles  twisted  the  knife  by  promptly  promoting  Neil  to  presi  - 
dent — a  title  that  Kenneth  had  coveted  but  never  received.  Neil 
lasted  three  more  years,  impulsively  re- 
signing—"I  may  have  thought  about  it 
for  a  day  or  two" —to  start  a  company  he 
pointedly  called  New  Retail  Concepts 
(NRC).  Not  that  it  was  all  Charles'  fault. 
"My  father,  Kenneth,  and  me  are  alike. 
We're  all  kind  of  stubborn,"  Neil  says. 
"My  father  bred  two  CEOs." 

Kenneth  put  up  some  of  the  money 
Neil  used  to  start  NRC  and  has  remained 
a  significant  shareholder  in  his  brother's 
businesses  since,  taking  care  to  remain 
below  the  5%  ownership  level  that  trig- 
gers mandatory  disclosure .  Despite  going 
their  separate  ways,  the  brothers  main- 
tained a  close  relationship  that  went  far 
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beyond  their  frequent  attempts  to  beat  one      Charles 
another  at  golf.  "Neil  would  always  run  mar-      Cole' CE0  of 
keting  ideas  by  me  and  me  by  him,"  Kenneth      shoemaker  El 
says.  "We  were  each  other's  sounding  board      son  Nej|  jn  1984 
and  voice  of  reason." 

With  NRC ,  Neil  tried  to  conjure  another  Candie's  -  style  wind- 
fall, this  time  from  a  fusion  of  licensing  and  the  sort  of  brand  ad' 
vertising  his  father  so  disdained .  Neil  dreamed  up  a  brand  callec 
No  Excuses  and  cut  licensing  deals  with  two  dozen  suppliers  for 
jeans,  shoes,  and  handbags.  An  audacious  1987  ad  campaigr 
starred  Donna  Rice,  then  recently  outec> 
as  the  mistress  of  Presidential  hopefui 
Senator  Gary  Hart,  under  the  tagline,  "1' 
have  no  excuses.  I  just  wear  them." 

The  timing  of  the  Rice  ads  embarrassed  1 
Kenneth,  who  was  about  to  marry  Maris: 
Cuomo,  daughter  of  New  York  Gover- 
nor Mario  Cuomo.  "In  a  lot  of  people'; 
minds ,  my  father  -  in  -  law  was  a  prospec- 
tive candidate  for  an  office  that  Donna  Rice  was  involved  in  de- 
throning," Kenneth  said  at  the  time.  His  wedding  followed  by 
two  years  Neil's  marriage  to  former  Miss  USA  Kim  Seelbrede. 
The  No  Excuses  experiment  was  working,  but  too  slowly  tc 
suit  Neil.  Convinced  that  the  best  way  to  impress  Wall  Street 
was  to  rack  up  bigger  revenues,  he  took  back  the  main  No  Ex- 
cuses jeans  license  in  1989  and  began  making  the  line  himself, 
contracting  with  factories  in  Haiti,  Costa  Rica,  and  other  coun- 
tries. Beset  by  all  sorts  of  operational, 
snafus,  including  a  huge  batch  of  white 
acid-washed  jeans  that  turned  yellow, 
NRC  took  heavy  losses.  Neil  ended  up 
selling  No  Excuses,  and  the  brand  faded 

into  oblivion. 

•Mi 
In  1991,  Neil  rebooted,  paying  $3  mil- 
lion to  buy  what  remained  of  the  C  andie's 
franchise,  which  had  more  or  less  col 
lapsed  after  Charles  sold  El  Greco  in  1986 
and  retired.  Kenneth  had  no  desire  to 
wade  back  into  Candie's,  but  understood 
Neil's  desire  to  salvage  a  brand  so  closely 
identified  with  their  father.  "My  father 
cast  a  big  shadow  in  what  he  did,"  Ken- 
neth says.  "I'm  sure  it  was  hard  for  Neil 
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BOLDNESS     CHANGES    EVERYTHING 


ArcelorMittal 


you  believe  in  the  power  of  boldness?  Those  who  first  created  a  junction  between  two 
ans  and  built  the  Panama  Canal,  did.  At  ArcelorMittal,  we  believe  it  can  change  everything. 
|>teel  and  everywhere.  And  as  we  look  to  the  future,  boldness  will  help  us  redefine  excellence, 
Id  our  industry  and  transform  tomorrow. 


transforming 
tomorrow 


Hi'w.arcelormittal.com 
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The  Cole 
brothers  have 
often  relied  on 
provocation  to 
get  attention 


to  deal  with  the  Candie's  brand 
being  as  pervasive  as  it  was  for  as 
long  as  it  was.  It's  great  to  see  how 
he's  come  through  that." 

Neil  got  off  to  a  fast  start,  im- 
proving Candie's  Inc.'s  selection 
of  midprice  footwear  while  cut- 
ting licensing  deals  for  hosiery, 
eyeglasses,  handbags,  and  per- 
fume. The  buzzmaker  this  time 
was  an  ad  showing  former  Play- 
boy pinup  Jenny  McC  arthy  sitting 
naked  on  a  toilet  in  her  Candie's. 
In  1998,  Neil  set  about  trying  to 
revive  a  second  brand  after  Can- 
die's  Inc.  paid  $15.6  million  for 
jeansmaker  Bongo.  Once  again  he 
plunged  deep  into  the  complexi- 
ties of  manufacturing,  a  mistake 
that  took  a  while  to  catch  up  with 
him.  Cole's  company  booked  $115 
million  in  revenues  in  1999,  up 
from  $38  million  in  1996. 

But  even  as  Neil  rejuvenated 
Candie's  the  brand,  he  lost  his 
grip  on  Candie's  the  company.  In 
late  1999  Candie's  restated  earn- 
ings for  seven  quarters.  The  Securities  &  Exchange 
Commission  alleged  that  the  company's  chief  op- 
erating officer,  its  chief  financial  officer,  and  others 
inflated  sales  through  dubious  accounting  methods. 
An  investigation  by  Candie's  board  found  that  Neil 
was  unaware  of  the  alleged  fraud.  "We  concluded 
that  Neil  was  not  part  of  any  conspiracy,  but  that  he 
should  have  ferreted  it  out,"  says  Barry  Emanuel,  the 
Candie's  director  who  headed  the  probe.  The  SEC  ul- 
timately fined  Cole  $75,000  for  "recklessly"  approv- 
ing a  press  release  containing  phony  figures. 

Cole's  inattention  extended  to  the  operating  fundamentals, 
which  spun  out  of  control.  Sales  swooned,  costs  soared,  and 
Candie's  posted  a  horrendous  $25  million  loss  in  2000— the 
same  year  that  Neil's  15 -year  marriage  ended  in  divorce.  "I  call 
them  the  dark  years,"  he  says,  referring  to  1999  to  2003. 

Neil  eventually  decided  to  play  to  his  strengths  by  doing  what 
he'd  set  out  to  do  in  buying  back  Candie's  in  the  first  place:  to 
build  a  licensing -only  company  that  would  free  him  once  and 
for  all  of  the  complications  of  manufacturing,  warehousing, 
and  distribution.  The  single  most  important  transaction  in 
Candie's  transformation  into  Iconix  came  in  late  2004.  That 
was  when  Neil  signed  up  Kohl's  as  Candie's  sole  U.S.  licensee. 
Kohl's  ignored  the  skeletons  piled  in  Neil's  closet .  The  licensing 
deal  "was  strictly  based  on  the  appeal  of  a  brand  with  very  high 
consumer  awareness,"  says  Kevin  Mansell,  Kohl's  president. 
Sales  of  Candie's  merchandise  should  top  $300  million  this 
year,  up  from  $40  million  when  Kohl's  licensed  the  brand. 

Neil  since  has  negotiated  three  other  major  direct-to-re- 
tail deals,  licensing  foe  Boxer  to  Sears  Holdings  for  sale  both  in 
Kmart  and  Sears  stores,  and  the  billion -dollar  sportswear  line 
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ICONIX  S  WARDROBE 

Iconix  will  buy  a  company's 
trademarks,  but  not  its  operating 
businesses.  The  seller  usually 
becomes  a  licensee.  Since  2004, 
Iconix  has  bought  nine  brands. 


YEARS       PRICE  PAID 
OLD  (Millions) 


Mossimo  to  Target.  In  Au- 
gust, Iconix  signed  up  Tar- 
get's archrival,  Wal-Marl 
Stores,  as  the  exclusive  U.S 
licensee  of  the  surfwear  pi- 
oneer Op  brand. 

Iconix's  growth  gave  Nei 
a  lot  to  celebrate  when  he 
turned  50  this  past  March 
He  rented  out  a  swank} 
Chelsea  art  gallery  for  a  ce- 1 
lebrity- studded  bash  thalfi 
affirmed  his  newly  ascen-J 
dant  status  in  business  and  I 
fashion.  Neil  and  his  sec-j 
ond  wife,  Lizzy,  assembled  || 
a  guest  list  that  included  I 
Stan  O'Neal,  CEO  of  Merrill! 
Lynch,  whichhas  syndicated  j 
several  loans  for  Iconix,  and 
Beyonce  and  boyfriend  Jay- 
Z,  who  formed  a  joint  ven- 
ture with  Neil  to  scout  new 
opportunities  in  apparel. 

The  celebration  contin- 
ues on  Wall  Street.  Almost' 
all  the  analysts  who  followv 
Iconix  rate  it  a  buy.  There 
remains,  however,  an  un-i 
dertone  of  unease  even 
among  true  believers  in  Ico- 
nix's  model,  as  they  scruti- 
nize the  company  for  signsi}. 
that  Neil's  entrepreneurial^ 
reach  might  again  exceed, 
his  managerial  grasp. 

Skeptics  suggest  Neil 
overpaid  for  recent  acquisi-i 
tions  in  his  eagerness  to  add  heft  to  Iconix.  But  the  most  common 
criticism  is  that  Iconix  is  understaffed.  "Management  ranks  are 
very  thin,"  contends  Robert  D'Loren,  a  former  strategic  adviser 
to  Iconix  who  now  runs  a  competitor  called  NexCen  Brands. 

Neil,  who  envisions  Iconix  owning  as  many  as  25  to  30 
brands,  concedes  that  he  needs  help  in  finance  and  other  non- 
marketing  areas.  He  insists,  though,  that  he  is  getting  all  the  1 
management  support  he  needs  and  that  he'll  designate  a  sec- 
ond in  command  sometime  in  the  next  year.  "It's  definitely  a 
discussion  point  within  the  company  that  I  have  to  give  away 
some  titles,"  he  acknowledges. 

More  important,  Neil  vows  that  he  will  never  again  veer  from 
the  licensing -only  business  model  that  has  enthralled  him  his 
entire  business  career.  David  Conn,  an  executive  vice-president 
who  is  a  leading  internal  candidate  for  promotion  to  Cole 's  pres  - 
ident  or  chief  operating  officer,  says  that  his  boss  has  learned 
from  his  mistakes.  "I  can't  imagine  him  wanting  to  alter  what 
is  his  dream  business  model,"  says  Conn,  a  marketing  executive 
who  first  worked  for  Candie's  from  1995  to  2000  and  returned  in 
2004.  "And  I  can't  imagine  that  the  board  would  let  him."  1 BW I 
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there's  a  General  Liability  insurer  that's  as  responsible  as  you  are. 

You'd  be  nowhere  without  customers.  Liberty  Mutual  can  help  you  protect  them.  We  can  work  with  you  to  identify  potential 
risks  to  customers  and  make  recommendations  that  help  you  gain  more  control  over  your  cost  of  risk.  We'll  also  help  you  track 
your  progress.  Because,  at  the  end  of  the  day,  safer  customers  mean  a  safer  business. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 
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FACING  AN  UPHILL  BATTLE  WITH  PEND 
GET  THE  POWER  OF  DUFF  &  PHELPS. 


From  dispute  consulting  and  complex  valuation 
analysis  to  forensic  investigation  and  expert  testimony, 
Duff  &  Phelps  provides  trusted  analysis  and  insight  on 
critical  issues.  With  nearly  1,000  employees  working 
together  across  North  America,  Europe  and  Asia,  we 
have  the  depth  and  breadth  of  industry  and  technical 
expertise  to  meet  your  needs.  Get  the  strength  of  one 
of  the  world's  leading  independent  financial  advisory 
and  investment  banking  firms. 
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>  Financial  Reporting  Valuation 

>  Tax  Services 

>  Real  Estate  &  Fixed  Asset  Services 

>  Investment  Banking 

>  Corporate  Finance  Consulting 

>  Restructuring  Advisory  Services 

>  Dispute  &  Legal  Management  Consulting 


Duff^Phelps 


duffandphelps.com  /  +1-866-282-8258 


Investment  banking  services  are  provided  by  Duff  &  Phelps  Securities,  LLD 
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MARKETING 


Haggling  Starts  to  Go 
The  Way  of  the  Tail  Fin 

axed  pricing  may  be  coming  to  a  showroom  near  you  as  the  Web  makes  prices 
nore  transparent  and  dealers  try  to  cater  to  women  and  Gen  Y  drivers 


David  Welch 

's  one  of  the  enduring  oddities  of 
merican  retailing:  car  dealers  hag- 
ing  over  price  with  their  customers, 
rere's  history  here,  of  course.  People 
argained  over  horses.  And  since  the 
roud  beasts  gave  way  to  the  horseless 
image,  hardball  negotiating  between 
uyer  and  seller  has  continued  on  the 
ir  lot.  The  practice  allowed  salesmen 
nd  most  of  them  were  men)  to  bam- 
oozle  naive  buyers  with  a  blizzard  of 
gotiating  tactics  and  generate  outsize 
jmmissions.  But  dealers  paid  a  price: 
le  car  salesman  became  one  of  the 
ast  trusted  people  in  town. 
Now,  some  dealers  are  beginning 
dump  haggling.  Lithia  Automotive 
roup,  the  eighth -largest  dealer  chain 
the  U.S.,  said  last  month  that  it  will 
irn  all  its  108  stores  into  haggle-free 
ines  over  the  next  three  years.  Toy- 
a's  Scion  youth  brand  has  had  a  ne- 
gation-free  policy  since  it  launched 
ur  years  ago,  prompting  some  dealers 
"io  sell  mass -market  Toyota  cars  to 
11  out  the  one-price  strategy,  too.  And 
ross  the  country,  independent  deal- 
3  that  carry  several  brands,  foreign 
d  domestic,  are  retraining  their  sales 


Car  salesmen 
are  among  the 
least  trusted 
operators  in 
retail 
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forces  to  sell  cars  and  trucks  the  way  the 
rest  of  the  retail  world  does:  with  a  price 
tag  and  winning  smile. 

There's  no  telling  how  far  this  will 
spread  because  most  dealers  still 
consider  fixed  prices  heresy.  But  in  the 
coming  years,  more  and  more  will  exper- 
iment. They  know  that  anyone  can  look 
up  the  base  price  of  a  car  online  and  that 
consumers  are  fast  losing  their  patience 
with  the  status  quo.  Besides,  when  you 
think  about  it,  haggling  is  un-American. 
"Negotiating  price  isn't  in  our  culture," 
says  Mark  Rikess,  whose  eponymous 
consultancy  is  helping  Lithia  develop  a 
no -haggle  sales  program.  "Some  dealers 
are  slowly  coming  around  to  the  fact  that 
one -price  is  abetter  way  to  do  it." 

TAKING  THE  ONLINE  ROUTE 

Dealers  experimented  with  this  before 
during  the  1990s,  only  to  be  deluged 
with  complaints  from  traditionalists 
who  felt  they  weren't  getting  a  good 
deal  unless  they  had  the  satisfaction  of 
seeing  a  salesman  cut  the  price  right 
before  their  eyes.  Now  dealers  are 
responding  to  a  shift  in  the 
marketplace.  For  starters, 
more  women  are  buy- 
ing cars  these  days;  they 
bought  half  the  vehicles 
sold  in  the  U.S.  last  year 
and  influenced  an  addi- 
tional 20%  of  purchases. 

Consumer  psychology  is 
changing,  too.  According 
to  auto  price  experts  Kel- 
ley  Blue  Book,  65%  of  car 
buyers  say  they'd  rather 
not  haggle.  As  for  women, 
72%  feel  that  way.  One  is 
Michele  Goltz,  a  39 -year- 
old  college  researcher 
from  Richmond,  Ky.,  who 
just  bought  a  2007  Yukon 
Denali  SUV.  She  looked  up 
prices  on  Edmunds.com 
and  e-mailed  her  offer  to 
several  dealers.  When  one 
got  close,  she  cut  the  deal  with  the  low 
est  bidder.  "I  don't  have  enough  time 
to  go  dealer  to  dealer  and  negotiate," 
she  says.  "I  have  a  four-year-old  that  I 
don't  want  to  bring  in  tow." 

Oh,  and  by  the  way,  studies  show 
that  women  prefer  to  buy  cars  from 
other  women.  So  dealerships  have 


of  consumers  say 
they  would  prefer 
not  to  haggle  over 
the  price  of  a  car. 
And  72%  of  women 
feel  that  way. 

Data:  Kelley  Blue  Book 


two  reasons  to 
move  to  fixed 
prices:  making 
women  customers 
comfortable  and 
recruiting  females 
who  might  want 
to  sell  to  them. 

Then  there's  Gen  Y.  An  impatient 
bunch,  they  don't  like  haggling  because 
it  takes  too  long.  Did  you  know  that  the 
average  car  sale  consumes  4V2  hours? 
Who  has  time  for  that  ?  That's  why 
Scion,  launched  to  woo  Gen  Y,  doesn't 
allow  its  dealers  to  haggle.  The  com- 
pany says  it  has  cut  the  time  it  takes  to 
sell  a  car  to  45  minutes.  Gen  Y  buyers 
also  tend  to  select  everything  down  to 
the  color  and  options  they  want  online 
and  before  they  hit  the  showroom.  Even 
though  Scion  targets  young  men,  half  of 
the  brand's  customers  are  women. 
Plenty  of  dealers  have  tried  no- 
haggle  selling,  only  to  give  it  up  after 
crosstown  rivals  beat  their  prices.  But 
those  who  stick  with  it  say  it  saves 
them  money.  Since  they  don't  have  to 
advertise  the  sale  of  the 
week,  per-car  advertis- 
ing costs  typically  drop 
by  $300.  Plus,  dealerships 
need  fewer  managers  to 
O.K.  a  salesman's  negoti- 
ated price.  One-price 
stores  require  half  as  many 
managers  per  salesper- 
son. Sales  managers  make 
about  $150,000  a  year,  so 
it  adds  up  to  real  money. 
Salespeople  do  better, 
too.  Using  the  Web,  buyers 
can  negotiate  the  low- 
est price,  making  it  tough 
for  salespeople  to  earn  a 
living.  Lithia  will  pay  not 
commissions  but  an  hourly 
wage  plus  bonuses  for  sell- 
ing more  cars.  Consultant 
Rikess  says  salespeople 
in  one -price  stores  make 
$50,000  a  year,  vs.  $35,000  for  those  on 
commission. 

Dealers  also  say  fixed  prices  tend  to 
make  customers  more  loyal.  Paul  Wals- 
er,  who  owns  10  stores  in  Minneapolis 
selling  Honda,  Toyota,  Nissan,  General 
Motors,  and  Chrysler  brands,  among 
others,  says  his  dealerships  close  fewer 


One  dealer  who  converted  to  fixed  pricing 
says  he  closed  fewer  deals  but  doubled  the 
number  of  repeat  customers 


deals  than  they  did  before  he  started 
converting  to  one -price  selling.  But  he 
has  double  the  number  of  repeat  cus- 
tomers. Plus,  70%  of  those  buyers  com< 
back  for  parts  and  service,  vs.  40% 
before  he  converted.  "If  you're  doing 
it  to  boost  profits  on  a  sale,  it's  not  the 
right  reason,"  Walser  says.  "You've  got 
to  do  it  because  you  think  it's  the  right 
way  to  do  business." 

And  yet  old  habits  die  hard— espe- 
cially at  those  brands,  mostly  owned  by 
the  Big  Three,  that  still  have  too  many 
stores.  Where  competition  is  fierce, 
dealers  are  unlikely  to  go  to  fixed  price 
unless  the  guy  across  town  does,  too. 
Then  there's  the  conservatism  com- 
mon to  mom -and -pops:  Granddad  soli 
cars  this  way,  so  I'm  going  to.  When 
Lithia  announced  it  would  start  offering 
"negotiation-free  selling,"  the  company 
expected  pushback,  says  Chairman  and 
CEO  Sid  DeBoer,  so  he  opted  for  a  gradu 
al  rollout.  "It's  hard  to  change  a  culture 
that's  focused  on  profit  and  not  what  thi 
consumer  wants,"  he  says.  Ultimately,  I 
dealers  may  have  no  choice.  1 BW I 
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LINKS 

One  way  to  change  the  unsavory 
image  of  car  salesmen. 


The  car  salesman  long  ago  earned 
a  reputation  for  sleazy  tactics.  Now, 
reports  Advertising  Age,  Honda 
Motor  is  trying  to  rehab  the  image 
of  its  frontline  workforce:  "The 
tactic:  a  marketing  campaign  to 
prove  Southern  California  Honda 
dealers  are  helpful.  Light-blue- 
polo-shirt-clad  dealer  representa- 
tives roam  the  streets  doing  good 
deeds  for  the  public,  while  TV 
spots  show  them  visiting 
consumers  and  humorously 
lending  a  hand  with  everyday  tasks, 
such  as  helping  blow  up  a  kiddie 
swimming  pool."  Honda  told  Ad 
Age  that  the  campaign  was  starting 
to  pay  off. 
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COMEBACKS 


Wooing  the  Next 
Pepski  Generation 

PepsiCo  is  building  a  potato  chip  factory  in  southern 
Russia  and  eyeing  a  deal  to  take  the  lead  in  beverages 


BW50 


By  Jason  Bush 

The  Russian  city  of  Azov 
isn  't  the  kind  of  place 
most  foreigners  would 
think  of  plunking  down  $170  million. 
Located  in  Russia's  deep  south,  the 
town  has  a  population  of  just  80,000 
and  lies  far  from  the  country's  big 
consumer  markets,  Moscow  and  St.  Pe- 
tersburg. But  the  area  around  Azov  has 
one  thing  in  abundance:  potatoes.  And 
that's  something  at  least  one  investor, 
PepsiCo,  is  looking  for.  On  Oct.  13,  Pepsi 
began  building  a  potato  chip  factory  in 
Azov,  the  largest  foreign  investment  the 
region  has  ever  seen.  "Russia  is  on  the 
road  to  steady  growth,"  says  PepsiCo 
Chief  Executive  Indra  Nooyi.  "We're 
very  bullish." 

The  new  facility,  the  second  in  the 
country  for  PepsiCo's  Frito-Lay  chips, 
is  just  the  latest  step  in  an  ambitious 


plan  to  reconquer  the  Russian  market. 
The  company's  story  in  Russia  goes 
back  to  a  1959  American  trade  fair  in 
Moscow,  when  Richard  Nixon  persuad- 
ed Soviet  leader  Nikita  Khrushchev  to 
try  a  swig  of  Pepsi's  trademark  cola.  He 
ended  up  downing  eight  bottles.  The 
publicity  coup  bore  fruit  more  than  a 
decade  later,  in  1972,  when  Pepsi  got 
permission  to  produce  and  sell  in  the 
Soviet  Union— the  first  major  multina- 
tional to  win  that  privilege— in  return 
for  selling  Russia's  Stolichnaya  vodka 
in  the  U.S.  By  the  late  '80s,  Pepsi  was 
ubiquitous  in  Russia,  one  of  the  few 
consumer  products  that  was  reliably 
available.  Russians  drank  around  a  bil- 
lion bottles  of  locally  bottled  "  Pepski," 
as  some  called  it,  each  year. 

Despite  that  head  start,  Pepsi  has 
faced  tougher  times  more  recently. 
When  the  Soviet  Union  crumbled,  rival 


Coca-Cola  quickly  moved  in,  open- 
ing more  than  a  dozen  modern  bottling 
plants  across  the  country  and  plasterin 
kiosks,  billboards,  and  airwaves  with 
its  fire-engine-red  logo.  Pepsi's  once- 
dominant  share  of  the  soda  market  in 
Russia  plummeted  to  less  than  15%. 
Pepsi  bottlers  have  battled  back,  spend 
ing  about  $700  million  on  new  plants 
since  1995.  By  2006,  Pepsi  had  20%  of  1 
the  soft -drink  business,  compared  witl 
Coke's  36.5%,  according  to  researcher  ■ 
Euromonitor.  PepsiCo's  overall  sales 
in  Russia  will  likely  hit  $1.1  billion  this 
year,  up  from  $850  million  in  2006, 
investment  bank  Finam  estimates. 

JUICING  UP? 

Unlike  during  Soviet  times,  though,  col 
isn't  the  main  focus  of  Pepsi's  effort. 
As  it's  doing  in  other  emerging  markets' 
such  as  China,  PepsiCo  is  looking  to 
snack  foods  and  other  beverages  for 
growth.  "We'd  love  to  build  our  noncar 
bonated  portfolio,"  Nooyi  says.  While  1 
the  company's  Lip  ton  tea  and  Aqua 
Minerale  bottled  water  are  both  leaden] 
in  Russia,  Pepsi  is  an  also-ran  in  fruit  I 
juice,  long  a  favorite  of  Russians.  Pepsi 
imported  Tropicana  brand  has  just  2%l 
of  a  market  that  will  I 
grow  this  year  by  12% 
to  some  $2.9  billion. 
Coke,  meanwhile,  id 
2005  bought  Russiafl 
No.  3  juicemaker, 
Multon,  for  $500  million  and  now  has 
22%  of  the  market.  Fruit  juice  "is  a  verf 
attractive  business,"  says  Clyde  Tuggl< 
who  oversees  Coke's  operations  in 
Russia  and  nearby  countries.  Buying 
Multon  "is  really  one  of  the  smartest 
things  that  the  company  did." 

Now  it  maybe  Pepsi's  turn.  Althoug 
company  executives  decline  to  com- 
ment, Moscow  is  rife  with  rumors  than 
Pepsi  may  pay  as  much  as  $2  billion  fol 
Russia's  largest  juice  producer,  Lebed-J 
yansky— the  biggest  foreign  investme: 
ever  in  Russia's  food  industry.  Acquir 
ing  Lebedyansky,  which  has  27%  of  thi 
juice  market,  would  catapult  PepsiCo  I 
into  the  No.  l  slot  in  the  Russian  drinka 
market.  And  Lebedyansky's  wide 
distribution  network  would  strengthen 
Pepsi's  hand  in  the  battle  with  Coke  toj 
get  its  drinks  and  snacks  into  stores.   J 
PepsiCo  is  further  along  on  the  othe 


Longtime  fans: 
Pepsi  has  sunk 
$700  million  into 
new  bottling 
plants  in  Russia 
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We  know  what  it  takes  to  be  a  Tiger. 

According  to  our  landmark  research  on  leaders  in  35 
industries,  high  performers  consistently  excel  at 
translating  information  into  business  value,  particularly 
through  the  strategic  use  of  IT.  For  an  in-depth  look 
at  our  study  of  and  experience  with  high  performers, 
visit  accenture.com/research 
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big  piece  of  its  non-cola  strategy.  The 
Azov  factory  will  boost  production  ca- 
pacity for  Frito-Lay  in  Russia  by  50%,  to 
90,000  tons  annually.  And  since  open- 
ing its  first  Russian  plant  in  2002,  Frito- 
Lay  has  captured  a  third  of  the  country's 
$800  million  potato  chip  market  with 
flavors  such  as  crab,  sour  cream,  and 
white  mushroom.  "What  we've  done," 
says  Paul  Kiesler,  PepsiCo's  general 
manager  for  snacks  in  the  country, 
"is  take  a  very  traditional  American 
snack— the  regular  salted  chip— and  ap- 
plied local  Russian  flavors."  IBWI 


LINKS 

Here's  what  others  say  about  Pepsi's 
efforts  to  build  a  global  snack  culture 
and  support  it  with  ads  that  capture 
young  consumers. 


Pitching  Pepsi  to  Russians 

PepsiCo  has  won  high  marks  for  its 
advertising  in  Russia,  with  many 
industry  insiders  saying  its  TV 
spots  are  more  memorable  than 
Coke's.  Just  how  memorable?  One 
grabbed  the  attention  of  Russia's 
ad  watchdog,  the  Moscow  Times 
reported  in  February.  The  ad, 
featuring  the  pop  group  Zveri 
(Animals),  was  yanked  for  allegedly 
inciting  antisocial  behavior.  It 
showed  young  people  playing 
music  and  drinking  Pepsi  in  the 
courtyard  of  an  apartment  building 
at  night.  After  tenants  complain,  the 
musicians  keep  playing— but  plug 
into  high-powered  amplifiers.  This, 
according  to  the  agency  that 
oversees  the  airwaves,  violated 
rules  that  bar  ads  advocating 
"violence  and  cruelty." 

Tasty  vs.  Healthy 

PepsiCo  is  on  a  drive  to  make 
health  central  to  its  snack  and  soda 
business.  Brand  Strategy  reported 
in  April  that  Pepsi  has  divided  its 
products  into  various  health 
categories.  Regular  Pepsi  and 
Doritos?  They're  part  of  the  "Treat 
for  You"  segment.  But  "Better  for 
You"  comprises  a  fast-rising  share 
of  the  PepsiCo  universe,  including 
sugar-free  Pepsi  Max  and  Walkers' 
baked  Potato  Heads  crisps.  Then 
there  are  "Good  for  You"  brands 
like  Tropicana  juice  and  Quaker 
Oats.  A  "Smart  Spot"  logo  is 
reserved  for  the  healthiest  fare. 


SECOND  ACTS 


Adventures  of  a 
Subprime  Survivor 

As  GE  unloads  what's  left  other  financial  firm, 
Amy  Brandt  rocks  on— in  music  and  mortgages 


By  Diane  Brady 

Way  back  in  2004,  when  subprime 
mortgages  were  a  can't -miss  propo- 
sition, Amy  Brandt  was  a  superstar. 
Her  success  in  turning  a  struggling 
wholesale  lender  into  a  powerhouse 
that  generated  more  than  $1.5  billion  in 
home  loans  a  month  caught  the  eye  of 
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Amy  Brandt  was 
one  of  the  reasoi    ! 
GE  acquired  WM 
according  to  a 
company  exec 

id 
executives  at  General  Electric. 

Wowed  by  the  potential  profits  of 

loaning  money  to  what  it  called  "near 

prime"  customers,  GE  bought  what 

became  WMC  Mortgage  from  private 

equity  firm  Apollo  Management  and 

asked  Brandt,  then  31,  to  stay  on  as 

CEO.  The  Arizona  State  University  law 
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"if"  your  money 
has  to  last  and  last. 


etirement.  Let's  make  the  most  of  it. 

ere's  a  mighty  big  "if"  in  each  of  our  lives  and  it  has  to  do  with  retirement.  "If"  you  want  to  protect  what  you've  worked  so 
rd  to  accumulate,  you  need  the  right  partner.  As  a  leader  in  individual  insurance  and  employee  benefits,  MetLife  helps  you 
ip  out  a  smooth  transition  from  work  to  retirement  and  beyond.  Starting  with  your  existing  coverage,  our  representatives 
>rk  with  you  to  create  your  personal  retirement  safety  net.  Protecting  retirements  for  over  100  years,  MetLife  has  the  expertise 
d  financial  strength  to  make  guarantees  for  the  "if"  in  life. 


"all  1-888-MetLife  or  visit  our  new  website: 
vww.metlife.com/retirement 


® 


MetLife 


Guarantees  for  the  if  in  life.5" 


irantees  apply  to  certain  insurance  (not  securities  and  investment  and  advisory)  products  and  are  subject  to  product  terms,  conditions,  exclusions  and 
itations  and  the  insurer's  claims-paying  ability  and  financial  strength.  Metropolitan  Life  Insurance  Company,  New  York,  NY  10166  MetLife  Investors  USA 
urance  Company,  Irvine,  CA  92614.  ©2007  MetLife,  Inc.  PEANUTS  ©UFS,  Inc.  L04076634(exp0408)MLIC-LD 
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MONEY. 

EARNING  IT. 
INVESTING  IT. 
SPENDING  IT. 


Check  out  this  weekend's 
show  airing  Oct  20  and  21: 

LAYOFF  SEASON?:  We  talk  to  a 

corporate  recruiter  about  where 
to  look  for  career  opportunities  as 
employers  make  year -end  cuts. 

TACKLING  TAXES:  Real  estate  prices 
may  have  dropped,  but  property 
taxes  aren't  following  suit. 
Learn  how  to  lower  your  bill. 

BETTING  ON  ATLANTIC  CITY:  Take  a 
sneak  peek  into  the  billion -dollar 
effort  to  make  over  Atlantic  City  — 
and  find  out  who's  behind  it. 

FORTIFIED  FOODS:  Too  much  of  a 
good  thing?  Hear  from  experts 
about  vitamins  and  minerals  food 
companies  are  adding  to  the  mix. 


BusinessWeek 


TELEVISION 

Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local  station  and 

airtime  by  zip  code  at  businessweektv.com 


Brandt  got  a  high-five  from  GE  CEO  Jeff 
Immelt  at  a  2005  company  meeting.  This 
year  her  old  unit  will  likely  lose  $950  million 


graduate  had  started  at  WMC  as  a  sales 
associate  at  25  and  rose  to  the  title  of 
president  by  being  a  chief  architect  of 
WMC  Direct,  one  of  the  first  services 
to  offer  Internet  loan  submissions  and 
automated  processing. 

At  GE,  she  was  one  of  the  company's 
highest -profile  young  women.  "A  big 
part  of  us  doing  the  acquisition  was 
Amy,"  said  a  GE  exec  at  the  time.  After 
Brandt  spoke  about  the  business  before 
GE's  top  600  executives  at  the  annual 
leadership  gathering  in  Boca  Raton,  Fla. , 
in  January,  2005,  Chairman  Jeff  Immelt 
high-frved  her  as  she  left  the  stage. 

Today,  Brandt  is  gone  and  GE  is  strug- 
gling to  contain  its  mortgage  mess.  The 
company  says  the  unit  will  likely  lose 
$950  million  this  year.  Since  January, 
GE  has  sold  off  more  than  $4  billion  of 
loans  ($375  million  is  left)  and  closed 
down  operations,  taking  a  $1.4  billion 
charge  in  the  third  quarter  for  WMC  and 
a  discontinued  Japanese  loan  business. 
A  GE  spokesman  says  the  company 
doesn't  want  "to  comment  because  it's  in 
the  final  stages  of  selling  the  business. 
But  Guy  Cecala,  who  publishes  Inside 
Mortgage  Finance,  predicts  that  "they 
may  just  close  it  down  and  let  it  die." 

REBRANDING 

While  GE  contemplates  killing  a  bad 
business,  Brandt  is  living  it  up.  She  left 
GE  after  her  contract  expired  at  the  end 
of  2006.  Then  she  used  the  gains  from 
her  days  at  WMC  to  start  up  an  inde- 
pendent rock  label  called  YMA  Music 
Group.  Its  model  is  to  outsource  music 
production  while  focusing  on  build- 
ing brands  through  merchandising, 
Web  site  design,  and  marketing.  Her 
My  Space  page  promoting  the  label  con- 
fronts visitors  with  thumping  music  and 
expletives  that  appear  when  you  scroll 
over  certain  words.  "The  music  industry 
is  kind  of  a  mess,"  Brandt  contends. 

Among  the  seven  acts  signed  so  far: 
Black  Light  Burns  (featuring  former 
Limp  Bizkit  lead  guitar  player  Wes 
Borland)  and  Ashley  Hartman,  for- 


merly of  The  O.C 
TV  show.  "Amy 
brings  a  manage- 
ment wisdom  to 
the  business,  anc 
a  real  passion  for 
music,"  says  YMj 
Managing  Partner  Chris  Woltman. 
"This  is  her  vision  of  where  she  thinks 
the  industry  should  be." 

Brandt  lives  on  a  30 -acre  ranch  near 
Los  Angeles  where  she  owns  12  horses. 
Her  husband,  retired  from  the  sub- 
prime  industry  at  the  age  of  38,  is  the 
main  caregiver  to  their  two  kids  while 
she  works  on  building  a  new  career.  As 
hobby,  she  competes  in  dressage,  whei 
the  rider  puts  the  horse  through  varioi 
precision  movements. 

She's  also  putting  her  financial 
experience  to  use.  Last  month,  Brandt   ' 
became  CEO  of  Vantium  Capital,  apri ; 
vate  equity  fund  that  will  invest  in  un- 
dervalued mortgage  assets.  Ultimatel; 
she  argues,  the  overall  lending  busines  1 
is  going  to  bounce  back  because  peopk- 
will  continue  to  need  mortgages  and 
"long-term  players  will  have  to  provid 
solutions."  She  is  reluctant  to  disclose 
the  backers  right  now  or  give  more 
details  on  her  strategy,  noting  only  tha 
she's  looking  as  far  afield  as  Europe  for 
possible  investments,  inspired  in  part  I  il 
by  the  international  perspective  she 
gained  through  GE.  Overall,  she  looks 
back  on  her  time  there  with  mixed 
emotions.  While  she  remains  a  huge 
fan  of  the  "very  charismatic"  Im- 
melt, she  could  have  done  without  the 
PowerPoint  presentations,  meetings, 
and  requisite  courses  at  GE's  leadershi] 
center.  "I  was  the  kid  who  didn't  like  tc 
go  to  camp,"  says  Brandt. 

Still,  she  is  sanguine  about  the  pros- 
pects of  the  subprime  industry.  "The 
liquidity  of  the  past  few  years  had  son* 
good  benefits,"  she  says.  "It  allowed  a  1 


lot  of  peeple  to  become  homeowners." 


Hi 

In  retrospect ,  Brandt  says  she  wishes 
she  had  tried  harder  to  diversify  WMC ': 
portfolio.  "We  were  too  aggressive  in 
some  areas,"  she  says.  "We  had  appre- 
dating  housing  markets."  A  recovery, 
she  predicts,  will  take  time.  "I  think  the 
greatest  amount  of  pain  hasn't  been 
felt  yet,"  says  Brandt.  "I  hope  we  can 
find  a  way  to  bring  more  liquidity  to  the 
market."  1  bw 
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WHAT'S  NEXT 


UROPEAN  UNION 


The  power  lunch 
crowd  dines  at 
Barbanera  near 
EC  headquarters 
in  Brussels 


Why  Brussels  Is 
[buzz  with  Lobbyists 

s  the  EU  sets  more  rules,  corporations  are  building 
leir  presence  and  paying  for  clout 


Carol  Matlack 

n  would  turn  their  noses  up  at  the 
id  served  by  Brussels  eatery  Bar- 
lera.  The  pasta  is  handmade,  the 
sh  sole  grilled  to  perfection,  and 
tiramisu  rich  and  creamy.  But  the 
wds  that  gather  there  every  day  for 
ich  seem  to  pay  scant  attention  to 
at's  on  the  menu.  That's  because 
rbanera,  the  Brussels  equivalent  of 
shington's  Capital  Grille,  is  where 
i  city's  lobbyists  wine,  dine,  and 
imooze  officials  from  the  European 
mmission's  glass -clad  headquarters 
t  down  the  street.  Documents  are 
ead  out  on  tables,  briefcases  sit  open 
stools  thoughtfully  provided  by  the 
nagement,  and  the  talk  is  peppered 
.h  the  acronyms  and  jargon  of  the  EC 
feaucracy. 

i  f  you  thought  Washington  was  lob  - 
Ong  central,  think  again.  Some  15,000 
lijbyists  ply  their  trade  in  Brussels,  the 


EC  estimates,  vs.the  11,660  who  have 
reported  lobbying  in  the  U.S.  capital 
this  year.  Commissioner  Charlie  Mc- 
Creevy,  who  oversees  financial-mar- 
ket integration  across  the  27 -country 
European  Union,  says  he  often  feels  like 
a  bystander  caught  in  crossfire  between 
rival  interest  groups.  "It's  frustrating," 
he  says,  "but  it's  a  system  we  have  to 
live  with." 

What's  drawing  this  crowd  is  Brus- 
sels' growing  regulatory  clout.  From 
food  safety  to  Internet  privacy  to  auto 
emissions,  the  EU  is  setting  ever  more 
rules  for  companies  that  want  to  play 
in  its  $13  trillion  economy.  This  year 
the  EC's  antitrust  watchdog  has  hit 
corporations  with  $3.6  billion  in  cartel- 
busting  fines,  nearly  eight  times  the 
total  levied  by  the  U.S.  Justice  Dept.'s 
Antitrust  Div.  during  2006.  In  recent 
months,  EC  regulators  have  won  a  $613 
million  antitrust  judgment  against 
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Kathy  Deserly 


Consultant  to  the                                                                           m                     W 

Native  American  Community                                                                ■       ■             ■            B 

1              v  *ILM 

We  asked  people  why  they  love  their  BlackBerry. 
Here's  what  one  passionate  customer  told  us. 

Kathy  Deserly  submitted  her  story  at  www.blackberry.com/ask.  "Part  of  what  1  do  is  help  foster 
connections  between  different  tribes,  which  can  take  me  pretty  far  and  wide.  My  grandkids  think  it's 
totally  cool  that  I'm  able  to  operate  the  way  1  do.  My  BlackBerry®  has  made  me  more  independent, 
and  more  efficient.  Way  out  in  remote  corners,  'grandma'  can  make  things  happen  for  people, 
then  get  back  home  to  hit  the  park  with  my  granddaughter.  1  really  attribute  a  lot  of  my  freedom 
to  my  BlackBerry." 
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Find  out  why  people  love  BlackBerry,  or  tell  us  why  you  love  yours,  at  www.blackberry.com/ask.             •  "  OlCI  C/aO©/# y 
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WHAT'S  NEXT 


\fter  Microsoft, 
Vhat  Next? 

Jlobal  companies  are  bracing  for 
lore  lobbying  fights  in  Brussels 

'RIVACY  Google's  practice  of 
tockpiling  data  on  users'  searches  is 
nder  investigation 

;OMMUNICATIONS  Regulators  may 
y  to  break  up  Europe's  biggest 
hone  companies 

NVIRONMENT  Efficiency  standards 
lay  be  beefed  up  for  everything  from 
lectric  shavers  to  furnaces 

NTITRUST  Chipmakers  Intel  and 
kialcomm  have  been  accused  of 
nticompetitive  practices 


'crosoft,  launched  an  investigation  of 
cingby  U.S.  chipmaker  Qualcomm, 
1  announced  plans  for  sweeping  new 
ulations  on  cell-phone  operators 
il  utility  companies.  "I  haven't  been 
Washington  once  this  year,  but  I've 
;ady  been  to  Brussels  three  times" 
lobby  EC  transportation  and  anti- 
ist  regulators,  says  David  Schwarte,  a 
:as -based  executive  vice-president 
,>abre  Holdings,  an  operator  of  travel 
prvation  systems. 

IKETSONTHERISE 

th  so  much  at  stake,  corporate  giants 
rushing  to  build  up  their  presence  in 
issels.  Google,  for  instance,  faces  EC 
irtiny  of  its  privacy  policies  and  its 
rmed  acquisition  of  online -advertis- 
group  Doubleclick.  So  it's  hardly 
prising  that  Google  is  now  recruit - 
a  senior  Brussels  -based  lobbyist 
manage  public  policy  advocacy, 
le  analysis,  and  government  affairs," 
ording  to  a  job  description  recently 
ted  on  the  company's  Web  site, 
i  some  respects,  Brussels  is  a 

yist's  dream.  While  their  Washing- 
counterparts  fan  out  across  Capitol 

and  dozens  of  agencies,  the  hired 
s  in  Brussels  aim  mainly  at  a  single 
;et:  the  EC  and  its  23,000-member 
f ,  which  drafts  all  legislation  and 
nations  and  enforces  competi- 

rules.  By  comparison,  the  federal 
jaucracy  in  Washington  totals  more 
1 270,000.  "Because  they  have  such 


a  shortage  of  staff,  the  commissioners 
are  relatively  easy  to  see,"  says  Karen 
Corbett  Sanders,  a  Washington-based 
lobbyist  for  Verizon  Communica- 
tions who  represented  the  company  in 
Brussels  until  2004.  "I  have  even  sat  at 
a  keyboard  in  the  Commission  and  the 
[European]  Parliament  and  typed  in 
language." 

The  scenario  looks  ripe  for  influence - 
peddling,  yet  many  global  giants  have 
stumbled  in  Brussels.  Despite  opposi- 
tion by  the  likes  of  Intel  and  Dell,  the  EC 
in  2005  enacted  rules  requiring  elec- 
tronics makers  to  pay  for  recycling  old 
equipment.  More  recently,  regulators 
have  forced  big  cell-phone  operators 
such  as  Vodafone  and  T- Mobile  to  slash 
the  rates  subscribers  pay  for  calling 
while  outside  their  home  countries.  "A 
lot  of  the  lobbying  that  goes  on  here  is 
frankly  worthless,"  says  Thomas  Vinje, 
a  U. S.  -born  attorney  and  lobbyist  with 
the  law  firm  Clifford  Chance  who  repre- 
sented Microsoft's  adversaries,  includ- 
ing Oracle  and  Sun  Microsystems,  in  the 
antitrust  case. 

Brussels  can  be  perplexing  for  those 
accustomed  to  the  ways  of  Washington. 
Because  EC  jobs  are  prestigious  and 
highly  paid,  few  officials  are  tempted 
to  move  from  government  to  lobbying. 
Campaign  contributions  are  another 
Washington  tradition  that's  absent.  EU 
leaders  are  either  appointed  or  elected 
in  taxpayer -financed  campaigns. 
And  Brussels  lobbyists  don't  have  to 
register.  Although  the  EC  next  spring 
plans  to  launch  a  voluntary  registra- 
tion system  with  minimal  disclosure  of 
activities,  even  that  proposal  has  drawn 
opposition  from  business  groups. 

Some  aspects  of  American -style  lob- 
bying are  starting  to  catch  on.  Junkets 
are  on  the  rise.  Norwegian  oil  company 
Statoil,  for  example,  invited  a  group  of 
lawmakers  to  northern  Norway  last  year 
to  visit  production  sites— and  sail  the 
fjords  on  a  cruise  ship.  And  the  revolv- 
ing door  is  starting  to  turn:  On  Oct.l, 
Michiel  van  Hulten,  a  former  Dutch 
politician,  joined  the  Brussels  office  of 
public -affairs  giant  Burson-Marsteller. 
Says  Erik  Wesselius  of  the  Corporate 
Europe  Observatory,  an  Amsterdam 
group  that  monitors  EU  lobbying:  "It's 
disturbing  to  see  how  the  roles  are  start- 
ing to  blur."  IBWI 
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Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry'  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 
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BlackBerry,  or  tell  us  why  you  love 
yours,  at  www.blackberry.com/ask. 


■--  BlackBerry 


©2007  Research  In  Motion  Limited.  All  Rights  Reserved. 
The  BlackBerry  family  of  related  marks,  images  and 
symbols  are  the  exclusive  properties  and  trademarks  of 
Research  In  Motion  Limited. 


OCTOBER  29,  2007  I  BUSINESSWEEK 


HEALTH 


Where  Are 

The  Wonder  Drugs? 

Antibiotics  are  losing  the  battle  against  superbugs, 
and  drugmakers  are  slow  to  replenish  the  arsenal 


By  Catherine  Arnst 

The  latest  threat  to  America's  health  is  a 
drug -resistant  strain  of  bacteria,  Strep- 
tococcus pneumoniae,  that  causes  ear 
infections  in  children  as  well  as  pneu- 
monia and  meningitis  in  adults.  It  was 
first  spotted  in  Czechoslovakia  20  years 
ago  and  wended  its  way  across  Europe, 
growing  steadily  resistant  to  more  and 
more  antibiotics.  The  latest  and  scariest 
sighting:  Nine  children  in  Rochester, 
N.Y. ,  came  down  with  a  strain  that 
shrugs  off  all  18  antibiotics  approved  for 
kids.  The  Rochester  doctors  who  found 
the  bug  beat  it  into  submission  with 
Johnson  &  Johnson's  Levaquin,  a  drug 
for  adults,  but  only  after  it  left  one  child 
with  permanent  hearing  loss. 

This  strain  of  S.  pneumoniae  is  just 
one  of  several  deadly  superbugs  on 
doctors'  radar  screens.  But  the  number 
of  new  classes  of  antibiotics  nearing 
the  market  to  combat  these  pathogens 
is  exactly  zero.  That's  in  keeping  with 
the  trend  line  of  the  past  20  years:  Food 
&  Drug  Administration  approvals  of 
new  antibacterials  have  fallen  from  16 
launched  in  1983-87  to  just  2  in  the  past 
five  years. 

The  problem,  say  drug  companies, 
is  that  antibiotics  aren't  very  profit- 
able. It  can  take  up  to  10  years  and 
some  $800  million  to  create  a  new 
drug,  but  it's  tough  to  recover  those 
costs,  given  that  a  course  of  antibiot  - 
ics  is  usually  prescribed  just  once,  for  7 
to  10  days.  Then  there's  the  antibiotic 
Catch-22:  Doctors  tend  to  limit  pre- 
scriptions of  new  drugs  for  all  but  the 
most  dire  infections  in  order  to  delay 
the  emergence  of  resistant  strains. 


Fast-mutating  "What's  good  for 

strep  can  become      the  public  health  is  a 
resistant  to  real  disincentive  for 

overprescribed  .„.    ..      .        , 

treatments  antibiotic  develop- 

ment," says  Dr.  Barry 
I.  Eisenstein,  head  of  scientific  affairs 
at  Cubist  Pharmaceuticals. 

Eisenstein  knows  whereof  he  speaks; 
Cubicin,  introduced  by  Cubist  in  2003, 
is  the  most  powerful  antibiotic  to  come 
along  in  years,  but  doctors  use  it  only 
as  a  last  resort.  Analysts  have  projected 


peak  annual  sales  of  $500  million  for 
Cubicin.  Contrast  that  with  the 
$13  billion  that  Pfizer's  cholesterol- 
lowering  drug  Lipitor  raked  in  last  yeai 
Still,  society  needs  new  antibiotics  1 
much  as  it  needs  new  statins.  The  Cen 
ters  for  Disease  Control  &  Prevention 
(CDC)  just  reported  that  a  dangerous 
drug -resistant  staph  infection,  MRSA 
(methicillin-resistant  Staphylococcus 
aureus),  has  rapidly  spread  from  hos- 
pital patients  to  the  larger  community. 
The  CDC  estimates  that  94,360  peopL 
in  the  U.S.  contracted  MRSA  in  2005, 
and  18,650  of  them  died. 

Coming  up  with  a  weapon 
is  hard  science.  Antibiotics 
introduced  during  the  past 
60  years  were  discovered  by 
screening  chemicals  found  in 
nature,  a  painstaking  pro- 
cess. Newer  research  seeks  tcti 
reverse -engineer  pathogens 
to  produce  customized  anti- 
biotics, but  this  approach  is  i 
its  early  stages.  It  doesn't  hel 
that  rapidly  mutating  patho- 
gens present  a  constantly 
moving  target. 

On  Sept.  27,  Represen- 
tatives Jim  Matheson  (D- 
Utah)  and  Michael  Ferguson  (R-N.J.)  j 
introduced  the  Strategies  to  Address 
Antimicrobial  Resistance  Act,  meant 
to  provide  incentives  for  antibiotic 
development.  Robert  Guidos,  director  1 
of  public  policy  for  the  Infectious  Dis 
eases  Society  of  America,  says  he  thinki 
the  bill's  prospects  are  excellent.  "We 
keep  hearing  from  staff  on  the  Hill  anc$ 
congressmen  whose  relatives  have  ha 
MRSA  infections,"  he  says.  "This  is  m 
polarizing  issue."  ibwi 
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The  problem  with  antibiotics 

is  that  they're  so  hard  to  develop, 
as  the  October  issue  of  The 
Scientist  explains  in  "An  Antibiotic 
to  the  Rescue."  It  chronicles  Cubist 
Pharmaceuticals'  struggle  to  win 
FDA  approval  for  the  powerful  drug 
Cubicin,  which  finally  got  the  nod 
for  skin  infections  in  2003. 


For  a  history  of  pathogens 

that  have  escaped  from  hospitals 
into  the  community,  see  "Super- 
bugs  Bite  Back,"  in  the  Sept.  29 
NewScientist.  One  scary  tidbit:  A 
scientist  speculates  that  MRSA 
could  piggyback  onto  an  avian  flu 
pandemic,  resulting  in  "a  nightmare 
scenario"  for  the  whole  world. 
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Saint-Gobain's  energy-saving  insulation 

Saint-Gobain's  light-emitting  diodes 

Saint-Gobain's  sanitation  system 
Saint-Gobain's  fuel  cell 


Saint-Gobain's  kitchen  and  bathroom' 

Saint-Gobain's  solar  reflecting  glass 

Saint-Gobain's  solar  panels 

Saint-Gobain's 
wall  facing  mortar 


of  Saint-Gobain. 


paint-Gobain  designs,  produces  and  distributes 
ronstruction  materials  for  the  homes  of  the  future. 
Houses  with  windows  that  clean  themselves. 
Houses  with  glass  that  generates  solar  energy. 


Houses  with  intelligent  insulation.  We're  constantly  our     sectors,     we're     answering     the     urgent 

improving  our  innovations  and  developing  new  challenges    of   energy-saving    and    environment 

ones  to  create  more  comfortable,  economical  and  protection.    Whatever    the    new    demands    for 

'sustainable  living  worldwide.  As  a  leader  in  all  housing,  the  future  is  made  of  Saint-Gobain. 
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Guitar  Hero:  More 
Than  a  Video  Game 

The  music  industry,  and  artists,  see  the  rock  'n'  roll 
sensation  as  a  powerful  promotional  tool 


^         f         By  Christopher 
\  ^f  Palmeri 

jfL  Metallica  fought 

Jtw JlJ\        digital  downloads 
MW'  ^V^>^4  fiercely.  But  the 
^  W  \^r   heavy  metal  act  was 

a  lot  more  accom- 
modating when  the  people  behind  Gui- 
tar Hero  came  calling.  The  game  allows 
you  to  play  along  to  popular  music,  and 
its  publishers  wanted  Metallica  to  make 
its  songs  available.  A  gusher  of  longing 
fan  e-mails  helped  tip  the  balance.  So 
did  the  fact  that  two  of  drummer  Lars 
Ulrich's  sons  are  Guitar  Hero  addicts. 
When  the  game's  latest  edition,  Guitar 
Hero  III,  appears  in  stores  on  Oct.  27, 


players  will  be  able  to  channel  their  in- 
ner rock  god  with  Metallica's  hit  One. 

The  music  industry  is  like  a  mosh-pit 
casualty,  battered  on  one  side  by  song- 
swiping  file  sharers  and  on  the  other 
by  competing  entertainment  options, 
including,  yes,  gaming.  Record  com- 
panies looking  for  new  ways  to  sell  and 
promote  their  music  can't  have  helped 
noticing  that  Guitar  Hero  was  the  most 
popular  game  in  the  U.S.  for  the  first 
eight  months  of  this  year,  according  to 
NPD  Group.  In  November  a  Viacom- 
owned  rival  called  Rock  Band  will  join 
Guitar  Hero.  This  holiday  season  the 
two  games  are  expected  to  sell  a  com- 
bined 3.5  million  copies  (at  $100  and 


Former  Guns  N' 
Roses  guitarist 
Slash  is  "giddy" 
about  his  role  in 
Guitar  Hero  III 


up).  And  everyone  from  the  Sex  Pistol; 
to  former  Guns  N'  Roses  axman  Slash 
wants  in. 

Gaming  won't  save  the  music  indus  - 
try.  But  the  major  labels  see  it  as  anothc 
way  to  introduce  people  to  artists,  new 
and  old,  and  build  anticipation  for  tour 
where  increasingly  they  will  find  their 
revenue.  There  even  has  been  discussic 
of  including  a  "buy  button"  in  the  garni 
for  impulse  purchases.  "This  is  our  con 
demographic,  the  people  who  play  vide 
games  30  hours  a  week,"  says  George 
White,  Warner  Music  Group's  head  of 
digital  sales.  "It's  very  important  for  us 
to  maintain  their  share  of  mind." 

Guitar  Hero  was  a  surprise  hit  when: 
appeared  in  late  2005.  The  game  won  a 
following  among  people  who  can't  pla> 
lick  of  guitar  but  have  always  wanted  tc 
as  well  as  fans  of  mu- 
sic-related TV  show; 
such  as  American  Idc 
and  Hannah  Montan 
As  avatars  perform 
onscreen,  players  jobi 
in  on  a  guitar  featuring  five  buttons  tha 
are  punched  in  time  to  cues  from  the 
game.  You  win  points  by  hitting  the  riglj 
buttons.  For  the  game's  architects,  the 
best  news  was  that  Guitar  Hero's  appea 
transcended  hard-core ,  shoot  -  'em  -  up . 
geeks:  Parents  bought  the  game  for  the* 
kids  and  ended  up  playing,  too.  (You 
know  who  you  are.) 

Game  companies  and  Big  Media 
took  notice.  In  May,  2006,  game  giant 
Activision  bought  Guitar  Hero  pub- 
lisher RedOctane  for  $100  million.  Four 
months  later,  Viacom  paid  $175  million  1 
for  Harmonix  Music  Systems,  which 
developed  Guitar  Hero  but  didn't  own 
it.  For  Viacom,  Harmonix  created  Rock 
Band,  which  also  features  a  microphom 
bass,  and  drums. 

The  first  iteration  of  Guitar  Hero  fea-.: 
tured  re -recorded  songs  because  it  was. 
cheaper  than  licensing  the  real  thing. 
"We  weren't  sure  it  would  make  mucho 
a  difference,"  says  Harmonix  CEO  Alex 
Rigopolus.  Players  demanded  the  real 
recordings.  In  May  Guitar  Hero  II  begar 
selling  downloads  at  $6  per  package  of 
three  songs.  Both  Guitar  Hero  III  and 
Rock  Band  will  include  original  and  re- 
recorded tracks  in  their  games  and  will 
release  downloads  after  that. 
It's  doubtful  that  the  record  com- 
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parties  will  make  a  lot  of  money  selling 
downloads  through  the  games.  But 
the  promotional  bang  could  be  signifi- 
cant — even  for  acts  that  broke  up  three 
decades  ago.  This  summer,  the  Sex 
Pistols  re -recorded  a  version  of  Anarchy 
in  the  U.K.  for  Guitar  Hero  III.  The 
game's  release  will  coincide  with  a  short 
Sex  Pistols  tour  and  a  30th  anniversary 
edition  of  the  Pistols'  album  Never  Mind 
the  Bollocks,  released  by  Virgin  Records. 

'YOU  CAN  DO  ALL  SORTS  OF  STUFF' 

The  great  thing  about  games  is  that  you 
can  dress  up  promotions  as  rewards  for 
playing  skill.  Players  who  reach  a  cer- 
tain level  on  Guitar  Hero  III  will  unlock 
video  interviews  with  their  favorite 
guitarists,  including  Tom  Morello  of 
Rage  Against  the  Machine  and  Bret  Mi- 
chaels, whose  band  Poison  will  perform 
a  rooftop  concert  above  a  Best  Buy  in 
Los  Angeles  on  the  night  of  Guitar  Hero 
Ill's  release. 

For  its  part,  Viacom  can  use  shows 
on  its  MTV,  Nickelodeon,  and  Coun- 
try Music  Television  networks  to  build 
excitement  around  Rock  Band— and  vice 
versa.  Promos  for  the  recent  MTV  Video 
Music  Awards  featured  backstage  clips 
of  bands  playing  the  game,  includ- 
ing the  Gym  Class  Heroes,  who  almost 
missed  receiving  their  award  because 
they  were  too  distracted.  "Our  heritage 
is  music,"  says  Van  Toffler,  who  runs 
Viacom's  music -related  cable  networks. 
"We'll  do  a  whole  bunch  of  games 
around  music  and  dancing  and  seam- 
lessly integrate  them  on  air." 

That's  just  the  beginning  of  the 
promotional  opportunities,  some  say. 
"Why  not  have  Coca-Cola  sponsor  a 
free  download?"  asks  Michael  Pachter,  a 
video  game  industry  analyst  at  Wedbush 
Morgan  Securities.  "You  can  do  all  sorts 
of  stuff  you  can 't  do  with  traditional 
video  games." 

How  do  musicians  feel  about  being 
part  of  a  game  ?  Slash  says  he  was  "giddy 
with  excitement"  when  he  heard  Acti- 
vision  wanted  to  feature  him  as  a  char- 
acter in  Guitar  Hero  HI.  Slash  donned  a 
motion -capture  suit  and  recorded  some 
original  licks  for  the  game.  Reached 
on  tour  with  his  band,  Velvet  Revolver, 
Slash  said:  "I'm  on  a  bus  in  New  Mexico. 
I've  got  nothing  to  do  but  play  video 
games."  1 BW 1  -With  Tom  Lowry 
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Hollywood's 
Movers  and  Sheiks 

As  private  equity  money  dries  up,  filmmakers 
are  being  courted  by  oil -rich  Abu  Dhabi 


By  Ronald  Grover 

Using  other  people's  money  is 
classic  Hollywood.  Over  the 
years,  everyone  from  oil  wild- 
catters to  insurance  compa- 
nies have  anted  up.  Now  with 
money  apparently  running 
low  from  the  private  equity 
shops,  Hollywood  seems 
to  have  found  new  sugar 
daddies:  Middle  East  sheiks 
with  oil  money  to  burn. 

On  Oct .  14  much  of  Hoi  - 
lywood  decamped  to  Abu 
Dhabi,  capital  of  the  United  Arab 
Emirates.  The  moguls  and  financiers  os- 
tensibly were  in  town  for  the  inaugural 
Middle  East  International  Film  Festival, 
where  ilber-  producer  Harvey  Weinstein 
and  his  ilk  attended  films  and  sat  on 
panels  set  up  to  teach  the  locals  how  to 
build  a  movie  industry.  (So  eager  were 
Weinstein 's  hosts  to  get  him  to  attend, 
they  flew  out  his  mother  and  a  few  of 
her  closest  friends.) 

The  real  action  was  expected  to 
happen  off-camera,  with  one  studio 
executive  chortling  that  he  and  his 
Tinseltown  pals  would  be  "scooping 
up  money  from  the  sand."  The  money 
has  already  begun  to  flow.  On  Sept.  26, 
Warner  Bros,  announced  a  deal  to  build 
a  theme  park,  hotel,  and  theaters  in  Abu 
Dhabi  that  included  a  fund  through 
which  the  Arab  state  will  invest  $250 
million  to  make  American  films. 

Halloween  producer  Malek  Akkad  says 
he  expects  to  close  a  $284  million  movie 
fund  with  wealthy  Emirate  and  other 
Middle  East  investors.  Of  his  back- 
ers, Akkad  says:  "They  have  so  many 
resources  that  they  need  to  find  places 


Rolling  out 
the  red  carpet 
at  the  first 
Middle  East 
Film  Festival 


to  invest  them." 

It's  a  good  thing 
Abu  Dhabi  has  lots 
of  money  because 
Hollywood  investing 
is  not  for  the  faint-hearted.  Just  asktl1 
private  equity  guys.  Having  put  in  soro 
$10  billion  over  the  past  three  years, 
they  are  scaling  back  after  a  string  of 
big-budget  flops  (and  amid  tighter 
credit  markets). 

Plus,  Hollywood  deals  typically 
favor  the  studios.  The  Abu  Dhabi 
fund  will  give  Warner  a  distribution 
fee  before  the  Arabs  see  a  penny,  says 
movie  producer  Hunt  Lowry,  who  put  1 
together  the  deal.  What's  more,  Warm 
can— and  likely  will— keep  its  crown 
jewels  out  of  the  deal,  including  the 
next  Harry  Potter  film. 

Hollywood's  famously  opaque  ac- 
counting will  almost  certainly  cause 
yet  more  problems  for  Arab  investors, 
warns  Ashok  Amritraj,  who  produced 
Bringing  Down  the  House.  "Some  of 
these  deals,"  says  the  veteran  movie- 
maker, "have  loopholes  so  large  you 
could  drive  a  truck  through  them."  1 BV 
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lere's  plenty  of  room  to  relax  in  this  dramatic  Sun  Valley  chalet. 


mate  Resort®  Luxury  Destination  Clubs  is  a  private  club  offering  flexible  access  to  a 
/ving  portfolio  of  spectacular  residences  in  25  resort  and  metropolitan  locations 
njghout  the  U.S.,  Mexico,  Europe  and  the  Caribbean.  These  beautifully  appointed 
;s  provide  memorable  settings  for  family  vacations,  romantic  getaways  and 
jorate  retreats  and  incentives,  and  all  are  yours  for  the  choosing  when  you  join 
mate  Resort.  It's  the  Ultimate  way  to  bring  family  and  friends  together. 
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lique  offer  for  American  Express®  Cardmembers! 

Ultimate  Resort  using  your  enrolled  American  Express  Card,  and  earn  double 
nbership  Rewards®  points"  for  every  dollar  spent  on  your  club  membership  fee 
annual  dues.  To  learn  more  about  this  offer  and  club  membership,  call  a 
-nbership  Director  at  877.955.1900  or  visit  UltimateResort.com/metro. 
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late  Resort,  LLC,  is  registered  with  the  State  of  Florida  as  a  Seller  of  Travel.  Registration  No.  ST364I3.  'Offer  valid  8/1/07  through  12/31/07.  To  be  eligible  to 
bonus  points,  you  must  be  enrolled  in  the  Membership  Rewards  program  ("Program")  at  the  time  of  purchase.  You  must  charge  your  purchase  on  an  eligible, 
led  American  Express  Card.  Offer  excludes  additional  nights  and  concierge  services.  Donus  points  will  be  credited  to  your  Program  account  within  6-8  weeks 
charges  appear  on  your  billing  statement.  Individual  terms  and  conditions,  as  well  as  annual  Program  fees,  apply  for  certain  Card  products.  For  more 
nation  on  the  Membership  Rewards  program,  visit  americanexp,  rt5S.com/rewards  or  call  l-8(10-AXP-EARN.  Bonus  ID-5467. 


Performance  Track  Members  reduced  their  greenhouse 
gas  emissions  by  97,000  metric  tons 

That  Clears  the  Air. 


Performance  Track  members  are  environmental  leaders  committed  to  making  big  changes  in 

the  way  they  do  business  for  the  sake  of  putting  less  stress  on  the  environment. 

Put  your  facility  on  track— you'll  be  amazed  at  your  performance. 

Visit  us  at:  www.epa.gov/performancetrack/psa.htm 
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ees  inspire  our  thinking.  And  lead  us  to  innovations  like 
iLever  engineered  and  performance-tested  wood  products. 
Durable,  renewable  and  energy  efficient,  they  make  the  best 
use  of  natural  resources  so  virtually  nothing  goes  to  waste. 

For  more  about  wtiat  trees  can  be  and  to  learn  about 
Weyerhaeuser  TreeCell™  Technology,  visit  Growingldeas.com 
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These  three  themes  have  defined  BusinessWeek's  European 
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Bankruptcy  Reform 
Bites  Back 


For  consumers,  debt  relief  is  harder  to  come  by. 
And  that's  adding  to  housing  woes 


By  Christopher  Farrell 

Score  one  for  the  law  of  unintended 

consequences. 

In  past  periods  of  economic  turbu- 
lence, American  households  were  able  to 
escape  mountains  of  bad  debt— and  keep 
their  homes —by  declaring  bankruptcy. 
During  the  weak  growth  years  from 
2001  to  2003,  for  example,  nonbusiness 
bankruptcy  petitions  averaged  roughly 
1.5  million  per  year.  Lenders  complained 
bitterly  that  bankruptcy  was  too  easy, 
but  because  financially  stressed  Ameri- 
cans could  write  off  their  credit  card  and 
other  consumer  debt,  they  had  more 
money  available  to  pay  their  mortgages. 

But  today's  growing  problem  in  the 
housing  market  is  different— foreclo- 
sures are  soaring,  while  bankruptcies, 
though  clearly  on  the  upswing,  are 
running  roughly  at  half  the  2001-2003 
pace.  The  reason:  A  new  bankruptcy 
law,  approved  by  Congress  in  2005  after 
years  of  debate,  makes  it  much  harder 
for  households  to  get  out  from  under 
their  consumer  debt.  The  result:  More 
people  being  forced  to  walk  away  from 
their  homes,  leaving  lenders  holding  the 
bag.  Perversely,  a  law  intended  to  help 
the  financial  industry  may  be  damag- 
ing the  housing  sector,  creditors  and 
borrowers  alike.  "It  doesn't  matter  what 
you  think  of  the  purpose  of  the  new 
bankruptcy  law.  The  timing  is  bad,"  says 
Susan  M.  Wachter,  professor  of  real  es- 


"It  doesn't  matter  what  you  think  of  the 
purpose  of  the  new  bankruptcy  law. 
The  timing  is  bad." 


tate  at  the  Wharton  School  of  Business. 
The  old  bankruptcy  law,  in  effect  since 
1978,  was  considered  extremely  hous- 
ing-friendly. Most  distressed  borrowers 
favored  filing  under  Chapter  7,  essen- 
tially cheap,  quick  debt  liquidation.  In 
practice,  most  got  to  keep  their  homes, 
while  the  rest  of  their  property  and 
assets  were  sold  off  to  pay  a  portion  of 
unsecured  debts  such  as  credit -card  and 
medical  bills.  When  the  assets  ran  out, 
the  remaining  loans  were  cancelled— al- 
though some  debts  were  off  limits,  like 
student  loans  and  child  support.  Future 
paychecks  could 
go  to  mortgage 
payments. 

By  contrast, 
the  new  law  was 
designed  to  pro- 
tect creditors.  For 


one  thing,  only  low -income  borrowe  | 
can  file  for  Chapter  7,  which  wipes  ot 
debts.  The  amended  law  pushes  mor< 
people  into  Chapter  13,  which  forces 
households  to  accept  3-5  year  repay- 
ment plans  on  all  debts— secured  and 
unsecured.  In  other  words,  they're  st 
trying  to  make  payments  on  car,  cred 
card,  medical,  and  other  bills  that  use 
to  be  discharged  in  Chapter  7.  That 
makes  meeting  the  mortgage  more 
onerous.  Filing  for  Chapter  13  tempo- 
rarily halts  foreclosure  proceedings,  t 
the  protection  only  lasts  as  long  as  th 
borrower  is  making  mortgage  paymei 
But  even  low-income 
subprime  borrowers  arer. 
escaping  the  new  law.  In 
theory,  Chapter  7  is  still 
available,  but  the  new 
law  hiked  the  cost  of  go- 
ing bankrupt  in  order  to 
discourage  the  practice. 
Under  the  old  law,  the 
average  cost  of  filing  for 
Chapter  7  was  about  $80' 
to  $1,400  in  attorney  andi 
other  fees,  according  to 
Henry  J.  Sommer,  presid 
of  the  National  Associati 
of  Consumer  Bankrupt 
Attorneys.  He  estimates  | 
that  the  cost  is  now  up  to 
roughly  $1,400  to  $2,400 
That's  a  hefty  price  tag. 

Another  problem:  Und 
current  law,  bankruptcy 
courts  don't  have  the  option  of  reduc 
ing  the  payments  on  the  mortgage  for 
primary  residence.  That  means  anyo: 
who  took  out  a  subprime  loan  is  stuck, 
unless  they  want  to  walk  away.  "If  you 
file  for  bankruptcy,  you  don't  get  relief 
the  mortgage,"  says  Michelle  J.  White, 
economist  at  the  University  of  Calif orr 
at  San  Diego. 

Recent  bills  introduced  in  the  Houst 
and  Senate  would  allow  judges  to  adjus 
unaffordable  mortgages  downward 
That  change— if  Congress  wants  to 
reopen  the  2005  law— could  transform 
bankruptcy  into  a  more  practical  optio 
when  dealing  with  mortgage  lenders. 

But  at  least  for  now,  the  impact  of  tr 
2005  law  is  to  make  the  housing  slump, 
worse.  And  that  means  it  could  take 
a  lot  longer  than  many  expect  for  the 
economy  to  regain  its  footing.  1 BW 1 
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Keeping  In  Touch 
As  Interns  Head  Out 

This  fall,  Siemens  launched 
a  secure  social  network  open 
only  to  alumni  of  the  Siemens 
Scholar  program,  which  hosts 
college  and  graduate  students 
who  work  on  projects  with 
the  company. 

The  Siemens  Scholar 
Network  (alumni. Siemens - 
foundation.org)  solicited 
2,500  alums  to  join  in 
September.  In  the  first  two 
days,  277  signed  up  to  build 
Facebook -style  profiles. 

The  goal:  to  retain  relation- 
ships with  Generation  Y 
talent  after  they  graduate 
or  move  on  to  other  corpora- 
tions. Beyond  posting  bios 
and  blog  entries,  members 
can  peruse  postings  about 
Siemens  job  and  internship 
opportunities. 
-Reenajana 
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VIDEO  GAMES 

World  of  Warcraft,  Watch  Out: 
Lord  of  the  Rings  Is  Advancing 

Popular  online  role -playing  game  World  of  Warcraft 
(WOW)  has  serious  competition.  Lord  of  the  Rings 
Online  (above),  based  on  J. R.R.Tolkien's  books, 
is  growing  fast .  In  the  six  months  since  LOTRO  's 
launch,  200,000  copies  have  been  sold  at  retail, 
and  4  million  characters  have  been  created.  The 
game  has  innovative  features,  including  Google 
Maps  to  navigate  virtual  lands.  Later  this  year  a  free 
upgrade  will  offer  customized  virtual  homes,  a 
feature  lacking  in  WOW.  Chinese  and  South  Korean 
versions  will  launch  by  2008.  -Matt  Vella 

CARS 


Jaguar  Lets  Its  Designers 
Out  of  the  Cage 


Ford  Motor  unveiled  the  Jaguar  XF  four -door  coupe  at  September's  Frankfurt  Auto  Show 
and  will  showcase  it  at  the  upcoming  L.A.  Auto  Show.  Plummeting  sales  and  dramatic 
losses  at  Jaguar  prompted  Ford  to  give  designers  more  freedom  to  reinvent  the  brand's 
look.  The  goal:  to  lure  new  global  buyers  to  Jaguar  with  modern  design.  Changes  include 
updated  sports -coupe  proportions  (echoing  the  Lexus  GS)  and  a  horizontal  grille.  "It's 
about  time  Jaguar  showed  its  claws,"  says  Chief  Designer  Ian  Callum.  -Gail  Edmondson 


INNOVATION  METRICS 

Big  Guns'  Big  Ideas 
To  Track  Innovation 

A  high-profile  panel  of  CEOs 
and  academics  met  last 
month  in  Washington  to 
discuss  how  to  measure 
innovation  in  the  U.S. 
economy.  It's  part  of  an 
initiative  sponsored  by  the 
Commerce  Dept.  that  began 
last  year,  guided  by  an 
advisory  committee  whose 
members  include  Samuel 
Palmisano,  IBM's  chief 
executive. 

His  remarks,  submitted  in 
a  written  statement,  pointed 
out  a  paradox:  Productivity 
can  appear  to  "decline"  when 
a  company  is  researching  and 
developing  an  innovative  new 
product. 

The  gathering  elicited 
contributions  from  the  likes 
of  Medtronic  Chairman  and 
CEO  Art  Collins,  who  believes 
that  market  share  is  the 
performance  measure  that 
most  closely  aligns  with  in- 
novation. Harvard  economist 
Dale  Jorgenson  called  for  a 
scientifically  designed  annual 
survey  to  track  innovation 
within  service  industries. 
Other  notable  advisers  include. 
Microsoft  CEO  Steve  Ballmer 
and  3M  CEO  George  Buckley. 

Thirteen  proposals  were 
discussed,  including  the 
development  of  a  national 
innovation  index  and  a  way  to 
measure  the  "science  of  start- 
ups," or  innovation  within  new 
businesses.  The  transcript  is 
posted  online  at  innovation - 
metrics.gov.  Conclusions 
and  recommendations  will  be 
published  in  November. 
-Helen  Walters 


STEM  CELLS 


WE  DISCOVERED  O I  tlVI  I 
IT'S  TIME  TO  DISCOVER  US. 


I  U  UIOuUvLn  UO.  Ontario  has  been  home  to  one  breakthrough  discovery 
after  another.  In  1961,  Lasker  Award-winning  scientists  James  Edgar  Till  and  Ernest 
Armstrong  McCulloch  proved  the  existence  of  stem  cells.  Today,  Canada  leads  the  world 
in  cancer  research,  according  to  a  2006  study  by  The  FASEB  Journal.  In  Ontario,  Dr.  Tony 
Pawson  has  made  major  discoveries  in  cell  signaling;  other  Ontario  scientists  have  found 
novel  ways  to  treat  cancer  with  viruses;  and  we've  made  advances  in  imaging  to  improve 
mammography,  surgery  and  therapy.  We're  committed  to  even  greater  achievements 
in  the  future.  Our  44  universities  and  colleges  ensure  a  steady  supply  of  graduates  in 
science,  mathematics  and  engineering  every  year.  In  fact,  56%  of  our  workforce  has  a 
post-secondary  education  -  the  highest  rate  in  the  industrialized  world.  And  their  potential 
is  maximized  by  a  competitive  economy  committed  to  the  commercialization  of  research 
and  innovation.  It's  time  to  make  a  major  discovery  of  your  own:  Ontario.  There's  no  better 
place  in  the  world  to  do  business. 


ONTAPvJO 

CANADA 

2ontario.com/research 
1-800-819-8701 
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HOT  SPOTS  THAT  HAVE  COOLED 
LURE  SAVVY  RETIREES 


By  Christopher  Palmeri 


Sinking  housing  prices  are  stressing  homeowners.  But  behind  "for  sale"  signs  in  some  desirable 
locales  lie  golden  opportunities  for  retirees  who  can  choose  when  and  where  they  want  to  move.  I  To 
identify  some  of  the  best  values  in  places  to  retire,  we  talked  to  industry  insiders  who  follow  housing 
trends,  checked  national  real  estate  databases,  and  contacted  local  brokers.  I  What  follows  are  snap- 
shots of  four  markets  that  have  cooled  considerably  in  recent  months.  Our  fab  four  are  all  fast -grow- 
ing communities  blessed  with  natural  beauty  and  an  array  of  activities.  They  happen  to  be  in  the  Easl 
and  West,  but  similar  softness  has  shown  up  in  Texas,  Michigan,  and  other  parts  of  the  country. 

PLEASE  OPEN  GATEFOLD  > 
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Bend 

OREGON 


Central  Oregon's  largest  city  is  a  onetime  timber 
town  that  turned  to  tourism— skiing,  camping, 
hiking,  and  fishing  in  the  nearby  Cascade  Moun- 
tain Range— for  growth.  Then,  in  the  late  1990s, 
Bend  became  one  of  those  sleepy  mountain 
towns,  like  Bozeman,  Mont.,  and  Coeur  d'Alene, 
Idaho,  that  started  popping  up  on  "Best  Places 
to  Retire"  lists.  Construction  boomed,  the 
population  doubled  (to  75,000)— and  so  did 
housing  prices. 

Bend  still  has  everything  that  made  it  so  liv- 
able in  the  first  place,  including  clean  air,  views 
of  snow-capped  mountains,  and  a  mild  climate 
that  keeps  it  sunny  and  dry  most  of  the  year.  But 
the  influx  of  Californians,  which  contributed  to 
the  real  estate  boom,  has  slowed  to  a  trickle.  Just 
106  single -family  homes  were  sold  in  Septem- 
ber—two-thirds fewer  than  in  the  same  month 
in  2005.  The  town  now  has  a  15-month  inven- 
tory of  homes  for  sale.  "There's  a  slump  in  the 
market,  no  question,"  says  Michael  Caba,  an 
appraiser  at  Bratton  Appraisal  Group. 

The  best  deals  are  in  high- end  homes  that 
developers  built  on  speculation.  Bill  Berger,  who 
runs  the  local  office  of  Hasson  Company  Real- 
tors, has  watched  the  asking  price  of  one  new 
2,700-square-foot  house  sink  from  $579,000 
in  February  to  $439,000  now.  It  has  oak  floors,  a 
great  room  with  fireplace,  and  a  master  bedroom 
on  the  first  floor  with  French  doors  opening  to  a 
deck  with  mountain  views.  "Prices  got  too  high," 
he  says.  "Now  they  are  coming  back  to  reality." 


San  Diego 

CALIFORNIA 


One  of  the  most  rapidly  appreciating  real  estate 
markets  during  the  boom,  this  part  of  Southern 
California  has  been  hit  hard.  Foreclosures  are 
up,  and  builders  are  dumping  inventory  on  sites 
such  as  ushomeauction.com.  The  median  home 
price,  which  had  more  than  doubled  this  decade, 
to  a  peak  of  $622,000  in  May  of  last  year,  has 
settled  back  to  a  recent  $595,000,  according  to 
the  California  Association  of  Realtors. 

Some  of  the  strongest  growth  came  from  what 
locals  call  the  North  County,  an  area  just  up 
Interstate  5  from  the  city  of  San  Diego.  Here  are 
some  real  gems  of  beachfront  communities— Del 


Mar,  Solana  Beach,  Cardiff  by  the  Sea.  In 
Carlsbad,  Jim  Klinge,  a  Realtor  who  runs  a  Web 
site  calledbubbleinfo.com,  says  the  one-story 
homes  favored  by  retirees  have  been  holding  up 
better  than  two -story  ones  but  are  still  seeing 
steep  price  cuts.  He  has  been  following  a  three- 
bedroom,  Mediterranean -style  villa  purchased 
in  January,  2006,  for  $950,000  and  listed  now  at 
$849,000. 

Go  farther  inland  and  you  can  get  more  house 
for  your  money  in  communities  such  as  Ran- 
cho  Bernardo.  Like  many  of  her  fellow  brokers 
at  Prudential,  Nellie  Hanlon  uses  a  suggested 
price  range  as  a  way  of  ginning  up  offers.  She 
listed  a  Spanish-style  three -bedroom,  two-bath 
house  on  a  golf  course  at  a  range  of  $575,000  to 
$630,000.  "We're  not  saying  the  seller  will  ac- 
cept $575,000,"  she  says,  "just  that  he'll  respond 
to  offers  at  that  price." 

Thanks  to  newly  built  Highway  56,  it's  a  short 
hop  to  the  beach,  the  Del  Mar  Thoroughbred 


I 
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Club,  or  the  Torrey  Pines  Golf  Course,  a  public 
course  on  the  ocean.  You  can  even  use  San 
Diego's  transit  system  to  explore  downtown, 
from  the  rejuvenated  Gaslamp  nightlife  district 
to  the  museums  of  beautiful  Balboa  Park. 


Miami 

FLORIDA 


The  city  has  done  much  to  spiff  up  its  image, 
from  the  $l,000-a-night  boutique  hotels  that 
have  opened  along  South  Beach  to  the  new 


Southern  California  has  been  particularly 
hard  hit  by  the  housing  bust.  Foreclosure 
are  up,  and  builders  are  dumping  inventoi 


performing  arts  center  and  design  district  on  the 
mainland.  Now,  dozens  of  construction  cranes 
punctuate  the  skyline,  erecting  high-rise  condos 
in  place  of  old  buildings  and  parking  lots. 

Those  changes,  along  with  the  usual  sun  and 
fun,  have  attracted  a  huge  number  of  speculators 
as  well  as  wealthy  South  Americans  and  other 
foreigners  buying  second  homes  or  investment 
properties.  Some  19,000  condos  are  expected 
to  come  online  in  the  city  over  the  next  two 
years,  with  much  of  the  action  along  Brick- 
ell  Avenue  and  Biscayne  Boulevard,  two  main 
thoroughfares. 

But  with  prices  falling,  many  buyers  are 

expected  to  walk  away  from  their 
deposits.  "It's  going  to  be  a  blood- 
bath," says  Kevin  Tomlinson,  a 
Realtor  who  writes  about  the  scene 
at  Southbeachrealestateblog.com. 

Local  real  estate  profession- 
als say  the  best  bets  lie  in  Miami 


San  Diego  Harbor 
(above)  and  the 
city's  Balboa  Park 
(left) 
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h,  in  the  middle  of  the  island,  where  the 
wned  Fontainebleau  Hotel,  featured  in  the 
James  Bond  classic  film  Goldfmger,  is  in  the 
t  of  a  $1  billion  renovation.  The  hotel  has 
one  condominium  tower  with  units  it  rents 
ests  when  the  owners  are  not  in  residence 
las  another  under  construction, 
ichele  Redlich,  a  broker  at  Coldwell  Banker, 
buyers  should  focus  on  buildings  construct - 
the  past  decade  with  units  occupied  by  the 
;rs.  Plenty  of  them  are  on  the  water  with 
•  views  and  all  the  amenities  of  resort  liv- 
ennis  courts,  clubhouses,  spas,  and  beach 
idants. 

iny  have  been  on  the  market  for  months, 
ch  just  sold  a  two-bedroom,  two-bath 
Dn  the  28th  floor  of  the  Green  Diamond 
lominiums  with  beach  and  bay  views  that 
>een  listed  in  June  for  $899,000.  It  sold  for 
,000— furnished.  "He  paid  $472,000,"  she 
"He'll  still  make  money." 


Fort 

SOUTH  CAROLINA 


1  it  opened  in  March,  2006,  Sun  City  Caro- 
,akes  sold  400  homes  in  the  first  month, 
was  a  record  for  Del  Webb  Corp. ,  which 
ies  ago  pioneered  the  "active  adult"  com- 
ty  in  Sun  City,  Ariz.  Now  owned  by  Pulte 
es,  Del  Webb  has  since  spread  to  21  states  as 
>rth  as  Michigan  and  Massachusetts. 
e  cooling  housing  market  is  taking  a  toll 
is  potential  buyers  scratch  their  plans 
they  can  sell  their  properties  back  home, 
es  at  Carolina  Lakes  start  at  $170,000  but 
an  as  high  as  $800,000  on  premium  lots 
i  lake  or  golf  course.  While  Del  Webb  isn't 
ly  slashing  prices,  it's  now  more  willing  to 
>n  extras,  perhaps  throwing  in  a  free  golf 
ir  fancier  landscaping  to  get  a  house  sold, 
to  drum  up  interest,  it  has  increased  its 
aunity- events  budget,  sponsoring  a  fall 
al  recently  that  drew  would-be  buyers. 
e  community  is  about  18  miles  south  of 
otte.  That  gives  residents  access  to  sports, 


Dtive  adult"  community  developer 
t\  Webb  isn't  slashing  prices,  but  it's  more 
ling  to  throw  in  high-quality  extras 


cultural  amenities,  and  a  major  airport,  along 
with  the  solitude  of  1,200  acres  of  forests  and 
lakes.  It  also  keeps  them  in  South  Carolina's 
friendly  tax  climate.  Folks  65  or  older  are  exempt 
on  the  first  $50,000  in  assessed  value  of  their 
homes.  The  state  also  reduced  school  taxes  last 
year  in  favor  of  a  higher  sales  tax. 

The  development  has  a  40,000-square- 
foot  recreation  center  where  125  clubs  meet  for 
everything  from  Bible  study  to  kayaking.  Jay 
Hanselman,  a  retired  aircraft  salesman  who  lived 
most  of  his  life  in  Pennsylvania, 
moved  into  Carolina  Lakes  in  Janu- 
ary and  now  helps  run  the  car  club. 
He  showed  off  his  1957  Chevrolet 
convertible  at  a  recent  event.  "If 
you're  bored,"  he  says,  "it's  your 
own  stinking  fault."  1 BW 1 
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HOT  SPOTS  THAT  HAVE  COOLED 
LURE  SAVVY  RETIREES 


By  Christopher  Palmeri 


Sinking  housing  prices  are  stressing  homeowners.  But  behind  "for  sale"  signs  in  some  desirable 
locales  lie  golden  opportunities  for  retirees  who  can  choose  when  and  where  they  want  to  move.  I  To  ; 
identify  some  of  the  best  values  in  places  to  retire,  we  talked  to  industry  insiders  who  follow  housing 
trends,  checked  national  real  estate  databases,  and  contacted  local  brokers.  I  What  follows  are  snap- 
shots of  four  markets  that  have  cooled  considerably  in  recent  months.  Our  fab  four  are  all  fast-grow- 1 
ing  communities  blessed  with  natural  beauty  and  an  array  of  activities.  They  happen  to  be  in  the  East 
and  West,  but  similar  softness  has  shown  up  in  Texas,  Michigan,  and  other  parts  of  the  country. 
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People  were  impressed  when  Van  Shuler  joined  the  Peace  Corps  in  her  60s. 

Until  they  saw  her  take  up  the  tango  in  her  90s.  Van  Shuler,  age  100,  has  never 

vcn  one  to  stay  still.  She  and  her  husband  Henry  loved  exploring  the  world 

together,  serving  in  the  Peace  Corps  in  India  in  the  1960s.  Their  love  of  travel 

i     was  a  passion  that  she  carried  on,  even  after  Henry's  unexpected 

death  three  decades 


sht    still  going 


strong,  combining  her  passions  for  dance  and  globetrotting 
by  taking  trips  to  Argentina  where  she  tangos  with  the  best 
of  them.  We  all  want  to  be  able  to  carry  c  ;  in  spite  of  what  life  may  bring. 
Life  insurance  from  Genworth  Financial  :an  help  protect  and  provide  for 
vour  family  even  when  vou  can't.  So  yo     family  can  follow  their  dreams 


wherever  they  may  lead 


To  hear  more  about 

Van's  life,  visit 
genworth.com/ 100 


Genworth* 

Financial 

insurance  for  living.  Solutions  for  life. 


\-'-.         --    ■  -  ■■.■;!,■  fro-ni  th&iGenworth, 

■   'jdljjy_  Capital 


i!  family  of  companies  including  mutual  funds 
xe  Corporation.   Member  NASD/SIPC. 
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In  1928,  Emilio  Navarro  opened  the  door  to  professional  baseball  for  Puerto 
Ricans.  In  1941,  he  opened  the  door  to  his  own  home.  Armed  with  determination 
and  a  .337  batting  average,  Emilio  Navarro,  age  102,  left  home  at  age  23  to 
play  professional  baseball  in  the  U.S.  He  was  the  first  Puerto  Rican  to  do  so, 
and  almost  eighty  years  later,  he's  far  from  the  last.  He  enjoyed  nothing  more 
^^g  than  rounding  home  plate  during  his 
career.  Bur  today,  there's  nothing 


,  he  enjoys  more  than 
the  independence  that 
comes  with  owning  his  own  home.  In  fact,  he  still  lives  happily  on  his  own  in 
the  same  house  he's  owned  for  almost  seven  decades.  Home  ownership  is  a  dream 
we  all  share.  Mortgage  insurance  from  Genworth  Financial  helps  thousands  of 
people  around  the  world  get  into  their  own  homes  faster.  As  a  result,  they  can 
start  building  more  than  just  equity.  They  can  start  building  their  own  future. 


To  learn  more  about 

other  centenarians,  visit 

genworth.com/100 


Genworth* 

Financial 

Insurance  for  living.  Solutions  for  life." 


Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies  including  mutual  funds 

and  variable  insurance  products  distributed  by  Capital  Brokerage  Corporation.  Member  NASD/SIPC 

GFF1007  ©  2007  Genworth  Financial,  Inc.  All  rights  reserved. 


PERSONAL  BUSINESS 


099 


:h,  in  the  middle  of  the  island,  where  the 
wned  Fontainebleau  Hotel,  featured  in  the 

James  Bond  classic  film  Goldfinger,  is  in  the 
3t  of  a  $1  billion  renovation.  The  hotel  has 
:  one  condominium  tower  with  units  it  rents 
lests  when  the  owners  are  not  in  residence 
has  another  under  construction, 
ichele  Redlich,  a  broker  at  Coldwell  Banker, 
buyers  should  focus  on  buildings  construct - 
1  the  past  decade  with  units  occupied  by  the 
ers.  Plenty  of  them  are  on  the  water  with 
r  views  and  all  the  amenities  of  resort  liv- 
tennis  courts,  clubhouses,  spas,  and  beach 
idants. 

any  have  been  on  the  market  for  months, 
ich  just  sold  a  two-bedroom,  two-bath 
on  the  28th  floor  of  the  Green  Diamond 
dominiums  with  beach  and  bay  views  that 
Keen  listed  in  June  for  $899,000.  It  sold  for 
,000 -furnished.  "He  paid  $472,000,"  she 

"He'll  still  make  money." 


Fort  Mill 

SOUTH  CAROLINA 


m  it  opened  in  March,  2006,  Sun  City  Caro- 
Lakes  sold  400  homes  in  the  first  month, 
was  a  record  for  Del  Webb  Corp. ,  which 
des  ago  pioneered  the  "active  adult"  com- 
ity in  Sun  City,  Ariz.  Now  owned  by  Pulte 
ies,  Del  Webb  has  since  spread  to  21  states  as 
orth  as  Michigan  and  Massachusetts. 
le  cooling  housing  market  is  taking  a  toll 
as  potential  buyers  scratch  their  plans 
they  can  sell  their  properties  back  home . 
5es  at  Carolina  Lakes  start  at  $170,000  but 
un  as  high  as  $800,000  on  premium  lots 
a  lake  or  golf  course.  While  Del  Webb  isn't 
tly  slashing  prices,  it's  now  more  willing  to 
on  extras,  perhaps  throwing  in  a  free  golf 
Dr  fancier  landscaping  to  get  a  house  sold, 
to  drum  up  interest,  it  has  increased  its 
nunity- events  budget,  sponsoring  a  fall 
/al  recently  that  drew  would-be  buyers, 
le  community  is  about  18  miles  south  of 
lotte.  That  gives  residents  access  to  sports, 


ictive  adult"  community  developer 

el  Webb  isn't  slashing  prices,  but  it's  more 

illing  to  throw  in  high-quality  extras 


cultural  amenities,  and  a  major  airport,  along 
with  the  solitude  of  1,200  acres  of  forests  and 
lakes.  It  also  keeps  them  in  South  Carolina's 
friendly  tax  climate.  Folks  65  or  older  are  exempt 
on  the  first  $50,000  in  assessed  value  of  their 
homes.  The  state  also  reduced  school  taxes  last 
year  in  favor  of  a  higher  sales  tax. 

The  development  has  a40,000-square- 
foot  recreation  center  where  125  clubs  meet  for 
everything  from  Bible  study  to  kayaking.  Jay 
Hanselman,  a  retired  aircraft  salesman  who  lived 
most  of  his  life  in  Pennsylvania, 
moved  into  Carolina  Lakes  in  Janu- 
ary and  now  helps  run  the  car  club. 
He  showed  off  his  1957  Chevrolet 
convertible  at  a  recent  event.  "If 
you're  bored,"  he  says,  "it's  your 
own  stinking  fault."  1 BW 1 
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COSTA  RICA:  HEAD 
FOR  THE  TROPICS 


baby  boomers.  One  is  the  Four  Seasons  resort 
on  the  Papagayo  Peninsula,  which  offers  rain- 
forest -  canopy  tours  and  hiking  trips  to  nearby 
volcanoes.  Next  July,  AOL  co-founder  Steve 
Case's  resort -development  company,  Revolu- 
tion Places,  plans  to  break  ground  nearby  on  a 
650  -acre  complex  featuring  two  hotels  and  320 
homes  selling  from  $2  million  to  $10  million. 
In  the  hilly  central  valley  around  San  Jose, 
the  weather  is  10  degrees  cooler  on  average, 
and  retirees  enjoy  a  more  urban  lifestyle,  with 


Many  of  us  entertain  fantasies  of  retiring  to  a 
tropical  vacation  paradise.  But  few  take  the  bold 
step  that  Roger  Chewning  and  his  wife,  Kathy 
By  Geri  Smith  Thomson,  did  in  2005.  After  a  scuba-diving  trip  t( 

Central  America  planted  the  notion  in  their  heads,  they  informed  their  stunned,  college  -  age  children 
that  they  were  taking  early  retirement,  selling  the  family  home  in  Morrisville,  Pa.,  and  relocating  to 
Costa  Rica's  Pacific  coast.  "Our  son  couldn't  believe  we'd  actually  move  out  of  the  country  on  him," 
says  Roger,  now  56,  who  retired  with  a  state  pension  after  nearly  30  years  as  an  administrator  at 

New  Jersey's  Marie  Katzenbach  School  for  the 
Deaf.  "Now  that  he's  been  here  to  visit,  he's  fine 
with  the  idea,  and  he's  looking  forward  to 
coming  back." 

Who  wouldn't  ?  The  couple  lives  in  a  gated 
community  in  a  3 ,  40  0  -  square  -  foot  home 
with  an  infinity  pool  and  sweeping  views  of  the 
mountains  near  Playas  de  Coco  on  the  Guana- 
caste  coastline.  They  paid  just  $70,000  for  their 
6V2-acre  lot  and  less  than  $300,000  to  build 
the  house.  "We  wake  up  at  5  a.m.  to  the  sound  of 
howler  monkeys  and  come  out  here  to  the  terrace 
for  coffee,"  says  Kathy  as  a  flock  of  lime -green 
parrots  flies  by.  "In  the  evening  we  watch  the 
moon  rise  over  the  mountains.  It's  idyllic." 

Roger  and  Kathy— as  well  as  Fred  and  Mary 
Holmes,  formerly  of  Irving,  Tex. ,  who  now  live 
in  the  verdant  hills  outside  the  country's  capital, 
San  Jose — represent  a  new  breed  of  active,  able  - 
bodied  retirees  willing  to  pick  up  stakes  and 
plant  themselves  into  a  totally  foreign  culture. 
They  do  it  out  of  a  sense  of  adventure,  a  quest  for 
an  affordable  retirement,  or  both.  Their  choice  is 
made  easier  by  frequent,  low-cost  flights  to  and 
from  the  U.S.  and  high-speed  Internet  service, 
allowing  them  to  stay  close  to  family  back  home. 

On  a  week-  long  trip  through  Costa  Rica,  I  met 
dozens  of  retirees  contentedly  living  the  pura 
vida — pure  life — a  relaxed ,  comfortable ,  and 
affordable  lifestyle  in  a  beautiful  and  welcoming 
country.  On  the  Pacific  coast,  where  the  year- 
round  temperature  averages  83  degrees,  the  main 
attraction  is  the  outdoors:  beaches,  deep-sea 
fishing,  and  scuba  diving. 

The  migration  from  North  America  has 
sparked  construction  of  luxury  homes,  con- 
dominiums, and  resort  hotels  mainly  aimed  at 
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Bald,  helpless  and  broke 
is  how  to  start  life. 


People  tend  to  have  a  rosy  view  of  their  retirement 
savings.  "I'll  live  off  my  pension."  "I've  got  equity  in 
my  house."  "The  older  you  get,  the  cheaper  it  is  to 
live."  But  these  innocent  assumptions  can  be  quickly 
shattered.  Luckily,  Allstate  has  a  few  ideas  on  how 
America  can  start  getting  ready: 

1.  EXAMINE  SOCIAL  SECURITY. 

Americans  will  not  be  able  to  rely  solely  on  Social 
Security  for  a  comfortable  retirement.  In  the  future, 
it's  projected  to  cover  an  increasingly  small 
percentage  of  the  average  retirement.  There's  debate 
as  to  whether  it  should  be  repaired  or  replaced.  But 
what's  clear  is  we  need  to  reform  Social  Security  now. 

2.  BOOST  RETIREMENT  PLAN  ENROLLMENT 
Companies  should  continue  looking  for  ways  to 
encourage  employee  participation  in  401(k)  plans. 

One  proven  way  to  increase  retirement  savings  is 
through  company  matches.  Another  is  automatic 


enrollment  —  employees  are  signed  up  for  savings 
plans  when  they  join  the  company,  unless  they 
specifically  opt  out. 

3.  INCREASE  PERSONAL  SAVINGS. 
Ultimately,  everyone  is  responsible  for  their  own 
retirement.  It's  why  we  support  laws  that  reward 
people  for  saving.  Tax-advantaged  savings  vehicles 
like  annuities  and  IRAs  are  two  examples  of  products 
that  can  help  allay  Baby  Boomers'  biggest  fear:  living 
to  see  the  well  run  dry. 

When  planning  for  retirement,  it's  time  to  realize 
that  no  one  is  going  to  take  care  of  us  unless  we  start 
taking  care  of  ourselves. 


Let's  save  retirement  by  saving  for  retirement. 
That's  Allstate's  Stand 


<$Mllstate 

You're  in  good  har  : 


Auto 
Home 
Life 
Retirement 


I  Hands  logo  is  a  registered  service  mark  and  "That's  Allstate's  Stand"  is  a  service  mark  ol  Allstate  Insurance  Company.  Life  insurance  and  1 4  by  Allstate  Lil  mpany,  Northbrook,  IL  and  Lincoln  Benefit  Life  Company, 

In  New  York,  Allstate  Life  Insurance  Company  of  New  York.  Hauppauge,  NY  Property-casualty  insurance  products  issued  by  Allstate  Fin  ind  Casualty  Insurance  Company,  Allstate  Indemnity  Company,  Allstate  Insurance  Company,  Allstate 
d  Casualty  Insurance  Company.  Northbrook,  IL,  ©  2007  Allstate  Insurance  Company 


UMUUK 


102   PLACES  TO  RETIRE 


Hummingbird 
(above)  and 
whiteface 
monkey  (far  right) 
in  Corcovado 
National  Park 


access  to  cultural  activities,  sports  events,  and 
two  world-class  hospitals  with  U.S. -trained, 
English-speaking  doctors,  whose  services  cost 
about  60%  of  what  they  would  in  the  U.S.  Mod- 
ern apartment  complexes,  shopping  malls, 
cineplexes,  and  a  wide  variety  of  restaurants 
abound  in  neighborhoods  such  as  Escazu, 
where  many  foreign  retirees  live.  Flights  from 
San  Jose  or  the  Pacific  coast  airport  of  Liberia 
to  major  U.S.  cities  take  just  three  to  five  hours, 
and  a  half-dozen  airlines  charge  $350  to  $600 
roundtrip.  U.S.  consular  officials  estimate 
that  30,000  Americans  live  in  Costa  Rica  full 
time,  with  20,000  more  there  for  at  least  part 
of  the  year. 

NO  HURRICANES  HERE 

Wherever  one  chooses  to  settle,  the  country's 
lush  jungles  and  many  ecotourism  excursions 
are  readily  accessible.  But  there  are  other 
attractions:  Because  of  Costa  Rica's  location 
just  north  of  the  equator,  it  is  rarely  hit  by 
hurricanes.  The  country's  decision  to  dissolve 
its  army  in  1948  and  spend  the  money  instead  on 
education  and  health  care  is  also  a  point  in 


its  favor.  To  gain  access  to  its  respectable 
national  health-care  system,  a  couple  pays 
just  $36  a  month.  Costa  Rica  also  has  the  high- 
est per  -  capita  income  in  Central  America,  so 
it  has  less  crushing  poverty  than  neighboring 
countries. 

Still,  even  with  all  the  pluses,  as  many  as  400/ 
of  foreign  retirees  in  Costa  Rica  throw  in  the 
towel  after  two  years,  says  George  Lundquist,  6 
who  moved  there  from  McAllen,  Tex. ,  with  his 
wife,  Aija,  in  May,  2002,  and  now  runs  abusine 
taking  prospective  retirees  on  tours  of  the  coun 
try  (costaricaretireonss.com).  "Some  people 
don't  bother  to  learn  Spanish  and  find  they  can 
handle  living  in  a  foreign  culture,"  which  often 
involves  waiting  in  long  lines  at  banks  and  at 
the  state-run  phone  company,  he  says.  Others 
simply  get  homesick. 

Those  who  stay  find  they  can  live  a  better  life 
Two  years  ago,  Fred  and  Mary  Holmes  sold  thei 
darts  -  and  -  billiards  store  in  Irving  and  moved  1 1 
Santiago  de  Barbacoas,  a  quaint  town  filled  witl' 
tropical  vegetation  a  45-minute  drive  southwes1 
of  San  Jose .  They  rent  a  two  -  story  home ,  sur  - 
rounded  by  flowering  plants,  for  $450  a  month. 
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tiusecleaning  and  gardening  help  costs  $120  a 
JHith,  while  electricity,  Internet,  andlong-dis- 
lice  calls  add  $100.  For  fun,  they  play  golf  at  a 
larby  18 -hole  course,  which  costs  $75  a  round 
I'  the  two  of  them,  including  a  cart. 
■The  couple  take  Spanish  lessons  and  have 


made  dozens  of  friends,  including  other  U.S. 
retirees  and  "Ticos,"  the  local  nickname  for 
Costa  Ricans.  One  recent  Saturday  night  they 
attended  a  birthday  party  for  a  Puriscal  native 
where  local  residents  and  a  dozen  or  so  U.S.  and 
Canadian  retirees  danced  to  salsa  and  1980s 
disco  tunes  till  midnight. 

Mary,  64,  and  Fred,  70,  an  ex-marathoner, 
take  brisk  walks  around  their  neighborhood 
and  travel  back  to  the  U.S.  once  or  twice  a  year 
so  Fred  can  compete  in  10K  races.  If  one  of  them 
were  to  fall  ill,  he  says,  they'd  stay  right  here 
in  Costa  Rica.  "If  we  needed  a  full-time, 
live -in  nurse,  we  could  get  one  for  $500  a 
month,"  Fred  says. 

The  Chewnings,  formerly  of  Pennsylvania, 
plan  to  stay  on  the  move,  using  Costa  Rica  as 
a  base  to  travel  throughout  Central  and  South 
America.  To  earn  travel  money,  Kathy,  who's  just 
48,  works  part-time  as  a  real  estate  agent  in 
Playas  del  Coco,  where  business  is  booming. 
Land  speculation  has  pushed  prices  up,  which 
means  Costa  Rica  isn't  as  cheap  as  it  used  to  be. 
"It's  not  the  well-kept  secret  it  once  was,"  says 
Roger.  "But  it's  still  a  great  option."  1 BW 1 


RESIDENCY 


To  get  pensionado 
residency  status, 
making  you  eligible 
for  national  health 
care,  you  must  be 
a  full-time  resident 
for  at  least  four 
months  a  year 

You  must  also 
prove  income  of 
$600  a  month  for 
pensionado  status 
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Make  it  happen 


Find  out  how  ingenuity  can  help 
you  make  it  happen,  rbs.com 
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BUENOS  AIRES: 
A  BIG-CITY  BARGAIN 


Two  years  ago,  Michael  and  Bettye  Weldon 
joined  a  growing  wave  of  U.S.  retirees  heading 
to  Latin  America.  But  instead  of  choosing  Costa 
By  Eiien  Hoffman  Rica's  Pacific  beaches  or  quaint  hill  towns  (page 
100),  the  Weldons,  formerly  of  Rochester,  N.Y. ,  headed  much  farther  south,  to  a  vibrant  city  of  12  mil- 
lion: Buenos  Aires.  I  There,  in  Argentina's  capital,  they  found  the  cosmopolitan  lifestyle  they  love, 
with  world-class  entertainment,  scores  of  art  galleries  and  antique  shops,  and  late-night  sushi.  Sure, 
they  could  have  gotten  that  a  whole  lot  closer,  in  New  York  City,  but  not  for  what  they  paid— just 

$175,000  for  a  2,300-square-foot,  turn-of-the- 
20th  century  apartment  overlooking  a  park  and 
a  19th  century  palace  housing  the  Education, 
Science,  and  Technology  Ministry.  Today  the 
apartment  is  worth  three  times  that. 

The  Weldons  take  full  advantage  of  the  big- 
city  amenities.  They  frequent  a  seven-table 
French  bistro  in  their  neighborhood  where  din- 
ner for  two,  with  wine,  costs  about  $40,  and  Ale- 
jandro, the  owner,  "always  greets  us  with  a  hug," 
says  Michael,  65,  a  retired  Xerox  vice-president. 
They  also  go  to  the  theater  regularly  and  recently 
saw  Cabaret  in  Spanish  for  $20  each. 

Foreign  retirees  began  discovering  Buenos 
Aires  in  2002  when  the  peso  was  devalued  and 
the  greenback's  value  tripled.  The  exchange  rate 
is  now  roughly  the  same— 3.15  pesos  to  the  dollar. 
"I  didn't  move  here  just  because  it  was  cheap," 
says  Rick  Jones,  55,  a  retired  U.S.  Navy  Seal  of- 
ficer from  Washington.  The  aspiring  French  chef 
was  attracted  to  the  fresh  -  food  shops  and  Euro  - 
pean-style  architecture.  He  and  his  wife,  Ellen 
Bryson  Jones,  57,  an  ex-  dancer  and  foundation 
officer,  also  like  that  they  can  get  home  delivery 
of  everything  from  coffee  to  prescriptions. 

Although  fluency  in  Spanish  isn't  necessary, 
speaking  the  language  makes  life  easier.  "The 
grease  of  life  here  is  personal  relationships,"  says 
Jones.  Through  conversationexchange.com,  they 
found  native  speakers  to  tutor  them  in  Spanish. 
In  return  they  help  their  partners  with  English 

Retired  Americans  find  ways  to  integrate 
themselves  into  the  culture.  Bettye  Weldon 
hired  two  tango  dancers  to  entertain  guests  at 
a  surprise  birthday  party  for  her  husband. 
U.S.  transplants  are  also  quick  to  adopt  an 
Argentine  custom:  kissing  just  about  everybody 
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on  the  cheek,  from  a  new  acquaintance  to  your 
dentist. 

Still,  Americans  are  a  long  way  from  home.  It 
helps  that  Internet  and  phone  service  together 
run  about  $70  a  month,  and  you  can  find  round- 
trip  airfares  to  the  U.S.  for  less  than  $1,000* 

Medicare  doesn't  cover  retirees  living  abroad. 
But  health  care  is  free  in  Argentina,  though  it 
may  involve  long  waits  for  appointments  at 
public  clinics  and  hospitals.  Most  Americans 
join  a  private  health  plan.  Peter  Winterble,  64, 
who  retired  in  July,  2005,  from  a  New  York  non- 
profit that  works  with  prospective  parolees,  pays 
about  $75  a  month  for  a  policy  from  Hospital 
Italiano,  which  "covers  everything,  including 
terminal  care,  with  no  questions  asked."  1 BW 1 
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You  do  what  you  do  well,  and  Allianz  will  take  care  of  all  the  rest.  We  offer  quality  investment 
strategies  around  the  world  that  help  you  reach  your  goals.  Reliable  insurance  products  to 
protect  your  property.  And  dependable  retirement  plans  to  help  you  look  forward  to  anything 
but  worry.  As  a  leading  Fortune  Global  500®  company,  Allianz  gives  you  the  confidence  you 
need,  whatever  your  moment,  www.allianz.com/confident 
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Contact  us  or  your  financial  advisor  for  our  Insurance  and  Asset  Management  solutions: 
Allianz  Global  Investors  —  Fireman's  fund  —  Allianz  Life 


Allianz  is  a  registered  trademark  of  Alliariz  SE,  Cert 
Investors  and  Dresdner  Bank.  The  rangeof  service 
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106  WINE    ROBERT  PARKER 


Asseo  on  his 
estate  in  Paso 
Robles,  Calif. 


Stephan  Asseo  made  wine  for  15  years  in  his 
native  Bordeaux  but  left  in  1996,  searching  for 
a  place  warm  enough  for  his  grapes  to  reach 
maturity  and  where  he  could  be  innovative  in  his 
winemaking.  His  adventure  led  him  to  Paso  Robles,  Calif. ,  where  he  established  L'Aventure.  I  In 
just  a  few  years,  Asseo  has  become  a  superstar,  producing  wines  with  extraordinary  aromas  and 
exuberant  personalities.  To  find  L'Aventure  wines,  go  to  aventurewine.com  or  call  (805)  227-1588. 


A  CALIFORNIA  SUPERSTAR 
WITH  ROOTS  IN  BORDEAUX 
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POINTS 


2005  Optimus 

A  combination  of  51% 
syrah,  44%  cabernet 
sauvignon,  and  5%  petit 
verdot,  this  dense  ruby/ 
purple-colored  wine 
displays  black  currant 
fruit  with  notions  of 
smoky  oak,  licorice,  and 
flowers.  It  will  benefit 
from  two  to  three  years 
of  cellaring  and  should 
keep  for  1 0  to  1 2  years. 
$40-$46 
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2006  Roussanne 

This  elegant  white  offers 
notes  of  poached 
peaches,  rose  water, 
and  spring  flowers.  The 
medium-  to  full-bodied 
wine  has  crisp  acidity 
and  loads  of  honeyed, 
marmalade-like  fruit. 
Enjoy  it  over  the  next 
year  or  two.  $24-$27 
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2005  Cote  a  Cote 

The  dark  ruby/purple- 
tinged  wine  is  a  Rhone- 
like blend  of  near-equal 
parts  grenache, 
mourvedre,  and  syrah. 
Creme  de  cassis,  black 
cherry,  raspberry, 
smoke,  and  crushed- 
rock  aromas  soar  from 
the  glass.  With  superb 
fruit,  beautiful  density, 
soft  acids,  and  ripe 
tannin,  this  wine  will 
provide  plenty  of 
pleasure  over  the  next 
8  to  1 0  years.  $60-$80 
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2005  Estate  Cuvee 

The  blockbuster  cuvee 
(52%  syrah,  40% 
cabernet  sauvignon,  and 
8%  petit  verdot)  exhibits 
an  inky  blue/purple  color. 
It  has  sumptuous  aromas 
of  charcoal,  blueberry 
and  blackberry  liqueur, 
truffles,  pain  grille,  and 
chocolate.  With  good 
acidity,  fabulous 
richness,  a  multilayered 
texture,  and  a  long 
finish,  it  possesses  a 
Bordeaux-like  weight. 
Give  it  two  to  three  years 
of  cellaring,  and  drink  it 
over  the  following  1 0  to 
15  years.  $60-$85 


94 
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2005  Cabernet 
Sauvignon 

This  cabernet 
has  an  opaque,  inky 
purple  color  and  a 
gorgeous  nose  of 
graphite,  creme  de 
cassis,  cedar,  and  new 
oak.  When  I  smelled  an1 
tasted  this  majestic 
wine,  it  reminded  me 
ofthe2006Mouton 
Rothschild  ($600  a 
bottle  in  the  wine  futures 
market).  It  requires  three 
or  four  years  of  cellaring 
before  drinking  and 
should  keep  for  two  to 
three  decades.  $65 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  win 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocate. 
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SKF  100  YEARS  2007 


Plug  into  The  Power  of  Knowledge  Engineering. 
Visit  us  at  www.skf.com/knowledge 


SKF  actuators  and  control  units  help  to  improve 
heating,  ventilation  and  air  conditioning  efficiency  »| 
in  buildings.  Through  a  system  of  self-regulating    II 
glass  blinds,  heat  is  deflected  in  the  summer  and 
captured  in  the  winter.  For  a  100,000  m2  office 
this  saves  close  to  2.7  million  kWh  a  year.  Cutting 
total  energy  costs  by  more  than  10  per  cent. 
By  sharing  our  expertise,  experience  and 
creativity,  industries  can  boost  performance 
beyond  expectations.  Welcome  to  our  creative 
hothouse.  Challenge  our  specialists! 
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OPINION 


CH  &  YOU  I  STEPHEN  H.  WILDSTROM 

aim's  Fading  Lifeline 

new  Centro  is  nicely  priced,  but  the  PDA  pioneer's  outmoded  OS  is  on  borrowed  time 
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aid  the  Palm  Centro  spell  salvation  for  the 
lggling  smartphone  innovator  that  has  fallen  on 
gh  times  ?  Or  is  it  a  doomed  effort  to  hang  on  in 
ncreasingly  competitive  market  ?  Palm  designed 
Centro  to  attract  buyers  who  are  younger  and 


affluent  than  its  tradi- 
al  Treo  customers,  and 
lew  phone  will  prob- 

succeed  in  buying  Palm 
e  time.  But  it  may  not 
nough  to  reverse  the 
pany's  nagging  fortunes, 
le  Centro  is  essentially 
runken  version  of  the 
>  755P,  with  a  scrunched 
)oard,  a  slightly  smaller 
en,  and  a  battery  yielding 
it  13%  less  talk  time, 
mg  these  compromises, 
mly  one  that  worries  me 
e  keyboard,  which  seems 
j  designed  for  hobbits. 
le  problem  is  less  the 
of  the  keys  than  how 

they  are  together  and 
:act  that  they  are  laid 
n  straight  rows  instead 
te  more  natural  "smile" 
iguration  that  has 
ime  standard.  As  if  in 
gnition  of  the  problem, 
1  arranged  for  the  "mail" 
on  to  call  up  a  text  mes  - 
ig  program -designed 
ery  short  exchanges— 
:ad  of  full-blown  e-mail, 
lTreos. 
mtro's  big  selling  point 

price:  as  low  as  $100, 


after  rebates,  with  a  two-year 
voice  and  data  contract.  The 
755P  costs  $250  after  rebates. 

There  is  a  big  downside, 
one  the  Centro  shares  with 
its  Treo  siblings.  The  Palm 
OS  software,  which  was 
revolutionary  in  its  day, 
has  been  upgraded  over  the 
years  with  the  tech  equiva- 
lent of  rubber  bands  and 
chewing  gum.  The  program, 
which  actually  predates 
smartphones,  has  now  gone 
five  years  without  a  major 
overhaul.  Simply  put,  it  is  no 
longer  up  to  the  job. 

One  major  problem  is  that 
the  software  can  do  only  one 
thing  at  a  time.  This  helps 
explain  why,  at  a  time  when 
built-in  Wi-Fi  and  GPS 
navigation  are  becoming 
standard  smartphone  fea- 
tures, Palm's  products  offer 
neither.  The  Web  browser 
is  barely  usable,  and  every 
online  Palm  forum  is  filled 
with  complaints  from  own- 
ers whose  Treos  crash  or  lock 
up  frequently. 

The  sad  tale  of  how  Palm 
got  into  such  a  pickle  is  too 
complicated  for  this  column. 


aim  says  a  new  version  of  its  operating 
)ftware,  based  on  the  reliable  and  modern 
nux,  won't  be  available  until  late  2008 


The  Centro: 
Shrunken 
version  of 
the  Treo 


But  the  company  made  its 
own  problems  much  worse 
by  devoting  scarce  resources 
to  the  development  of  a 
laptop -like  Treo  "compan- 
ion" called  Foleo.  The  project 
was  killed  in  September,  just 
a  couple  of  weeks  before  the 
expected  launch.  Partly  as  a 
consequence,  Palm  now  says 
a  new  version  of  its  software, 
based  on  the  solid  and  mod- 
ern Linux  operating  system, 
will  not  be  available  until  the 
end  of  next  year. 

Why  does  this  matter? 
Because  for  all  its  faults, 
Palm  still  offers  the  sim- 
plest and  most  intuitive 
user  interface  and  the  best 
integration  between  PDA 
and  phone  functions  of  any 
smartphone.  That  includes 
Apple's  iPhone,  which  has  a 
great  Web  browser  but  lacks 
a  simple  way  to  look  up  con- 
tacts. The  disappearance  of 
Palm  OS  phones  would  be  a 
real  loss.  In  the  end,  however, 


a  great  user  interface 
does  consumers  no 
good  if  its  underlying 
platform  is  unsound. 

The  competition 
hasn't  been  similarly 
hobbled.  Research  In 
Motion  is  turning  out 
excellent  new  Black - 
Berrys(BW-Oct. 
22)  at  a  rapid  clip. 
Microsoft  has  greatly 
improved  the  usability 
of  Windows  Mobile, 
and  at  least  one  and 
maybe  two  new  ver- 
sions are  due  before 
Palm  finishes  its  Linux 
effort.  And,  of  course, 
the  iPhone  is  a  bigger  threat  at 
its  new  $399  price. 

All  of  which  means  Palm's 
options  are  disappearing.  The 
company  also  makes  Treos 
that  run  Windows  Mobile, 
but  they  seem  clunky  next 
to  handsets  from  nimbler 
competitors  such  as  Samsung 
and,  especially,  HTC,  the 
Taiwan -based  maker  of  such 
innovative  phones  as  the  new 
AT&T  Tilt. 

I've  carried  a  Palm  of  one 
sort  or  another  since  the 
original  Pilot  in  1996,  and  I 
would  be  greatly  saddened 
by  the  death  of  this  icon. 
But  the  Centro  may  not  be 
enough  of  an  advance  to 
prevent  that.  1 BW 1 
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Leaving  Record  Labels  Behind 

Musicians  are  looking  for  an  alternative.  Their  managers  may  be  the  answer 


To  divine  what  the  record  label  of  the  future  might 
look  like,  keep  an  eye  on  the  relationship  between  a 
band  and  its  management.  I  The  creaking  and  jerry  - 
rigged  structure  of  the  major -label  music  industry 
continues  to  sag.  Madonna  ditches  her  label  for  a 


complex  $120  million,  three  - 
album  pact  with  concert 
promoter  Live  Nation. 
Radiohead  self- releases  its  In 
Rainbows  and  makes  a  digital 
version  available  for  whatever 
fans  want  to  pay.  (Me -too 
mutterings  from  other  artists 
follow.)  Radiohead 's  move 
netted  kudos  from  writers 
and  bloggers,  which,  given 
how  many  writers  and  blog- 
gers adore  Radiohead  and 
despise  the  music  industry, 
shouldn't  surprise. 

But  none  of  this  is  entirely 
new.  Madonna's  move— 
teaming  up  with  a  powerful 
industry  player  that's  not  a 
record  label— was  presaged 
by  last  year's  partnership 
between  the  Eagles  and  Wal- 
Mart  for  the  band's  upcoming 
Long  Road  Out  Of  Eden.  That 
deal  gives  Wal  -  Mart ,  and  the 
Eagles'  Web  site,  exclusive 
North  American  and  Mexican 
retail  rights.  Canadian  song- 
writer Issa,  formerly  known 
as  Jane  Siberry,  has  long 
offered  pay-what-you-want 
MP3S  on  her  Web  site. 

To  paraphrase  Churchill, 
this  is  not  the  end  of  the  music 
industry  as  we  know  it .  But  it 
may  be  the  end  of  the  begin- 
ning of  the  end.  (Got  that  ?) 
To  sing  this  reprise  again: 
Physical  CD  sales  continue 
to  tank,  and  the  traditional 
music  retailer  is  dead.  The 


decline  of  the  CD  frees  artists 
to  consider  primary  relation- 
ships with  nonlabel  entities. 
Savvy  management  types  like 


Madonna  signed 
three-album  pact 
with  Live  Nation 

Coran  Capshaw  of  Red  Light 
Management  (star  artist:  Dave 
Matthews  Band)  and  John 
Silva  of  Silva  Artist  Manage- 
ment (star  artist:  Foo  Fighters) 
have  enviable  rosters,  and 
skill  sets  and  side  ventures 
worth  noting.  Capshaw 
founded  record  label  ATO 
and  fan  club/merchandising 
firm  Musictoday— a  majority 
stake  in  which  was,  notably, 
purchased  by  Live  Nation 
in  2006.  Previously,  Silva 
was  co -president  of  Digital 
Entertainment  Network,  an 


ill-fated  dot-com  attempt 
at  creating  a  Web -centered 
video  play  and  record  label. 
Might  guys  like  them  eventu- 
ally outdo  the  traditional 
players  at,  you  know,  being  a 
record  label? 

In  an  LP-  or  CD -centric 
music  world,  a  label  had 
enormous  advantages.  It 
took  care  of  the  logistical 
nightmare  of  producing, 
warehousing,  and  distribut- 
ing a  few  million  units,  and 
staffing  up  retail  promotion 
teams  to  service  the  beast. 
That  advantage  evaporates 
in  the  transition  to  digital. 
Other  market  conditions 
further  weaken  big  labels' 
grip  on  artists.  Sliding  sales 
and  revenues  mean  labels 
can't  develop  slow-building 
artists,  nor  can  they  patiently 
tolerate  stars'  occasional 
slumps.  So  veteran  acts  are 
apt  to  be  labelless  for  por- 
tions of  their  careers. 

And  often  the  closest 
relationship— business,  and 
sometimes  personal— that  a 
working  band  has  is  with  its 
manager.  He  or  she  gener- 
ally serves  as  point  person 
to  a  band's  label,  and  to 
other  arenas  in  which  a  band 
does  business,  such  as  tour 
booking  and  T- shirt  sales. 
Transitioning  to  label -like 
functions  is  "something 
managers  have  been  talk- 
ing about  for  a  long  time," 
says  Brian  Long  of  Yes 
Know  Management,  which 
reps  disco  punks  VHS  OR 
BETA.  Long,  who  founded 
electronic  music  label  As- 
tralwerks,  calls  such  a  move 


"the  natural  evolution  of 
what  a  manager  already 
does."  In  these  dispirited 
times,  label  executives  coi 
cede  that  the  guy  closest  t 
the  band  could  have  the  u) 
per  hand.  "It's  a  logical  pi; 
to  go,"  says  one. 

Of  course,  the  grunt  woi 
of  manufacturing  and  distr 
bution  remains  onerous.  O 
sales  are  down,  but  big-dei 
artists  still  need  to  press 
several  hundred  thousand.] 
That's  a  massive  capital 
undertaking  for  a  manage- 
ment firm,  and  one  that  co 
backfire  badly  if  said  CD 
tanks.  (Despite  all  the  hype 
Radiohead 's  management  t 
made  clear  that  In  Rainbow 
also  will  be  released  on  an  1 
established  label  next  year, 

Neither  Silva  nor  Capsht 
is  known  for  seeking  the 
spotlight,  and  both  declin« 
to  comment.  But  Radiohea1 
shows  that  an  unusually 
motivated,  successful  bano* 
can,  however  briefly,  assuti 
the  role  of  a  label.  Many 
musicians  I  know  would 
not  want  to  captain  makinj 
dinner,  much  less  a  compk 
production  and  promotion 
process.  The  business  type 
though,  are  different. 
Given  the  chance  to  solidif 
their  grip  on  their  artists 
and  make  everyone  richer, 
why  shouldn't  they  try 
to  do  it  all?  IBWI 
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The  Unplumbed  Depths  of  Amazon 

Amazon.com  (AMZN)  is  one  major  Internet  player 
that  has  outperformed  Google.  Yes,  mighty  Google. 
Amazon's  market  cap  of  $37  billion  is  just  20%  of 
Google's  $198  billion,  but  so  far  this  year,  Amazon's 

stock  has  vaulted  129%, 


A  BIG  INTERNET 
FAVORITE 
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vs.  Google's  29%  rise. 
What  does  that  mean? 
To  pros  like  Bernie 
Schaeffer  of  Schaeffer's 
Investment  Research, 
which  owns  shares,  in- 
vestors can  double  their 
money  in  Amazon  much 
faster  than  with  Google.  Now  at  90.55,  Amazon  has 
the  vigor  to  blow  past  its  former  all-time  high  of  113, 
to  more  than  150,  says  Schaeffer.  Its  sharp  rise  from 
36  in  January  has  made  Amazon  a  target  of  short  - 
selling.  The  shorts  hold  36.8  million  shares,  or  12% 


Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside  Wall 
Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they 
have  no  investment  banking 
or  other  financial  relationships 
with  them. 


of  shares  in  public  hands.  That  could  be  good  new 
If  the  stock  jumps,  the  shorts  must  scramble  to  bv. 
more  to  cover  losses,  argues  Schaeffer.  Jeetil  Patel 
of  Deutsche  Bank,  which  owns  shares,  says  that, 
in  view  of  market  volatility  and  a  possible  reces- 
sion, "we  continue  to  favor  Amazon  as  our  top  pic, 
in  the  Internet  sector."  Consistent  growth  "in  the 
23% -30%  range  has  persisted  for  four  consecutiv 
years,  a  trend  that  should  buck  potentially  weakei 
consumer  spending."  International  sales  (45%  of  1 
the  total)  plus  new  initiatives  like  digital  audio  ann 
video  downloads  will  bolster  sales,  says  Patel,  whi 
sees  profits  of  $1.82  a  share  in  2007  and  $2.21  in 
2008,  up  from  $1.09  in  2006. 


Radware's 
Resurrection 

Technology  stocks  are  being 
born  anew.  This  includes 
lesser -known  small -caps 
such  as  Radware  (RDWR), 
a  maker  of  equipment  to 
manage  and  direct  Internet 
traffic  among  networks  for 
continuous  access  to  sites 
and  Web  services.  Radware's 
stock  has  rebounded  from 
12.31  in  May  to  16.50  on  Oct. 
17  as  the  company  put  more 
focus  on  its  lagging  U.S. 
operations,  where  sales  were 
flat  for  three  years  while 
foreign  sales  jumped  50%. 
Christopher  McLeary,  the 
new  executive  chairman,  was 
named  to  chart  long-term 
strategies.  CEO  Roy  Zisapel, 
who  owns  12%  of  the  stock, 
says  he  is  also  looking  for 
joint  ventures  and  partner- 
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ships  to  boost  sales  and 
earnings.  One  venture  is  with 
IBM.  Such  pacts  will  drive 
growth,  says  Rami  Rosen  of 
investment  firm  Oscar  Gruss, 
who  rates  Radware  a  buy, 
with  a  12 -month  target  of 
20.  Mark  Sue  of  RBC  Capital 
Markets  says  Radware  has 
stumbled  in  the  past  but  is 
now  more  energized  with 
new  products  and  an  up  - 
graded  sales  force.  He  rates 
the  stock  outperform. 
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Could  US  Airways 
Be  Buyout  Bait? 

With  airlines'  costs  jacked  up 
by  rocketing  oil  prices,  the 
sector  isn't  favored  on  the 
Street.  But  US  Airways  Group 
(LCC)  is  getting  buy  ratings 
nonetheless,  partly  because 
it  has  been  beaten  down 
more  than  its  peers,  making 
it  possible  buyout  bait.  It  has 
dropped  36%  in  the  past  six 
months,  vs.  16%  for  the  other 
major  carriers.  "We  think      , 
the  risk/reward  favors  a  long 
position  in  US  Airways,"  says 
Robert  Barry  of  Goldman 
Sachs,  which  owns  shares.  It 
hit  63  last  November  but  is 
now  at  28.81.  Capacity  cuts 
by  carriers  bode  well  for  US 
Airways,  says  Barry,  who 
sees  it  earning  $5.75  in  2007. 
William  Greene  of  Morgan 
Stanley  (it  owns  shares),  who 
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rates  it  outperform,  has  a 
year's  target  of  44.  Amonj  | 
the  airlines,  "US  Airways  i  1 
the  cheapest,"  he  says.  Vin 
cent  Carrino  of  Brookhave  | 
Capital,  which  also  owns 
shares,  says  US  Airways  m  J 
soon  attract  a  buyer.  I BW I 

BUSINESSWEEK.COM 

Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
5  p.m.  EST,  usually  on  Thursda' 
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APPLE  POLITICS 


iPHONE,  THE  JURY 


Loving  to  love— and  loving  to  hate— the  iPhone. 

Some  topics  are  avoided  in  polite  society:  reli- 
gion, Middle  East  politics. . .  and  that  company 
founded  by  Steve  Jobs.  So  I  was  reminded  as 
the  responses,  some  scathing,  to  my  Oct.  8  BW 
Online  column,  Byte  of  the  Apple,  poured  in. 
In  "Why  I  Won't  Buy  an  iPhone,"  I  argued  that 
Apple  Inc.'s  resistance  to  outside  developers' 
creating  iPhone  applications  is  a  departure 
from  Apple's  openness  to  third -party  soft- 
ware on  its  computers.  It  also  undercuts  its 
marketing  message  that  the  iPhone  is  really  a 
computer  you  can  use  to  make  calls.  (Since  the 
column  appeared,  Apple  has  announced  it  will 
open  the  door  to  some  developers.)  Readers 
split  50 -50  on  my  reasoning -and  my  boycott. 
Here's  a  sampling.  -Arik  Hesseldahl 


I  should  write  an  article 
on  why  I  bought  five 
iPhones.  I  don't  know  of  any 
other  phone  that  runs  on 
Mac  OS.  My  iPhone  is  great, 
and  I  love  it .  If  my  iPhone 
can't  do  it,  then  my  MacBook 
Pro  can.  Stop  whining. 
Screen  name:  Vermifax 

I  purchased  an  iPhone,  but 
didn't  activate  it  and  can't 
return  it  now  [after  14  days]. 
I  travel  internationally  and 
don't  want  to  pay  $1.49  a 
minute.  I'm  putting  my  un- 
opened iPhone  on  eBay. 
Screen  name:  Doug 

I  would  never  want  any  third 


"Not  only  will  you  be  uncool  [without  an 
iPhone].  You'll  be  out  of  the  loop  and  an 
instant  antique.  Ouch!!"    -articcat 


party  or  virus  -infested 

applications  or  files  on  my 

iPhone. 

Screen  name:  Ron 

Apple  will  eventually  provide 
a  software  developer's  kit 
for  the  iPhone.  In 
the  meantime,  give  it  a 
chance  to  get  its  feet  on 
the  ground! 
Screen  name:  Steven 

A  die-hard  Apple  user  since 
1986, 1  am  so  disgusted  by 
Apple's  actions  regarding  the 
iPhone  that  there  is  no  way 
I  will  purchase  one  until  it 
changes  its  policies. 
Screen  name:  Chris  Rosebough 


The  real  problem  is  that 
bloggers  can  write  all  this 
trash  faster  than  Apple  can 
develop  the  iPhone  software 
into  a  sophisticated  mo- 
bile operating  system.  The 
iPhone  delivers  90%  of  what 
people  are  looking  for  today. 
Screen  name:  Arn 

Not  only  will  you  be  uncool 
[without  an  iPhone].  You'll   , 
be  out  of  the  loop  and  an 
instant  antique.  Ouch! ! 
Screen  name:  Articcat 

I  couldn't  agree  more  with 
you.  No  iPhone  for  me  until 
they  open  it  up.  I  was  given 
one  for  my  birthday  and  had 
the  person  return  it.  A  great 
gift,  but  no  thank  you. 
Screen  name:  Shelterpaw 


Apple  not  supporting  its 
developers?  That's  hardly 
a  surprise.  It's  one  reason 
Microsoft  is  in  the  posi- 
tion it's  in.  Despite  having 
operating  systems  that  are 
significantly  less  innova- 
tive than  Apple's,  Microso: 
has  done  an  excellent  job  0 
supporting  and  encouragii 
a  huge  developer  commun 
Wise  up,  Apple!  How  man 
times  do  you  have  to  squar  i 
der  your  lead  with  your  ins  I 
tence  on  a  closed  platform 
before  you  learn? 
Screen  name:  Brad 


Shucks!  I  love  my  iPhone  a 
my  Apple  stock.  This  is  on! 
the  first  generation  of  desij 
It's  akin  to  the  Model  A  For 
Screen  name:  Michael  Bettler 
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(SE  TO  ANY  CHALLENGE,  such  as  pushing  innovation 


i  an  approach  that  fosters  collaboration  and  inspires  you  to  put  your  ideas  into  action,  The  Kellogg  School    , 

help  you  fulfill  your  aspirations.  To  learn  about  specific  executive  education  programs  in  the  Chicago  and  |$§||§P 

ni  areas,  visit  www.kellogg.northwestern.edu/execed  or  call  847-491-3100. 
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School  of  Management  C^/* 
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How  to  reach  BusinessWeek 

LETTERS  FOR  FEEDBACK 
We  prefer  to  receive  letters  via 
e-mail,  without  attachments.  Writers 
should  disclose  any  connection  or 


relationship  with  the  subject  of  their 
comments.  All  letters  must  include 
an  address  and  daytime  and  evening 
phone  numbers.  We  reserve  the 
right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all 


electronic  and  print  editions.  E-mail: 
bwreader@  busi  nessweek.com 
Fax:(212)512-6458 

BUSINESSWEEK.COM 
The  full  text  of  BusinessWeek, 


BusinessWeek  Top  News,  and 
access  to  BusinessWeek  archivi 
starting  in  1991  are  available  or 
the  World  Wide  Web  at:  busines 
week.com  and  on  America  Onlii 
at  keyword:  BW 


THAT  SINKING  FEELING 

OPTION  ARMs 

AND  REALITY 

If  you  make  money  on  your 
house,  great  ("That  sinking 
feeling,"  News  &  Insights, 
Oct.  15).  If  you  "lose"  money, 
consider  it  rent  that  you 
would  have  paid  anyway. 
No  one  was  forced  to  buy  a 
house.  With  option  ARMs 
and  100%  loan-to-value 
borrowings,  many  of  these 
"homeowners"  were  not 
even  owners  in  the  first 
place.  This  is  no  different 
from  what  happens  when 
people  have  to  move  out  of 
rental  housing  when  they 
cannot  pay  the  rent. 
Paul  Dembry 

LOS  GATOS.  CALIF. 

GM'S  HEALTH  PLAN 

TURNAROUND  AT 

THE  NEGOTIATING  TABLE 

"GM's  health  plan  could 
be  contagious"  (News  & 
Insights,  Oct.  8)  notes  that 
some  voluntary  employees' 
beneficiary  associations 
( VEBAs)  are  already  in  trou- 
ble. There  is  a  strange  shift 
here:  During  normal  union - 
company  negotiations,  the 
union  argues  that  promised 
benefits  are  low-cost,  and 
the  company  argues  that 
they  are  high-cost.  In  VEBA 
negotiations,  the  company 
would  argue  that  the  benefits 
are  easily  managed,  and  the 
union  should  argue  that  they 
are  not.  It  is  easy  to  imagine 
that  the  company,  familiar 
with  the  current  costs  and 


projections,  might  shift 
paradigms  a  bit  faster. 
Richard  Gasink 

TAMPA 

AUTO  WORKERS  BLINK 

LOOK  MORE  CLOSELY 
NEXT  TIME 

I  was  very  surprised  to  see 
that  you  would  include  a 
photo  of  an  auto  worker 
sporting  a  Nazi  swastika  on 
his  left  forearm  ("The  auto 
workers  blink,"  The  Business 
Week,  Oct.  8).  I  assume  this 
was  an  oversight,  but  you 
may  want  to  scrutinize  your 
pics  a  little  more  closely  in 
the  future. 
Chad  DaGraca 

BURLINGTON.  MASS. 

THE  WELCHWAY 

'A  HARDER  CLIMB' 

FOR  MINORITIES 

For  years,  we  (minorities  in 
Corporate  America)  have 
held  the  assumption  that  we 
have  to  work  twice  as  hard  to 
get  ahead  or  be  recognized. 
("Breaking  through  the  bias," 
The  WelchWay,  Oct.  15). 

How  sobering  it  is  to  have 
business  leaders  such  as  the 
Welches  confirm  what  we've 
known  all  along:  We  have 
to  be  "prepared  for  a  harder 
climb."  How  can  one  be  ex- 
pected to  maintain  that  sense 
of  humor  that  the  Welches 
refer  to  when  some  will 
benefit  based  on  familiarity 
as  others  have  to  prove  their 
competence? 

James  Ely 

MINNEAPOLIS 


GIFTS  TO  PHYSICIANS 

WHAT  IS  BIG  PHARMA 
TRYING  TO  HIDE? 

"Will  pharma  finally  have 
to  fess  up?"  (Oct.  8)  under- 
scores the  hypocrisy  in  the 
pharmaceutical  industry's 
strong  opposition  to  legisla- 
tion introduced  by  Senator 
Chuck  Grassley  (R-Iowa)  to 
require  pharma  companies  to 
disclose  gifts  to  physicians. 
The  industry's  argument  that 
gift  disclosure  laws  interfere 
with  the  education  that  sales 
reps  provide  to  physicians  is 
tenuous. 

The  Grassley-Kohl  legisla- 
tion would  simply  require 
that  these  activities  be  dis- 
closed so  the  public  is  aware 
of  them.  Industry  efforts  to 
oppose  transparency  leave 
questions  about  whether  the 
industry  has  something  to 
hide.  A  federal  gift  disclosure 
law  would  provide  a  clear 
answer. 
Robert  Restuccia 

EXECUTIVE  DIRECTOR 

THE  PRESCRIPTION  PROJECT 

BOSTON 

BEAR'S  HOCUS  POCUS 

BARCLAYS  GIVES  ITS 
SIDE  OF  THE  STORY 

The  authors  of  your  mag  -     • 
azine's  recent  Cover  Story 
("Bear  Bets  Wrong,"  Oct. 
22)  imply  Barclays  had  some 


CORRECTIONS* 
CLARIFICATIONS 

In  "Advocates  who  help 
you  negotiate  health  care" 
(Personal  Business,  Oct.  22)1 
Andrea  Romisher's  title  was  1 
incorrect.  She  is  vice-presi- 
dent for  benefits  and  compei 
sation  at  Kindred  Healthcare' 


degree  of  control  over  the  • 
activities  of  the  Enhanced 
fund.  We  did  not.  The  artit 
also  implies  we  pulled  the  • 
plug  on  the  Enhanced  fund 
We  did  not. 
Peter  Truell 

HEAD  OF  CORPORATE 
COMMUNICATIONS 
BARCLAYS  CAPITAL 
NEW  YORK 


Your  article  could  have  eno 
after  the  first  paragraph  wl 
it  comes  to  anyone  predict 
ing  what  was  going  to  hapji 
to  [Bear  Stearns  hedge-fua 
manager  Ralph  R.]  Cioffiai 
his  funds. 

"We  don't  believe  what: 
the  markets  are  saying"  is 
one  of  the  most  common  a 
potentially  devastating  mi 
takes  any  market  participa 
can  make.  History  is  filled 
with  failures  from  those  w 
refuse  to  listen  to  the  mark 
The  warning  signs  were 
present,  and  the  market  to 
you  about  them.  Those  wl 
don't  listen  pay  the  price.  1 

John  Boik 

ATLANTA 


"With  option  ARMs . . .  many  of  these 
'homeowners'  were  not  even  owners  in 
the  first  place"  -paul  dembry 
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nployees  on  401  (k)s 


What  he  knows: 
^1 -whatever,  I  just 
t>n't  see  the  point 
in  putting  money 
ay  for  something 
thirty  years  away. 


What  he  knows: 
In  thirty  years, 
his  friend  will 
still  be  living 
with  his  parents. 
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Feneration  plan  design,  guidance 
With  Fidelity,  you  can  help  youi 


anning  too 


ut  your  employees  on  the  right  path  to  retirement, 
lore,  and  invest  smarter; 


FIDELITY  TOTAL 
ETIREMENT  ADVANTAGE5 


1  800  326-5323   I    Fidelity.com/nextgeneration 


TUFJZttt. 


Smart  move: 


ice  provided  through  the  use  of  Fidelity's  suite  of  guidance  tools  js  educational  in  nature,  is  not  individualized,  and  is  not  intended  to 
is  the  primary  or  sole  basis  for  your  investment  or  tax-planning  decisions. 

lonal  products  and  services  provided  by  Fidelity  Investments  Institutional  Services  Company,  Inc. 

■onshire  Street,  Boston,  MA  02109  458408.4 
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Dell  Learns  to  Listen 


The  computer  maker  takes  to  the  blogosphere  to  repair  its  tarnished  image 


Jeff  Jarvis  is  an  outspoken  commentator  on  technology  and  media.  Jarvis,  who 
heads  the  interactive  journalism  program  at  the  City  University  of  New  York 
Graduate  School  of  Journalism,  will  post  a  longer  version  of  this  commentary 
on  his  blog,  Buzzmachine.com. 


In  the  age  of  customers 
empowered  by  blogs  and 
social  media,  Dell  has  leapt 
from  worst  to  first. 

Start  with  the  worst.  In 
June,  2005, 1  unwittingly 
unleashed  a  blog  storm 
around  the  computer  com- 
pany. Terminally  frustrated 
with  a  lemony  laptop  and 
torturous  service,  I  vented 
steam  on  my  blog  under 
the  headline:  "Dell  sucks." 
That's  not  quite  as  juvenile 
as  it  sounds,  for  a  Google 
search  on  any  brand  f ol  - 
lowed  by  "sucks"  reveals  the 
true  Consumer  Reports  for 
that  company's  customers. 
Thousands  of  frustrated 
consumers  eventually  com- 
mented on  and  linked  to  my 
blog,  saying,  "I  agree."  They 
were  a  leading  indicator  of 
Dell's  problems,  which  the 
company— and  analysts 
and  reporters  covering 
it  —  should  have  heeded.  My 
story  ended,  I  thought,  that 
August  when,  after  return- 
ing the  Dell  and  buying  a 
Mac,  I  blogged  an  open  let  - 
ter  to  Michael  Dell  suggest  - 
ing  his  company  read  blogs, 
write  blogs,  ask  customers 
for  guidance,  and  "join  the 
conversation  your  custom- 
ers are  having  without  you." 

The  following  April,  Dell 
did  join  that  conversation. 
It  dispatched  technicians 
to  reach  out  to  complain- 


ing bloggers  and  solve 
their  problems,  earning 
pleasantly  surprised  buzz 
in  return.  That  July,  Dell 
started  its  Direct2Dell  blog, 
where  it  quickly  had  to 
deal  with  a  burning  -  bat  - 
tery  issue  and  where  chief 
blogger  Lionel  Menchaca 
gave  the  company  a  frank 
and  credible  human  voice. 
Last  February,  Michael  Dell 
launched  IdeaStorm.com, 
asking  customers  to  tell  the 
company  what  to  do.  Dell 
is  following  their  advice, 
selling  Linux  computers  and 
reducing  the  promotional 


"bloatware"  that  clogs 
machines.  Today,  Dell  even 
enables  customers  to  rate  its 
products  on  its  site. 

Has  Dell  really  gotten  the 
blog  religion?  I  recently  vis- 
ited the  company's  Round 
Rock  (Tex.)  headquarters  to 
find  out.  Founder  Dell,  who 
took  back  the  CEO  reins  in 
January,  acknowledges  its 
problems— "We  screwed  up, 
right  ? "  But  then  he  starts  to 
sound  like  a  blogger  himself: 
"These  conversations  are 
going  to  occur  whether  you 
like  it  or  not,  O.K.?  Well,  do 
you  want  to  be  part  of  that 


or  not?  My  argument  is  you  1 
absolutely  do.  You  can  learn  '[ 
from  that.  You  can  improve 
your  reaction  time.  And  yot ' 
can  be  a  better  company  by  | 
listening  and  being  involvec  J 
in  that  conversation." 

Dell's  worst  problem  hai 
been  that  customers  were 
having  too  many  of  the 
wrong  conversations  with 
too  many  service  technic: 
in  too  many  countries.  "I 
was  a  real  mess,"  confesses 
Dick  Hunter,  former  head 
of  manufacturing  and  no 
head  of  customer  service 
Dell's  DNA  of  cost-cutti 
"got  in  the  way,"  Hunter 
says.  "In  order  to  become 
very  efficient,  I  think  we 
became  ineffective." 

Hunter  has  increased 
service  spending  35%,  c 
outsourcing  partners  fro: 
14  to  6  (and  is  headed  to 
3),  and  retrained  staff  to 
take  on  more  problems  am 
responsibility  (higher -en 
techs  can  scrap  their  pho: 
scripts;  techs  in  other  co 
tries  learn  empathy).  Cru 
daily,  Hunter  also  stopped 
counting  the  "handle  time" 
per  call  that  rushed  repre 
sentatives  and  motivated 
them  to  transfer  customers 
so  they  would  be  someone 
else's  problem.  At  Dell's 
worst,  more  than  7,000  of 
the  400,000  customers 
calling  each  week  suffered 
transfers  more  than  seven 
times.  Today,  the  transfer 
rate  has  fallen  from  45%  to 
18%.  Now  Hunter  tracks  the 
minutes  per  resolution  of  a    til 
problem,  which  runs  in  the 
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lusiness  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
USINESS  LOAN  COMPANY 

experience  needed,  we  support  you! 
irrange  business  loans  and  leases 
romSlOk- $10  million. 
(tork  directly  with  national  lenders. 
Inlimited  earning  potential  and 
;sidual  income. 
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Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 

800-336-3933 


www.viewbfc.com 
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40s.  His  favorite  acronym 
mantra  (among  many)  is  RIl: 
resolve  in  one  call.  (Apple 
claims  it  resolves  90%  of 
problems  in  one  call.)  He 
is  also  experimenting  with 
outreach  e-mails  and  chatty 
phone  calls  to  5,000  selected 
New  Yorkers  before  prob- 
lems strike,  trying  to  replace 
the  brother-in-law  as  their 
trusted  adviser. 

The  crucial  word  you  hear 
at  Dell  is  "relationship."  Dell 
blogger  Menchaca  has  led 
the  charge  in  convincing 
bloggers  that  "real  people 
are  here  to  listen,"  and  so 
he  diligently  responds  and 
links  to  critics,  and  holds 
up  his  end  of  the  conversa- 
tion. "You  can't  fake  it,"  he 
says.  Dell's  team  is  stanch- 
ing the  flow  of  bad  buzz.  By 
Dell's  measure,  negative  blog 
posts  about  it  have  dropped 
from  49%  to  22%.  And  the 
Dell  Hell  posts  on  my  blog, 
which  used  to  come  up  high 
on  a  Google  search  for  the 
company,  are  now  relegated 
to  second-page  search- 
engine  Siberia.  "That  change 
in  perception  just  doesn't 
happen  with  a  press  release," 
Menchaca  says. 

But  reality  still  has  to 
catch  up  to  perception.  To 
this  day,  I  get  blog  comments 
and  e-mails  from  disgrun- 
tled Dell  customers.  The 


University  of  Michigan's  PC 
satisfaction  scores  show  Dell 
dropping  from  78%  in  2006 
to  74%  this  year.  Internal 
Dell  measurements  showed 
satisfaction  was  actually 
much  worse  than  that.  A 
year  ago,  it  was  58%  among 
core  users,  even  lower  in  the 
high  end.  That,  Hunter  says, 
made  the  boss  "go  ballistic." 
Today,  Hunter's  measure- 
ments show  satisfaction 
among  high-end  custom- 
ers at  more  than  80%  and 
among  core  consumers 
at  74%— numbers  that  he 
says  must  further  improve. 
"I  think  what  the  Web  has 
brought  is  the  voice  of  that 
25%,"  Hunter  says. 


"I'm  sure  there's  a  lot  of  things  that  I 
can't  even  imagine,  but  our  customers 
can  imagine." 
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But  the  opportunities 
created  by  the  conversation 
go  far  beyond  dousing  fires. 
The  cant  among  executives 
trying  to  play  the  Web  2.0 
game  is  that  the  customer  is 
in  charge.  Well,  if  you 
really  mean  that,  if  you  cede 
control  to  your  customers, 
they  can  add  tremendous 
value.  Dell's  customers  not 
only  make  product  sugges  - 
tions  and  warn  of  problems, 
they  help  fellow  customers 
fix  them.  Today,  custom- 
ers share  their  knowledge 
in  so  many  ways  that  Dell's 
team  says  the  challenge  is  to 
manage  that  knowledge  and 
spread  it. 

To  enable  collaboration, 
the  company  is  starting  wikis 
that  users  can  edit  together. 
To  encourage  interaction, 
Dell  plans  to  experiment  with 
loyalty  programs,  reward- 
ing good  customers  with 
gifts,  opportunities  to  meet 


Michael,  service  upgrades 
and  possibly  discounts.  I  a  l 
whether  they'd  compen- 
sate helpful  users,  creatinf 
a  marketplace  of  advice 
But  Manish  Mehta,  head  o 
e- commerce,  is  uncomfoi 
able  with  payment,  fearin 
might  compromise  the  ere 
ibility  of  these  customers 
in  their  communities.  Anc 
credible  advocates  are  at  1 1 
heart  of  the  strategy  Dell's 
new  chief  marketing  offia 
Mark  Jar  vis,  is  devising. ":' 
listening  to  our  customers 
he  says,  "that  is  actually  t'l 
most  perfect  form  of  marlr 
ing  you  could  have." 

I  contend  that  this  mam 
a  fundamental  shift  in  the i 
relationship  of  customers 
with  companies.  Dell  and 
customers  are  collaborate 
ing  on  new  forms  of  conti 
and  marketing,  but  note  t 
they  are  doing  this  withoo 
the  help  of  media  and  ma I 
keting  companies. 

Michael  Dell  predicts 
that  customer  relationshi 
will  "continue  to  be  more 
intimate."  He  even  speaks 
of  "co-creation  of  produc. 
and  services,"  a  radical  nc 
tion  from  a  giant  manufai 
turer.  "I'm  sure  there's  all 
of  things  that  I  can 't  ever  i 
imagine,  but  our  custom-: 
ers  can  imagine,"  Dell  say* 
still  sounding  very  bloggi; 
"A  company  this  size  is  nn 
going  to  be  about  a  coupl 
people  coming  up  with  k  i 
It's  going  to  be  about  mill  I 
of  people  and  harnessing, 
power  of  those  ideas."  On 
you  can  hear  them.  IBWI 
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The  Trouble  with  Asia's  Tigers 


Have  a  handful  of  wealthy  powerbrokers  stunted  Southeast  Asia's  growth? 


Asia's  economic  ascendancy  by  turns  awes  and  ter- 
rifies Western  executives.  Yet  it's  China  and  India 
that  fascinate  now— not  the  once -fabled  Southeast 
Asian  Tiger  economies.  In  the  mid-1990s,  Indone- 
sia, Malaysia,  Thailand,  and  the  deep-water  port 


cities  of  Hong  Kong  and 
Singapore  were  glorified  as 
epicenters  of  Asian  vitality, 
guided  by  an  enlightened 
tribe  of  ethnic -Chinese 
empire  builders. 

Li  Ka-shing,  Robert 
Kuok,  Stanley  Ho,  and  other 
business  monarchs  remain 
among  the  richest  men  on 
the  planet.  Yet  in  a  region 
full  of  such  tycoons,  why 
is  one  so  hard-pressed  to 
identify  globally  competitive 
Southeast  Asian  multina- 
tionals? In  his  intriguing  and 
myth  -  shattering  study  of  the 
region's  powerbrokers,  Asian 
Godfathers,  Joe  Studwell 
argues  that  this  group 
of  grandees  has  stunted 
economic  growth.  With  a 
handful  of  men  controlling 
vast  enterprises,  regional 
economies  haven't  mastered 
the  "technological  capabili- 


ties, branded  corporations, 
and  productivity  gains  that 
drive  sustainable  economic 
development." 

Crony  capitalism  contrib- 
uted mightily  to  the  Asian 
financial  crisis  that  slammed 
these  economies  a  decade 
ago.  And  Studwell,  founder  of 
the  China  Economic  Quarter- 
ly and  a  longtime  observer  of 
Asia,  thinks  these  economic 
distortions  linger  on.  He  dis- 
mantles the  hagiography  that 
surrounds  these  powerful 
men.  Studwell  also  demol- 
ishes such  notions  as  "Asian 
values"  and  the  "bamboo 
network."  These  cultural 
cliches  have  been  used  to 
suggest  that  Chinese -expat 
business  leaders  alone  figured 
out  that  long-term  plan- 
ning, a  killer  work  ethic,  and 
networking  skills  are  smart 
tactics — and  imply  that  all  are 


ASIAN 
GODFATHERS 


ANP.P^£R 


Asian  Godfathers:  Money  and 
Power  in  Hong  Kong  and  Southeast 
Asia  by  Joe  Studwell;  Atlantic 
Monthly  Press;  328pp;  $26 


beyond  the  understanding  of 
Western  minds. 

In  fact,  the  Chinese  who 
gravitated  to  Southeast  Asia 
early  on  were  neither  "born 
traders"  nor  uniform  in  out- 
look. They  came  from  widely 
divergent  backgrounds  inside 
China  and  often  spoke  differ- 
ent dialects  that  made  them 
incomprehensible  to  one 
another.  They  were  part  of  a 
much  larger  mid-ioth  cen- 
tury migration  that  included 
Indians,  Sri  Lankans,  dia- 


sporic  Jews,  and  Armenian  si 
As  "self- selecting "  immi-  s] 
grants— free  agents  seekin 
to  improve  their  lives — the 
Chinese  have  done  better 
than  some  others.  Indians, 
for  example,  mostly  camet , 
Southeast  Asia  as  quasi-inti  r: 
dentured  servants,  behold  1 
to  British  masters  in  coloni  ^1 
Hong  Kong,  Singapore,  anc  \ 
Malaysia,  and  therefore  ha'  I 
had  an  additional  economi  $ 
burden.  ai 

What  set  the  Chinese  api:^ 
in  the  pre -World  War  II  era  \k 
was  their  skill  at  serving  as  ijor 
valuable  commercial  lieute:  fh 
ants  to  Western  colonial  j  hi 
powers.  Their  deftness  comb 
tinued  during  the  Japanesa 
military  rampage  and  occu  ifn 
pation  that  ended  in  1945 

For  example,  an  18 -year  1 
old  Stanley  Ho  (the  presen 
day  casino  magnate)  chaser 
the  scent  of  fast  money  to 
then  -  Portuguese  -  control 
island  and  smuggling  epi' 
center  of  Macau.  Ho  join 
the  Macau  Co-Operative,| 
a  three-way  joint  venture 
partially  backed  by  Japan 
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supplied  tugboats  and 
port  to  Japanese  troops 
i  in  Guangzhou  in  return 
ce  and  clothing.  He  then 
d  away  enough  money 
en  a  small  kerosene  fac- 
'\vhich  flourished  when 
rican  bombers  knocked 
dacau's  gasoline  ter- 
1  late  in  the  war.  These 
ventures,  and  later  a 
■term  lock  (since  lost) 
mbling  concessions  in 
iu,  were  the  taproots  of 
ist  fortune, 
st  among  equals  in  the 
)n  class,  though,  is  Li 
hing,  one  of  the  richest 
in  Asia  with  a  personal 
ne  estimated  at  $23  bil- 
His  Hutchison  corpo- 
mpire  is  into  everything 
telecom  and  ports  to 
.  Hong  Kongers  to  this 
till  call  the  reclusive 
m  chiuyan  (Superman) 


for  his  business  smarts. 
However,  Studwell  tells  the 
unvarnished  Li  story. 

Although  Li  is  no  slouch  as 
a  dealmaker,  Studwell  asserts 
that  much  of  his  fabled  busi- 
ness acumen  is  exaggerated, 
given  the  cosseted  sectors  of 


jth  a  few  tycoons  controlling  vast 
terprises,  the  region  hasn't  developed  the 
bis  for  sustainable  economic  development 


the  former  British  colony's 
economy  that  he  grabbed  on 
near -exclusive  terms  and  still 
controls.  A  Hutchison  unit 
long  ago  secured  undisputed 
leadership  at  the  heavily  reg- 
ulated Hong  Kong  Port,  one 
of  the  world's  busiest,  where 
"container  terminal  handling 
charges  are  also  the  highest  in 
the  world,  despite  labor  costs 
far  below  those  in  countries 
with  comparable  GDP  per 
capita,"  the  author  writes. 
This  steady  cash  flow,  plus 


Hong  Kong's  Li 
Ka-shing  is  worth 
an  estimated 
$23  billion 


dominant  and  protected  roles 
in  supermarket  retailing  and 
electric  utilities,  has  allowed 
Li  to  make  some  spectacular 
bets  on  real  estate  and  mobile 
telephony  around  the  world. 

Asian  Godfathers  is  gener- 
ally illuminating,  but  it's 
poorly  organized.  Portraits 
of  key  characters  are  scat- 
tered across  chapters  instead 
of  in  distinct  narratives. 
One  would  have  liked  more 
analysis  of  the  periodic, 
bloody  reprisals  directed  at 
Chinese  business  interests  in 
Indonesia  and  Malaysia,  and 
whether  a  further  backlash 
is  possible  given  the  moguls' 
status  as  outsiders  impos  - 
ing  a  superlayer  of  economic 
power. 

Still,  this  book  is  richly 
reported,  and  the  larger 
thematic  points  come 
through  clearly  enough. 
Asia's  canny  powerbrokers 
are  remarkable  individuals, 
all  worthy  of  study.  Unfortu- 
nately their  influence,  if  left 
unchecked,  might  well  leave 
Asia's  Tigers  lagging  in  the 
decades  ahead.  1 BW 1 
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The  Duke  MBA  gives  working  professionals  the  opportunity  to  gain  a  truly  global  perspective  through  collaborative 
team-based  learning  at  a  Top  10  business  school.  You  can  live,  work  and  learn  from  anywhere  in  the  world,  thanks 
to  a  combination  of  innovative  Internet-enabled  courses  and  short  overseas  residencies.  DukeExecutiveMBA.com. 
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Directors  Who  Don't  Deliver 

These  five  types  of  dysfunctional  board  members  "serve"  at  many  companies 


I  sit  on  a  board  with  two 
members  who,  for  the  past 
year,  have  said  and  done 
little.  Both  were  just  reelected 
unanimously  with  the  sup- 
port of  the  nominating  com  - 
mittee.  What's  your  take? 
Anonymous 

NEW  YORK 

So,  two  seat -warmers 
on  your  board  were  just 
reelected  unanimously,  you 
say?  Doesn't  that  mean  you 
voted  for  them  too?  If  so, 
don't  worry.  You're  not  the 
only  director  in  history  to 
endure  an  ineffective  or  oth- 
erwise dysfunctional  peer. 
Not  to  slam  boards;  on  the 
whole,  they  add  real  value. 
But  boards  frequently  toler- 
ate troublesome  performance 
from  one  or  two  of  their  own. 
It's  simply  too  time  -  consum  - 
ing  or  impolitic  to  eradicate. 
And  that  is  why  too  many 
boards,  in  both  the  public  and 
private  sectors,  don't  make 
the  contribution  they  should. 
To  be  clear,  we're  not  talk- 
ing about  board  behavior  that 
is  criminal.  With  a  few  fa- 
mous exceptions,  boards  will 
remove  anyone  who  breaks 
the  law.  No,  we're  referring  to 
boardroom  behaviors  that  are 
perfectly  legal  but  perfectly 
destructive  as  well.  There  are 
at  least  five  by  our  count: 

the  do-nothing.  Let's  start 
with  the  type  of  bad  board 
member  you  describe.  Some 
of  these  individuals  are  too 
busy  with  their  own  compa- 
nies, other  directorships,  or 
their  personal  lives  to  care 


about  your  board.  Some  don't 
have  enough  skin  in  the  game 
to  work  up  a  real  interest. 
Others  lie  low  for  job  secu- 
rity. At  $25,000  to  $100,000 
a  pop,  corporate  directors  get 
paid  good  money.  In  the  pri- 
vate sector,  prestige  is  often 
the  reward.  So  Do-Nothings 
rarely  challenge  or  probe. 
Nor  do  they  venture  into  the 
field  to  make  sure  what  they 
hear  in  the  boardroom  about 
values  and  strategy  matches 
what  employees  feel. 

THE  WHITE  FLAG.  Do-NothingS 

are  awful  but  not  nearly  as 
dangerous  as  type  two  in  our 
taxonomy.  These  individuals 
live  in  fear  of  being  person- 
ally tainted  by  any  kind  of 
controversy,  such  as  a"  class 
action  or  activist  protest. 
They  lack  a  key  characteristic 
of  any  good  board  member— 
courage.  With  every  public 
or  private  challenge,  they 
pollute  the  boardroom  by 
hyperventilating  for  a  settle- 
ment, even  if  it  means  selling 
out  on  principle  just  to  get 
out  of  the  crosshairs.  Sure,  a 
board  must  settle  on  occa- 
sion, but  never  before  seeing 
the  organization  through  a 
discovery  of  the  facts.  Such 
a  process  creates  a  culture  of 
trust  between  management 
and  the  board,  and  it  is  only 
in  such  an  environment  that 
risks  can  and  will  be  taken. 

the  cabalist.  The  third  type 
of  bad  board  member  is  the 
director  who  sits  quietly  in 
meetings,  often  going  along 
with  the  prevailing  side, 


before  taking  up  his  cause 
behind  the  scenes  and 
building  constituencies  to 
achieve  another  agenda,  his 
own.  In  many  cases,  good 
board  members  shut  down 
such  practitioners  of  palace 
intrigue.  But  sometimes 
a  board's  cabal  is  its  own 
executive  committee,  and  the 
result  is  a  controlling,  secre- 
tive board-within-a-board 
that  turns  other  directors 
into  second-class  citizens. 
Such  a  dynamic  decom- 
missions the  majority  of  the 


THE  PONTIFICATOR.  And  fin 

there  is  the  self-importai 
bloviator  who  cannot  get  j 
enough  of  his  own  voice, , 
especially  when  it  is  opin 
on  "matters  of  state,"  sue 
world  events,  social  trenc  ; 
the  company's  history,  on 
his  own  area  of  expertise* 
Like  Meddlers,  Pontifica-i 
tors  distract  boards  froms 
business  before  them  anc 
enervate  their  colleagues 
the  process. 

As  a  board  member,  it  i 
easier  to  let  a  couple  of  DC 


Counterproductive  directors,  of  any  stripe, 
are  a  destructive  force.  But  clearing  them  oil 
can  seem  like  too  much  trouble.  It's  not 


board's  brains— and  what 
a  waste  that  is— but  it  also 
undermines  the  board's  rela- 
tionship with  management. 
Executives  can't  tell  if  a  di- 
rector is  speaking  for  himself, 
the  board,  or  the  cabal. 

the  meddler.  Good  directors 
focus  on  big -picture  issues 
such  as  succession  and  strat- 
egy. By  contrast,  our  fourth 
"offender"  likes  to  butt  into 
management.  Instead  of     » 
meeting  with  high -potential 
talent  and  discussing  indus- 
try dynamics,  meddlers  get 
all  mucked  up  in  operational 
details.  They  seem  oblivi- 
ous to  the  fact  that  board 
members  are  there  for  their 
wisdom,  sound  counsel,  and 
judgment,  not  the  day-to- 
day running  of  the  business. 


Nothings  hang  on  till  reti'j 
ment  or  tolerate  a  few  com 
ing  White  Flags  as  other 
directors  handle  each  crii 
Or  to  try  to  isolate  or  won 
around  Cabalists  and  ignl 
Meddlers  and  Pontificate 
But  imagine  how  much  b  1 
ter  it  would  be  if  nominate 
committees,  usually  just  I 
focused  on  vetting  poten  I 
members,  dealt  with  the 
cases  right  in  front  of  the 
After  all,  nothing  can  kee 
a  board  on  its  best  behavi 
but  itself.  1 BW 1 
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le  windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
mpleted  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 
3cess,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
a  sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  sale  of  a 
siness,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
)rgan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 
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